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The Austrian school of economics is not monolithic. There are various strands 
and subcultures within the contemporary Austrian school. There are, for 
example, those who think of Austrian economics as a branch of mainstream 
neoclassical economics, there are those who see the school as representative 
of a radical alternative to the mainstream, and there are those who see the 
school mainly within a broader program of social theory. Moreover, this 
divergence of opinion is not a recent phenomenon. The tension between the 
different interpretations of the Austrian school can be felt throughout its 
history. 

Car1 Menger’s Principles of Economics, when published in 1871, was a 
challenge to both classical political economy and the German historical school. 
Most historians of economics reserve a place for Menger alongside Leon 
Walras and William Stanley Jevons as one of the co-founders of the marginalist 
revolution and the birth of neoclassical economics. All three sought to pro- 
vide a general theory of economic action based on marginalist principles of 
individual decision making. Menger, though, sought to distance himself from 
both Walras’s and Jevons’s analytical approach, and not simply on grounds of 
product differentiation in the textbook market. Menger’s criticisms were 
substantive and argued that the mathematical approach to understanding 
human decision making simply could not get at the essence of economic 
phenomena which the marginalist revolution in his hands was attempting to 
unmask. Menger represented an alternative not only to classical political 
economy and German historicism, but also to the emerging theory of neo- 
classicism. 

The next generation of Austrian economists, Eugen von Bohm-Bawerk 
and Friedrich von Wieser, did not view themselves as radical alternatives, but 
rather contributors, to the mainstream of neoclassicism. And to a large extent 
this self-image was justified. Vienna became a leading center for economic 
thought in the period from 1880 up to the 1930s. Austrian contributions to 
basic choice theory (such as ordinal marginal utility theory and the concept 
of opportunity cost), capital and interest theory, monetary theory and busi- 
ness cycle theory, market theory and development were incorporated into the 
mainstream body of economic thought throughout the world. By the 1930s it 
could be, and was, legitimately argued that all that was important in the 
Austrian literature was embodied within neoclassicism. Yet there remained 
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something radically different about Austrian economics: (1) it was not math- 
ematical, (2) it was often philosophical, (3) the dynamic nature of economic 
activity took center stage, and (4) it dealt with social and political issues 
beyond market exchange and production. The Austrians were quintessential 
members of the mainstream of economic thought, but their methodological 
position and analytical approach in monetary theory, capital theory and even 
basic price theory forced them into increasing confrontations with the main- 
stream of English language economics. 

The tension within Austrian economics and its relationship to neoclassi- 
cism can be seen quite clearly in Ludwig von Mises’s classic work, Human 
Action: A Treatise on Economics, published in English in 1949. Mises’s book 
was at one and the same time an embodiment of orthodox economics and a 
radical tome in political economy. Here Mises offered an alternative way to 
do economics and social science from the received wisdom of his day on a 
methodological and analytical front. But Mises also referred throughout Hu- 
man Action to the teachings of ‘modern economics’ and placed himself 
within the mainstream camp against the unorthodox teachings of Keynesians, 
welfare state interventionists and radical socialists. This tension, it should be 
stressed, was not due to a delusional fantasy on Mises’s part, but inherent 
within the various strands of Austrian economics and their relationship to 
developments in neoclassical economics. 

Additional indirect evidence for this position comes from an examination 
of the reception of the major personalities in the economics profession who 
were trained in the Austrian tradition at the University of Vienna under either 
Bohm-Bawerk or Wieser or attended the Mises seminar on economic theory. 
The list of names would include such prominent figures within twentieth- 
century economic thought as Joseph Schumpeter, Friedrich Hayek, Gottfried 
Haberler, Fritz Machlup, Oskar Morgenstern, Lionel Robbins and others. 
Individuals like Schumpeter, Haberler, Machlup, Morgenstern and Robbins 
would carve out their own unique place within economics for their theoreti- 
cal nuances (due in large part to Austrian themes of imperfect knowledge, 
dynamic market processes, the importance of time and methodology), but 
they were still viewed by most other economists, and most importantly by 
themselves, as mainstream neoclassical economists. Mises and Hayek, on the 
other hand, would be increasingly viewed as part of an alternative approach 
to economic theory, and their work was viewed as part of a broader project to 
revitalize classical liberal social theory. 

