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Abstract:

Ludwig von Mises (188-1973) was one of the two parallel followers of thspina’, a French
scholar, human action theory; the other was Tad&uasarbiaski (188¢-1981). The former was tt
founder of the Austriarpraxeologyconsidered as the aprioristic logic of action, ahd latter
originated the Polisipraxiology considered ageneral methodology.e. epistemology of practice

grammar of action. This paper is intended to charee the Mise’ approach, closely related to |
experience; therefore a number of important factsnf the life of the Austrian praxeologi
economist ad economics philosopher is summarized in the fiest of the essay. According to Mis
praxeological laws apply to the regularity of phevma due to the correlations between means
ends which restricts people’s freedom of choice aotion. Other istrictions of action have the
source in physical laws, to which humans must adjhsir behavior if they want to live, ai
physiological laws, i.e. a set of constitutive dfieé characteristic of each individual, definirttat
individual's dispositio and susceptibility to environmental. Mises preseriis theory in the boc
Human Action: A Treatise on Econon, over nine hundred pages long opus magnum thapigeas
forty chapters. The present essay is concentrategraxeology and its relation economics with
special emphasis on the ethical dimension presantedntemporary literature. For praxeology i
part of practical philosophy, or ethics in the lit@@nse, it is therefore proper to discuss thesigs
the ethical context, especiallye business ethics angle is relevant for the Misegraxeology, an
‘its hitherto bestdeveloped branc— economics’. Economic knowledge, based on praxec— says
Mises —being an essential element in the structure of munigilization; is ‘the founddon upon
which modern industrialism and all the moral, iletual, technological, and therapeuti
achievements of the last centuries have been |

1. Introduction

It is remarkable that the city of Lvov is relatedthe origin of two human actioneories:
praxiology and praxeology The former was suggested by a young Polish pipllosr of Lvov
University, Tadeusz Kotariéki, who delivered his very first papérhe Goal of an Act and ti
Task of the Agenih 1910 at the Philosophical Society serr in Lvov. The latter was suggested
an Austrian scholar, Ludwig von Mises, born in Lyafter he had completed his educatior
Vienna. Both referred to a treatise by Alfred VicEspinas, a French social scientLes origines
de la technologi€1897). The former scholar named his thepraxiology, the lattei— praxeology
The former considered praxiology to igeneral methodologyi.e. sui generis epistemology
practice or grammar of &on [1(], while the latter considered praxeology to beaprioristic logic
of action, therefore the faation of economics [].

Tadeusz Kotarliski and Mario Bunge places praxiology within preatiphilosoph?, or
ethics in the broad sense of the word within wtitad first philosopher identifies: felicitoly (the
study of a happy life), praxiology (the study oé thractical dimension of actions) and ethics in
narrow sense (mal deontology) [1], while the second philosopher identifies: axigidtheory of
values), ethics (theory of morals) and praxgy (theory of action) [p It is therefore proper t
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discuss praxiology in the ethical contéxtspecially the business ethics angle is relef@nthe
Mises’ praxeology, with which economics is closefiated according to the very scholar.

Mises’ contribution to the development of praxeglagnnot be overestimated; some even
think he deserved the Nobel Prize for his lifetiaohievement. This is mentioned by his biographer
Eamonn Butler, director of the Adam Smith Institute London, in his book carrying the
characteristic titldLudwig von Mises: Fountainhead of the Modern Micmeomics Revolutidn
The information provided by this book has enabled present essay to include a number of
important facts from the life of the Austrian praligist, economist and economics philosopher.

The works of Mises were known to very few Polisladers. As a critic of totalitarian
systems, socialism in particular, Mises was thgemitof criticism in the times of real socialism in
Poland. Though available in the original at therdily of the Polish Academy of Sciences’
Praxiology Unit, his praxiological workHuman Action: A Treatise on Economiggs not
considered in any extensive review throughout thésuexistence, neither was it the subject of any
treatises written by Polish praxiologists. The abk was the politics of those times, censorship
and — it also needs saying — self-censorship. & mad until the first harbingers of political chang
appeared on the Polish horizon that Polish pragists and continuators of the Austrian school,
which had developed chiefly in the United Statesjld meet for the first time in the discipline’s
history at the conferenderaxiologies and the Philosophy of Economiusid in Warsaw in 1988
The conference could take place thanks to suppmrt the U.S. Sabre Foundation and the Institute
of Austrian Culture in Warsaw. The institute alsoyded financial support enabling excerpts from
Mises’ treatise to be translated and a speciakisduthe periodicaPrakseologiato be published,
the very first publication of passages from hisatisethat discussed his praxeology.

Mises’ Human Action: A Treatise on Economi@)7 pages long, comprises 40 chapters
(including the introductory section). These chaptere grouped into the following parts:
Introduction, (1) Human Action, (2) Action Withirheé Framework of Society, (3) Economic
Calculation, (4) Catallatics or Economics of therkéd Society, (5) Social Cooperation Without a
Market, (6) The Hampered Market Economy, (7) ThecPlof Economics in Society.

2. Biography

Mises grew up mainly in Vienna, where he enrolledraversity in 1900 and graduated with
the title of doctor of law in 1906. He publishedotworks on economic history during his student
years® In the latter part of his studies he attended léwtures of Carl Menger, founder of the
Austrian school of economics. After graduation,1i®08 Mises started working at the Central
Association for Housing Reform where he analyzedisaues. A year later he transferred to the
Kammer fir Handel, Gewerke, und Industrie whergvbeked as a senior analyst until 1934.

In 1912 Mises published his first bookheorie des Geldes und der Umlaufsmitethich
was not unrelated to the discussions he had wittekEwon Béhm-Bawerk. As of 1913, he taught
economics at the University of Vienna aBrvatdozent During World War | Mises served in the
artillery as a captain and then worked at the génstaff, and in 1918-20 was the director of
Abrechnungs Amt, an office established to settlmiadtrative matters connected with the Treaty
of St. Germain. This was where young economistdfigcd A. von Hayek visited him, sent to him
by Friedrich von Wieser, Menger’'s successor.

In 1920 Mises founded a private seminar that cagatdd his reputation as a researcher and
a leading theoretician of the Austrian school obremmics and liberalism. The seminar was
attended by F. A. Hayek, G. Haberler, F. Machlup, Mbrgenstern. That same year Mises
published the papebie Wirtschaftsrechnung im socialistischen Gemegmsewhich he later
included in the volum®ie Gemeinwirtschaft: Untersuchungen iiber den Sismias® This work
was the subject of numerous debates and polemicseferal decades, including those carried on
by Oskar Lange. Mises did not neglect his inteneshonetary problems, publishing many papers
on these topics. In 1927 he founded the Austriagtitite for Business Cycle Research, where
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Hayek continued to collaborate with him. In the sagear, Mises published his next book,
Liberalismus’ in which he outlined the principles of a free stygi A few years later he published a
work on the epistemological problems of econon@sindprobleme der Nationalékonontfe.

In the latter half of the 1930s Mises was offerled position of professor of international
economic relations at the Institute for Internagib8tudies in Geneva. Working in Geneva enabled
Mises to avoid the consequences of the Anschlufisough he was forced to go into exile,
something that turned out to be difficult for thevi§s authorities as well. Therefore he left
Switzerland in 1940 and, after a complicated joyrremnded up in the United States, obtaining his
citizenship in 1946. Before all this, he married riyla Sereny-Herzfeld in Geneva in 1938 and
published the bookationaltkonomie: Theorie des Handelns und Wirtiobras* which provided
the foundation for his subsequent praxeologicaheadc treatise.

Mises’ liberal views did not win him supporterskarope, nor even in America. They were
unfashionable and did nothing to facilitate hisderaic career. In 1940-1944 Mises was a guest
employee of the National Bureau of Economic Re$eardNew York, and between 1945 and 1969
taught as a visiting professor at the Graduate &cbb Business Administration at New York
University. This was an unpaid position; Mises thvaf a William Volker Fund allowance and his
writer’s royalties. The first decade of Mises’ adly as a professor was very fruitful. His seminars
attracted students and academics just like theyirh@distria. His books garnered a lot of interest;
he published several, includifyreaucracy’, Omnipotent Government: The Rise of the Total State
and Total Wal®, The Anti-Capitalist Mentality, Theory and History: An Interpretation of Social
and Economic Evolutidi The first edition of Mises’ opus magnufuman Action: A Treatise on
Economic®® was published in 1949. The treatise — a synthebithe author's praxiological,
methodological and economic studies — was reissunady time$’. The bookThe Ultimate
Foundation of Economic Science: An Essay on Méthadsystematic exposition of subjectivist
economics, brought Mises his first award, follovisdfurther prizes and titles some years later. He
received honorary degrees from the universitiedl®eiv York and Freiburg, and Hayek edited a
special volume marking the great scholar’s 90tthdmy®. Ludwig von Mises lived to be 92, he
died on October 10, 1973.

3. Praxiology and...

Mises wrote:

Traditional logic and epistemology have producedabd large, merely disquisitions

on mathematics and the methods of the natural cesemhe philosophers considered

physics as the paragon of science and blithelynasduhat all knowledge is to be

fashioned on its model. ... This essay proposesréssthe fact that there is in the

universe something for the description and analgéisvhich the natural sciences

cannot contribute anything. There are events beyloadange of those events that the

procedures of the natural sciences are fit to @lesand to describe. There is human

action [21, xv-xvi].
Contemporary Polish praxiology defines ‘action’tasnan behavior undertaken intentionally and
willingly with the aim of bringing about a statesii®d by a given person and called the ‘goal’ (of
the action). The acting person is named the ageattor, and in general terms — the subject of the
action. Actions in a praxiological sense are adiperformed individually, i.e. they are single-
subject actions. For praxiology, multiple-subjeehaviors and behaviors of collective subjects (e.g.
bodsizeos corporate) are systems of single-subjeabrectwhose structure stems from praxiological
laws™.