The modern revival of interest in the Austrian school, and specifically the 
work of the major figures who orchestrated that resurgence in the 1970s, 
Israel Kirzner, Murray Rothbard and Ludwig Lachmann, continued to reflect 
this tension. Part of this can be attributed to the intellectual temperament of 
the individuals in question. Kirzner, for example, concentrated his work on 
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providing neoclassical economics with the missing theory of economic pro- 
cesses. The Austrian theory of entrepreneurship, according to Kirzner, pro- 
vided the disequilibrium foundations of equilibrium economics that were 
required to complete the neoclassical project of explicating the operating 
principles of the price system. On the other hand, Lachmann sought allies 
among heterodox critics of mainstream economics and, in particular, the 
subjectivist critics of the resurgence of late classical formalism as repre- 
sented in the equilibrium preoccupation of modern economics. The extension 
of subjectivism from values to expectations, Lachmann argued, would com- 
plete the revolution in economic theorizing begun by Menger in the 1870s. 
Notice that both Kirzner and Lachmann were critical of equilibrium econom- 
ics, but they differed on scientific strategy and the meaning of the implica- 
tions of their criticism. Rothbard pushed for an even more radical approach 
than either Kirzner or Lachmann. The Rothbardian system challenged the 
logical status of mainstream economics on its own grounds. Mainstream 
utility theory, market structure theory, public goods theory, monetary theory 
and welfare economics were all found to possess logical flaws which de- 
manded reconstruction from an Austrian perspective. In addition, Rothbard 
explicitly sought to construct an interdisciplinary social theory with the pur- 
pose of advancing radical liberalism. A unified science of liberty was to be 
constructed by Rothbard and his followers. 

Emphasizing the intellectual temperament of these scholars in their choice 
of strategy to advance Austrian economics masks the real substantive issues 
involved. Kirzner, Lachmann and Rothbard can legitimately claim that their 
research program was Austrian and not a deviation from the tradition. The 
work of Mises and Hayek, for example, reflects a mix of all three stratagems 
throughout their career. Technical economics, philosophical radicalism and a 
passionate commitment to liberalism are weaved together throughout the 
finest contributions in the Austrian literature. Contemporary Austrian econo- 
mists are still in the process of grappling with these issues. Debates within 
and between the various factions continue over such fundamental issues as 
the extension of subjectivism, the use of equilibrium models, the nature of 
human choice, the methodological foundations of the human sciences, the 
role of political theory and the relationship of ethical argumentation to eco- 
nomic science. 

Despite the heterogeneity of opinion within the Austrian school on these 
and other issues, there exist common characteristics of the work done in this 
tradition that justify the label of a ‘school’ of thought. The basic set of 
questions Austrians raise, and the approach to answering those questions, 
reflect the Austrian approach. In this tradition, the task of economics is 
twofold: first, the economist must render economic phenomena intelligible in 
terms of purposive human action; second, the economist must trace the Peter J. Boettke - 9780857934680
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unintended consequences of those actions. In order to accomplish these tasks, 
Austrians believe that three basic methodological tenets should be adhered 
to: (1) methodological individualism, (2) methodological subjectivism, and 
(3) theoretical attention should be on processes rather than equilibrium states. 
From Menger on this has been the unifying task and method of approach of 
the Austrian school of economics. 

This Companion to Austrian Economics was organized in a manner in- 
tended to highlight the common ground between all the branches of Austrian 
economics while demonstrating the breadth and diversity of the school. The 
idea was to create an encyclopedia of the key concepts relating to the con- 
cerns traditionally associated with Austrian economics written by scholars 
from around the world. In the invitation process, no effort was made to 
impose a particular view of Austrian economics on the project, but rather to 
respect the various views that make up contemporary Austrian economics. In 
fact, many of the authors would not even consider themselves ‘Austrian’, but 
their work demonstrates a basic similarity and interest in questions which 
have historically been associated with the Austrian school. 