Let us compare this with Mises’ approach outlinedadlows in a glossary entry:

Human action: Purposeful behavior, an attempt tustslwte a more satisfactory state

of affairs for a less satisfactory one; a consciendeavor to remove as far as possible

a felt uneasiness. Man acts to exchange what heidsys will be a less desirable



future condition for what he considers will be armalesirable future condition.

Thinking and remaining motionless are actions is #ense. Human action is always

rational, presupposes causality and takes placeaoperiod of time [13, p. 62].

Praxeological laws apply to the regularity of ph@ema due to the correlations between means and
ends. According to Mises, praxeological laws respeople’s freedom of choice and action. These
are not the only limitations determining the extehfreedom of acting subjects. Other restrictions
of action have their source in: (i) physical lawsthe insensitive ruthlessness of which — as Mises
wrote — humans must adjust their behavior if theyptito live, and (ii) physiological laws, i.e. & se
of constitutive qualities characteristic of eactiuwdual, defining that individual’s disposition @n
susceptibility to environmental factéts

Action is the fundamental quality of an active persTo put it vividly, it is not a disguise
worn by an acting subject, but the actual condfiche subject regardless of the current behavior
costume that the subject is wearing for one reascanother. When such a disguise is involved,
making use of it constitutes actigmar excellenceThis is the case when the subject’s activity is
noticed by an observer (e.g. a stockbroker’s agtion the stock exchange) and also when the
subject’s activity is not externally manifestedg(ethe unemotional activity of an observer of the
stock exchange), and even when the subject intealtyoabstains from any kind of activity (e.qg.
lack of reaction to someone’s calls for help). ‘Hamaction,” claims Mises, ‘is one of the agencies
bringing about change. It is an element of cosnividy and becoming. Therefore it is a legitimate
object of scientific investigation. As at least engiresent conditions it cannot be traced backsto i
causes, it must be considered as an ultimate gimdrmust be studied as such’ [21].

Excellent confirmation of Mises’ idea can be foumdthe discovery of James McGill
Buchanan, one that brought its author the NobelePin economics. This economist proved that
when making public choices, politicians do not ast of a sense of duty toward society but are
driven by their own interests By creating a ‘regime of continuing budget dei¢i politicians
create ‘decision capital’ that requires appropriest@nagement. Who by? By them, of course, by
those very politicians, this makes them becomespehisable. That sounds familiar, one might say
feeling scandalized. Meanwhile, irrespective of thiee someone is a politician or an ordinary man
in the street, that person acts due to the praitiations of which he or she is the subject| as
once pointed out in a work on humanist deSlgBvery practical situation is a nicheiKo9 of its
subject, and the set of these niches is a kincolbgy @ikosandlogog of practical situations. If
we have a certain kind of action, i.e. actions @img) in exchange carried out by acting subjects,
where the measuring tool is a monetary unit, theatwe have is economiasifkosandnomos.

The practical situation of any subject is deterdingy the facts that this subject
distinguishes among other facts due to the sulsjgmtfessedialues Values give facts meaning
and on this basis the subject considers some factse satisfactory and others not so. If the
practical situation does not satisfy the subjdat, subject strives to change the facts in suchya wa
as to turn the situation into a satisfactory ormmfrthe point of view of the professed values.
However, even when the subject considers the Btuéd be satisfactory, change is still necessary.
In this case, it is not the kind of therapeuticrap@outlined above, but preventive change servng t
avert a disturbance of the satisfactory situatigrpiincesses that are either natural or artifigial (
the sense of being caused by humans). The forrmper af change concerns the inner aspect of a
practical situation whereas the latter type coned¢ine situation’s context, namely ‘the reminder of
the world.” Modern praxiology as practiced by myseinsiders the ‘being of action,’ i.e. the reality
related to action, in terms of what we might cak tontology of practical situations. The acting
subject’s attitude to facts depends on the stractirvalues professed by that subject, and in a
reistic approach — on the order defined by theltesf the judgments the subject makes about
those facts. Some values shape the action envimnmwéhin which the action programs
determined by other values are realized. If — stilyjely speaking, i.e. from the point of view of a
given subject — the action environment for thatjectbis defined by praxiological values, i.e.
effectiveness and efficiency, then these valueaterthe framework within which the subject acts.
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Even when the subject implements ethical (moralj)es he or she does so under the governance
of the praxiological values. Instances of doingeoshan ill turn are an extreme example of the
actions of such acting subjects. They are the eves invented the saying ‘the end justifies the
means.’ This is exactly what is feared by the moedrmers of the market mentioned by Mises. If,
on the other hand, we have a subject for whom &thialues define the action environment, that
subject will say after Kotarbski that ‘the end filthifies the means.’ In extrerw@ses the subject
might even feel an irrational abhorrence of praogatal values, which could hinder or even prevent
that person from successfully accomplishing whatéwvey truly set great store by, even including
moral values. This is what Mises was afraid of whercriticized market reformers. Such an acting
subject was also criticized by Professor Henryk, lMiho believes that what counts in ethics is the
result of human action and not intentions or thendgl personal qualities. He remarked that
pragmatism requires not only compassion but afceefous putting it into practiéé

To use a computer metaphor, one could say theeedsrtain order in action programs
treated seriously. The primary program is the podgical one, in accordance with Mises’ laws of
regularity concerning the relations between meausemds. Mises gives a succinct outline of this
program when he writes that, contrary to ethicaitdioes which are concerned with determining
scales of values according to which people shoctidreugh they do not always do so, praxeology
and economics are fully aware that

... the ultimate ends of human action are not opeextomination from any absolute

standard. Ultimate ends are ultimately given, they purely subjective, they differ

with various people and with the same people atouarmoments in their lives.

Praxeology and economics deal with the means mmattainment of ends chosen by

the acting individuals. ... Value is the importanhattacting man attaches to ultimate

ends. Only to ultimate ends is primary and origvalle assigned. Means are valued

derivatively according to their serviceablenesscamtributing to the attainment of
ultimate ends. Their valuation is derived from tfuation of the respective ends.

They are important for man only as far as they magessible for him to attain some

ends. ... Action is an attempt to substitute a matesfactory state of affairs for a less

satisfactory one. We call such a willfully inducalteration an exchange. ... That

which is abandoned is called the price paid fordtiainment of the end sought. The
value of the price paid is called costs. Costsemeal to the value attached to the
satisfaction which one must forego in order toiatthe end aimed at. The difference
between the value of the price paid (the costsriedy and that of the goal attained is
called gain or profit or net yield. Profit in thisimary sense is purely subjective, it is

an increase in the acting man’s happiness, itpsyaehical phenomenon that can be

neither measured nor weighed [21, pp. 95-97].

The importance of Mises’ work not just for econosnmut for the social sciences in general
is best highlighted by the following remarks fronay¢k in his discussion of the problem of
subjectivism in social science data:

It has often been suggested that... economics anattiexr theoretical sciences of

society should be described as ‘teleological’ smésn This term is, however,

misleading as it is apt to suggest that not onéydhtions of individual men but also

the social structures which they produce are dedtieby designed by somebody for a

purpose. It leads thus either to an ‘explanatidrsarial phenomena in terms of ends

fixed by some superior power or to the opposite mmdess fatal mistake of regarding

all social phenomena as the product of consciousahudesign, to a ‘pragmatic’

interpretation which is a bar to all real underdiag of these phenomena. Some

authors, particularly O. Spann, have used the teleologicalto justify the most

abstruse metaphysical speculations. Others, likeEKglis, have used it in an
unobjectionable manner and sharply distinguishédden teleological and normative
sciences. (See particularly the illuminating distoiss of the problem in Karel Englis,



Teleologische Theorie der Wirtschf@rin, 1930].) But the term remains nevertheless
misleading. If a name is needed, the tgraxeologicalsciences, deriving from A.
Espinas, adopted by T. Kotafiski and E. Slutsky, and now clearly defined and
extensively used by Ludwig von MiseNdtionaloekonomigGeneva, 1940]), would
appear to be the most appropriate
It is time now to move to the other side of thepssion points in order to outline something that
Mises founded on praxeology in his understandingt @&fs the aprioristic logic of action. That
‘something’ is economics or, as Mises wrote, thestaeveloped branch of praxeology.

4. ...and Economics

Mises stresses that:

He who seriously wants to grasp the purport of enun theory ought to familiarize

himself first with what economics teaches and athlgn, having again and again

reflected upon these theorems, turn to the studythef epistemological aspects

concerned. Without a most careful examination déast some of the great issues of
praxiological thinking — as, e.g., the law of retsir(mostly called the law of
diminishing returns), the Ricardian law of assaoiat(better known as the law of
comparative costs), the problem of economic calmriaand so on — nobody can
expect to comprehend what praxiology means and whapecific epistemological

problems involve [21, xvii-xviii].

Mises was critical of the possibility to transfothe market economy in such a way that it would
function better if business people not only stréee profit but also followed their conscience.
Supporters of such a view, Mises said, believewusld make it unnecessary to have government
pressure or any enforcement of economic life peadtito the satisfaction of all those interested.
What would be needed — according to the propordritss stance — is not a reform of government
and law but the moral reform of people, a returthitoten commandments and to compliance with
the moral code, rejection of the sin of desire agdtism. Then, it might be possible to reconcile
private ownership of means of production with jostirighteousness and diligence. Capitalism
would lose its inhuman face without detriment taliwidual freedom and initiative. Thus,
supporters of this option, Mises wrote, want tcategea social system based on a dual foundation:
private property and moral principles restrictihg use of that property. This is a noble idea &sit,
Mises pointed out, the market economy is basedesddbm of operation within the framework of
private ownership and the market. What the actingiest chooses is ultimate. For the subject’s
partners, the subject’s actions are data that aib&rs of the economic stage should — or even
must, due to the existence of risk — take into antovhen undertaking their own actions.
Coordination of the autonomous actions of all indlisals is performed by the market, which makes
it unnecessary to tell people what they should simelildn’t do, according to Mises. There is no
need to force cooperation from people by issuiregs directives or prohibitions.