Parts I to I11 were organized to reflect a general Austrian methodological 
point about the levels of economic science. From Menger on, Austrians have 
argued that there are three distinct levels of discourse within economics. 
There is pure theory, which generates timeless and universal principles of 
human action. This represents the hard core of Austrian theory. This hard 
core, however, has been ‘defended’ on various philosophical grounds through- 
out the history of Austrian economics, from essentialism to neo-Kantian 
apriorism, to phenomenological reflection, to contemporary hermeneutics. 
The second level of analysis is applied theory, in which the general principles 
of pure theory are worked out within different institutional environments and 
social contexts. That individuals have ends and utilize means to obtain those 
ends is incontrovertible, but the nature and consequences of purposive human 
action are institutionally contingent and contextual. The third level of eco- 
nomic research is history and public policy. At this level, the principles 
derived from pure theory and applied theory are employed to aid interpreta- 
tion of concrete historical phenomena or contemporary issues in public policy. 

The rationale for theory in Austrian economics since Menger’s Principles 
has always been to aid the act of interpretation. In other words, the sole 
purpose of theory was to provide a framework which would enable research- 
ers to improve historical understanding. Public policy economics, from this 
perspective, is an example of contemporary economic history. It is important 
to stress, however, that in the Austrian tradition history and empirical data 
cannot be employed unambiguously to falsify a theory. Rather, data repre- 
sents facts which must be organized and interpreted through a theoretical 
framework. Since all facts are theory-laden, appeals to the data cannot consti- 
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tute a final arbiter in disputes. The appeal to objective data is a non-starter 
because the data are incapable of speaking for themselves. The meaning of 
the data is what is in question. Historical interpretation illustrates the power 
of the theoretical framework adopted. 

Refutation of any theory is an exercise in logic and scholarship. A theory 
which has been demonstrated to be logically flawed, ignorant of basic facts, 
uninformed about the empirical magnitude of events and lacking in perspec- 
tive can be rejected. Realism matters within the Austrian tradition. Theoreti- 
cal exercises, therefore, strive to be both logically coherent and relevant to 
the everyday world within which individuals live. Economic theory consti- 
tutes a ‘story’ of the way individuals behave within different contexts. His- 
torical research constitutes an examination and a ‘fitting’ of the facts to tell a 
coherent and relevant story. The assessment of different historical interpreta- 
tions is the outcome of a process which enlists the community of scholars in a 
free and open dialogue. Science is not a solipsistic exercise characterized by 
certain methods or procedures, but rather a set of values shared concerning 
the importance of logic, the use of acceptable evidence and rules of behavior 
amongst scholars. Within a certain institutional infrastructure, the scientific 
process, like the market process, generates progress in knowledge out of the 
seemingly anarchistic competition between individual researchers that is far 
greater than that of any single participant. There simply is no process outside 
the ‘free market for ideas’ that can be relied on to generate the progress of 
knowledge. No method or procedure can take the place of the open dialogue 
of questioning and answering. 

Many individuals have misinterpreted the Austrian methodological argu- 
ment concerning theory and history. It is often asserted that Austrians disre- 
gard empirical research, but, as has just been argued, this is a misreading of 
the Austrian tradition. Instead, developing a sensibility towards empirical 
information and the writing of better history is the goal of theoretical re- 
search within the Austrian tradition. What Austrians have repeatedly stressed, 
however, is that interpretation is a product of theory choice and, therefore, 
the significant debates in the social sciences are theoretical debates. 
Part IV introduces the classic theoretical debates in the history of Austrian 

economics. In addition, various predecessors of the Austrian school and 
contemporary alternative schools and approaches are discussed. 

Each entry in the Companion is followed by a list of references which can 
serve as further reading on each topic. It was intended that the entries should 
serve simultaneously to introduce students to the Austrian school and be able 
to serve as an important research tool for scholars working within the Aus- 
trian tradition. There was an almost inexhaustible array of topics that could 
be covered. As mentioned above, Austrian economists have made contribu- 
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theory, political science, and so on. Some omissions are evident in the final 
product, as is some repetition. It is hoped that these flaws are not serious 
enough to hinder the teaching function and research impact of the project. 

One final note. It was decided early on to eliminate biographical entries. 
This was for two reasons: first, informative biographies exist elsewhere and 
the interested reader can find the relevant sources; and second, it was thought 
desirable to discount personalities and focus attention on the questions and 
conceptualizations of the Austrian school. It is true that Austrian economics 
is the economics of Menger, Mises and Hayek, for example, but it is much 
more than that. Contemporary Austrian economics is a live and growing body 
of literature that raises important questions for economic and social organiza- 
tion. Every school of thought has its major figures, but the important factor 
for continued relevance of any school is the power of its basic ideas. 
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