Anything that is not part of the domain of privatenership and the market is an area of
enforcement and directives, and this is where we fhe dam that an organized society builds to
protect private property and the market from vickenill will and fraud. This is where rules are
formulated to define what is legal and what isgéle what is allowed and what is forbidden. This
area contains an entire arsenal of means for dpadith those who do not obey the laws.

Meanwhile, the reformers whose position Mises oeti suggest that next to norms
designed to protect private property, ethical nosimsuld be introduced as well. They fail to see the
role that the springs of action they criticize atiy play in the market economy’s functioning.
However, if the value of private ownership — whtble reformers discredit as being egotistical — is
eliminated, the market economy will become a clegatnble. Encouraging people to listen to their
own conscience and replace private profit with pubkosperity does not build a hard-working
society and a satisfactory social order. It is @bdugh to tell someone not to buy on the cheapest
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market and not to sell on the most expensive matkist not enough to tell people not to strive for
profit and not to avoid losses. What is heededuarjuivocal rules of conduct for every specific
situation, because if you want a river to takeffedint course than its natural one you have ttbui
dams.

The reformer replies: entrepreneurs are ruthledssalfish when, exploiting their advantage,
they show little regard for less effective rivalstcing them to withdraw from a transaction. The
reformer continues: entrepreneurs are ruthlesssatftsh also when they take advantage of the
current market situation and demand prices so thighpoor people cannot buy the goods on offer.
How, then, should “altruistic’ entrepreneurs belfa®hould they sell goods for prices lower than
their rivals? Or, are there certain conditions fwices to be considered fair? What should “good’
entrepreneurs do? Should they give away their gémdgee? If they demand any very low price
there will always be someone who will not be aloletford the goods, or not in the amount they
could buy if the price were lower still. Thus, whigroup of prospective buyers may entrepreneurs
ignore when setting the sales price for their g8ods

Critics of economic freedom address their demaadsusiness people, whereas the market
economy is a system dominated by consumers, M@esspout, so they are the ones who should be
appealed to. Consumers would need to be persuad&dp choosing better and cheaper products
over worse and more expensive ones, to follow tbeirscience and not harm less accomplished
entrepreneurs. They should shop less so that ppeaple can buy more, the Mises commented
with irony.

Not denying that the intentions of the proponertsmoral economic reform are noble,
Mises noted that any freedom which people can ewjblyin social cooperation depends on their
consent to private profit and public prosperity.thifi the actions that enable people striving for
their own prosperity to contribute to the prospenf others around them — or at least not to
diminish that prosperity — people following thewm beliefs pose no danger to society nor to other
people. This results in freedom enabling peoplehmose and act in accordance with their beliefs
and stimulates individual initiative.

Those who maintain there is a conflict betweendhee for profit in different people or
between an individual drive for profit on one hamdl general prosperity on the other, cannot avoid
restricting people’s right to make choices anddb @hey would have to replace citizens’ freedom
with the domination of a centrally managed econoimytheir schemes for a good society, there is
no room for individual initiative. The authoritiessue orders and everyone has to comply, Mises
points out [21, pp. 724-730].

Mises questioned the functional capacity of a @dytrplanned economy, which he
identified with socialism in both the German (“rattal socialism’) and Soviet (“real socialism’)
versions [20], due to its being a kind pérpetuum mobilen the light of the aforementioned
principle. The author of th€reatisewrote the following on this issue:

The essential mark of socialism is tloae will alone acts. It is immaterial whose will it
is. The director may be an anointed king or a thefauling by virtue of hisharisma
he may be a Fuhrer or a board of Fuihrers appolntdtie vote of the people. The main
thing is that the employment of all factors of puotion is directed by one agency only.
One will alone choose, decides, directs, acts, gives orddirgshe rest simply obey
orders and instructions. Organizations and a plnoeler are substituted for the
‘anarchy’ of production and for various people’siative. Social cooperation under the
division of labor is safeguarded by a system ofelnegnic bonds in which a director
peremptorily calls upon the obedience of all hisdsa

In terming the directorsociety (as the Marxians do)state (with a capital S),
government or authority, people tend to forget that the director is alwaybuman
being, not an abstract notion or a mythical colecientity. We may admit that the
director or the board of directors are people gfesior ability, wise and full of good



intentions. But it would be nothing short of idioty assume that they are omniscient
and infallible.

In a praxeological analysis of the problems of alin, we are not concerned with the
moral and ethical character of th&ector. Neither do we discuss his value judgments
and his choice of ultimate ends. What we are dgakith is merely the question of
whether any mortal man, equipped with the logitalcture of the human mind, can be
equal to the tasks incumbent upon a director aicgafist society.

We assume that the director has at his disposahaltechnological knowledge of his
age. ... But now he must act. He must choose amaangfinite variety of projects in
such a way that no want which he himself consigeose urgent remains unsatisfied
because the factors of production required forsasisfaction are employed for the
satisfaction of wants which he considers less urdems important to realize that this
problem has nothing at all to do with the valuatidrthe ultimate ends. It refers only to
the means by the employment of which the ultimaidgsechosen are to be attained [20,
pp. 695-697].

5. ...and Ethics

Three authors, namely Israel M. Kirzner [1989], kéyr N. Rothbard [1998] and Hans H.
Hoppe [1993] ‘present the same criticism of Mis€key criticize him because, in spite of the
brilliance of his contribution to the defense ok tmarket economy and private property, his
arguments are centered on the acceptance of dsipitdlecause of its monetary consequences.
However, he does not deal with the relation betwetbics and the market, and the three authors,
while considering Mises’ arguments insufficientfeofsome new praxiological developments which
enable them to mount a more effective defenseefrtrket economy than that offered by Mises.’
[3, pp. 76-77] Readers interested in more details tarn to the original publications, here | will
only present a brief outline, after Aranzadi, aégh critics’ views. Kirzner points to entreprenéurs
creativity involved in discovering that somethirendoe a means to an end, which has praxiological
and ethical value as well as authorizing ownersliihat which has been discovered, which is the
product of that creativity, according to the prpleiofwho discovers it, keeps Rothbard criticizes
Mises’ utilitarianism, saying that we need to mdeyond it in order to find arguments in favor of
freedom as a value. Freedom is a non-economic Vvéileeefore it is wrong to posit it for economic
reasons, since freedom is the ultimate propertg diuman being. Finally, Hoppe points to the
importance of argumentation as a special form tlepneneurship. ‘Hoppe manages very concisely
to integrate the contributions of Rothbard and karity the complementarity of his axiom of
argumentation with the right to obtain profits iirzher’s entrepreneurship.’ [3, p. 85]

To the above, we need to add one more argumeiidonecessity to take into account the
ethical dimension when considering any activityd asonomic activity in particular. In her book on
the methodology of economics, Sheila Dow [8, pj2-133] describes the conduct of those who use
the theoretical achievements of economics in tpe#ctical activity. Political decision-makers
choose a convenient theory and treat it like a eatign to be used for justifying their decisions.
One aspect of conventions is that they include ealetl assumptions in fact uncovered by
methodology. One such assumption is thinking im#iof an ideal type, leading to a mistaken
belief in exact conclusions, whereas it needs relneeimg that an ideal agent makes choices based
on a complete set of information or known limitaso Meanwhile, writes the cited author, we need
to look at things the other way round, since weiatt act in situations of incomplete information
and inaccurate knowledge of the limitations. Thasses the important question of the kind of
knowledge that enables decisions to be reached thieea is a shortage of information. This is also
true for actors of economic life, and for economiias actors of economics, the author concludes.
[8, pp. 132-133]
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Jonathan Aldred, another British author, highligt®e issues causing him to be skeptical:
economic imperialism, economists’ inclination tondethe world to their theories, and also the
ethics of economists concealed in their languagepaactices. [1] Economic imperialism manifests
itself in a tendency toward conquest that seesdomhtalist economists imposing their notions,
values and analysis tools on other types of thmkirthis is a kind of pan-economism. Economic
constructivism creates entities in which idealizegsumptions are fulfilled. The effort to adapt
reality to theory is made in two ways: (a) imposimdegal framework for actions desirable to
economists, supported by developing incentivespiople to act according to the theories; (b)
acceptinga priori that people act according to a given assumptioecohomic theory, such as the
assumption that people are guided solely by them aarrow interests. Performative economics
imposes certain conduct: if you make an assumgizhbuild a theory upon it, and then introduce
incentives to apply that theory, those incentivemd derived from the assumption, this creates a
mechanism for shaping people’s behavior accordmghtit assumption. The result is a self-
fulfilling spiral of explanations and behaviors. \Wed up interfering with the object of research and
subordinating that object to the research restiliss way of practicing economics is incompatible
with the concept of science in its usual sense.

As for the third problem, the ethics of economigtklred asks ‘Do economistgant the world to
look more like their theory?’ [1, p. 224] His answs that ‘We have seen much evidence
suggesting that they do.’ [1, p. 224] This evidersctund in the way economists use terminology
that gives a negative label to those who thinkedéhtly or behave differently than what is assumed
in economic ‘theories’ — i.e. theories in name llasigns in actuality. Orthodox economists
describe the criticized behaviors as ‘irrationafilyo because that is what their doctrine says,
whereas in fact this is a judgment that is axiatally laden. Moreover, some economists speak of
the autonomy of consumers, who allegedly know imsit they need, while on the other hand they
criticize consumer choices when they are incompmtilvith behavior that economic
projects/theories consider ‘rational.” This is nanation, pure and simple.

Often it is far from clear what principle of rat@lity is at stake, and even when the

principle is made explicit, the appeal to it searstrary. ... In practice, economists

must almost always make some judgments about thiemoof people’s preferences,

not just their structure, in order to derive polregommendations. The problem is that

orthodox economic theory lacks the intellectuabteses to do so [1, p. 225].

Attempts are made to sidestep the problem, witm@tists even insinuating that economic theory
describes a superior form of rationality, but ‘wvath bothering to develop an ethical argument to
justify this claim’ [1, p. 225]. Another argumerays that economists deal with facts, not values
(apart from monetary value), ergo there is no rdomethics in their ruminations. However,
economists in fact do make judgments in an axicklgiense when they give preference to certain
solutions over others, which — being goals of actiorequire ethical judgment. However, they
ignore their own value judgments as being ‘inappete’ for science because they would cause
them embarrassment. Aldred adds that

Much of the tension between economics as ‘demoteaay economics as ‘science’ is more

apparent than real. ... Economics cannot be a sgi@tdeast as traditionally understood,

because it has an inevitable ethical dimension. éthital debate, especially about whether
some people’s preferences should be partially oolywhgnored, must be recognized as
central to democracy — democracy is not just abdding up predetermined preferences in

elections [1, pp. 227-228].

If Mises could respond to the criticism of econasncmming from ethicists, he would most likely
respond in the way | outlined in an earlier pad&]

As far as the ethical aspect of entrepreneurshipnserned, Mises points out that it is

not the entrepreneurs’ fault that consumers, réinary people, prefer alcohol to the

Bible, detective novels to classics, and guns tdebuEntrepreneurs gain higher

profits not because they sell ‘bad’ things instefdgood’ things. The higher their
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profit, the better they are able to deliver produmnsumers want to buy with greater

intensiveness. People do not drink poison to makahol capital’ happier, they do

not fight wars to increase the ‘death merchantstfips. Military industry is a

consequence of people’s war spirit, not its caiisi. not the entrepreneur’s duty to

encourage people to act better, to substitute widaglogies with their opposites.

This is the duty of philosophers; they should cleattge ideas and ideals of human

beings. An entrepreneur serves consumers suclegsath, despite the fact that they

are sinners and ignoramuses. We may highly evaliise who give up making a

profit out of producing weapons or alcohol, butitheaiseworthy behavior would be

no more than an empty gesture if consumers wetleeakame mind; meanwhile, even

if all entrepreneurs followed those who give up rsuwrofits, wars and habitual

drunkenness would not disappear. As it was don@drcapitalist times, governments

would produce guns in their arsenals, and drinkengld distill alcohol by themselves,

says Mises [12, p. 24].
It would be as simple as Mises writes if entreptesenere busy only with meeting consumer
needs. This is not the case today. Nowadays eetreprs are busy with innovations, which even
Mises noticed. Making innovations is closely rethteot only to producing products but also to
creating consumers’ appetite for new needs [5]. Amat is what contemporary marketing is all
about. Creating needs is not axiologically neutridéh respect to fulfilling already existing needis.
is a way of making consumers addicted to new prisduhich calls for an assessment broader than
thinking in just economic and praxiological terrishical categories are indispensable. Why? It is
because entrepreneurs are becoming responsibi@dals, for they know better than the consumer,
either ‘sinner’ or ‘ignoramus,” what kind of commibdthey are offering. [ibid] Certain books [25]
and [7] already provide evidence for the great irtgprce of the ethical dimension of economics as
an axiological partner of praxiological dimensiaffiuman action.

6. Conclusion

Let me conclude this essay with the message exqutdsg Mises in the last page of his
treatise on human action:
There is ... the regularity of phenomena with regaalshe interconnectedness of
means and ends, viz., the praxeological law asdidrom the physical and from the
physiological law.
The elucidation and the categorical and formal emation of this third class of the
laws of the universe is the subject matter of poéogey and its hitherto best-developed
branch, economics. The body of economic knowledgeni essential element in the
structure of human civilization; it is the foundatiupon which modern industrialism
and all the moral, intellectual, technological, danerapeutical achievements of the last
centuries have been built. It rests with men whethey will make the proper use of
the reach treasure with which this knowledge presithem or whether they will leave
it unused. But if they fail to take the best adaget of it and disregard its teachings
and warnings, they will not annul economics; thaly stamp out society and human
race [12, p. 885].
Sapienti sat!
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Abstract:

The unorthodox monetary policies currently beingspad by the Fed and other central banks raise the
distinct possibility of a future hyperinflation. iBhis not just alarmist fantasizing, because thelicit aim

of these policies is to create inflationary expgetes in order to induce households and businesses
increase their spending. What has not been corsid®r mainstream macroeconomists and policymakers
who support such policies is that the unhinginghefpublic’'s expectations concerning the futureigaif

the monetary unit is the defining feature of thenaiyics of hyperinflation. It thus appears to be an
opportune time to revisit the effects of hyperitila. The purely economic destruction wrought by
historical episodes of hyperinflation has been adegly dealt with by economists. The disastrousasoc
consequences of hyperinflation have been well decited in the narratives of sociologists, historjans
and journalists. It is the aim of this paper tongrian economic perspective to bear on the destaucti
effects on individual human personality that aresesl by the breakdown of monetary calculation that
results from hyperinflation. Using the classic cadethe German hyperinflation, the deformation of
human personality is characterized and its imgbeet for a radical transformation of the relaticpsh
between the individual and the State are drawn out.

Keywords:hyperinflation, monetary calculation, private prageNational Socialism.
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1. Introduction

More than four years after the Great Recessiondeatared to have officially ended, the U.S.
economy is still stagnating with slow growth andthunemployment. In response, the Fed continues
to resort to “unorthodox” monetary policies, such targeting a zero interest rate and massively
expanding the Fed’s balance sheet through a progradong- and short-term bond purchases
(quantitative easing). Although these policies hines far not worked, the Fed has indicated they th
will be continued indefinitely until the unemploynterate has fallen to the desired level [1]. Whie t
EU economies also mired in recession, Mario Draghngsident of the European Central Bank, has
openly discussed setting the ECB’s “deposit rabelpwzero, which means that banks would have to
pay for funds on deposit at the central bank [13].

The stated aim of the unorthodox monetary poliadspted by the Fed is to stimulate more
consumption and investment on the part of housshaitl businesses through traditional channels.
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Thus it was hoped that super-low interest ratesldvgump start investment spending, while re-
inflation of asset prices on housing and financi@drkets stimulated consumption spending by
pumping up household net worth. Yet, despite thgsiaal failure of these policies to revive the
stagnant U.S economy, the Fed has vowed to contirara indefinitely, and possibly to ratchet them
up, e.g., by driving interest rates into negatiitory! But if these traditional channels of monetary
stimulus remain stopped up the Fed has one morpomeat its disposal which it would resort to and
which would be facilitated by the unorthodox pdagithat it is already using. This is the deliberate
promotion of expectations of rapid inflation amaheg public, igniting panic spending by households
and businesses eager to rid themselves of the deafing dollar. Such spending would expand
aggregate demand and presumably lead to a reviivahbeconomic activity.

In thus targeting inflationary expectations, thel Feould be pursuing a monetary policy that
has been advocated by prominent macroeconomidtseit).S. since the late 1990s. The discussion
began during the Japanese Great Recession of 8@s Hhd continued during the initial episode of
deflation-phobia triggered by Alan Greenspan’s néman 2003 It then flared up again after the
financial crisis of 2008.

One of the first economists to call for monetaryligyo deliberately aimed at promoting
inflationary expectations was Paul Krugnfaim 1998, Krugman diagnosed the Japanese economy as
stuck in a Keynesian “liquidity trap,” meaning thaten with interest rates at zero, consumers and
businesses were hoarding money and refusing toowoand spend. So Krugman [15, pp. 3, 46]
advised the Japanese government to adopt a palyich the central bank would “credibly promise
to be irresponsible” by committing “itself to puesinflation where possible, and ratify inflation erh
it comes.” Once people were convinced by this gydlat “the real value of money” would “melt away
over time,” they would stop hoarding and begin sii@m money immediately, thereby lifting the
economy out of the liquidity trap. Explained Krugmg7, p. 75]: “Once you take the idea of the
liquidity trap seriously it's impossible to escajpe conclusion that expected inflation can be adgoo
thing, because it helps you get out of the trap.”

An early endorsement of the Krugmanian strategyosfering inflationary expectations as a
cure for deflation was offered by none other thad Ehairman Bernanke. In November 2002, then
Fed Governor Bernanke [2] delivered a now famoweeshp that attracted very little attention at the
time. In it he vigorously promoted the view thaetRed could and should create expectations of a
permanently rising price level among the publi@a®eans of combating an imminent deflation. The
crux of his view was expressed in the followinggzage:

The conclusion that deflation is always reversiblder a fiat money system follows from basic

economic reasoning. A little parable may prove uis&foday an ounce of gold sells for $300,

more or less. Now suppose that a modern alcherolges his subject's oldest problem by
finding a way to produce unlimited amounts of nevldgat essentially no cost. Moreover his
invention is widely publicized and scientificallyerfied, and he announces his intention to
begin massive production of gold within days. Whaiuld happen to the price of gold?

Presumably, the potentially unlimited supply of apegold would cause the market price of

gold to plummet. Indeed, if the market for goldtasany degree efficient, the price of gold

would collapse immediately after the announceménh® invention, before the alchemist had
produced and marketed a single ounce of yellow Imeta

What has this got to do with monetary policy? Ld@d, U.S. dollars have value only to the

extent that they are strictly limited in supply.tBbe U.S. government has a technology, called

a printing press (or, today, its electronic equewd), that allows it to produce as many U.S.

dollars as it wishes at essentially no cost. Byrdaasing the number of U.S. dollars in

circulation, or even credibly threatening to dotbe, U.S. government can also reduce the value
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of a dollar in terms of goods and services, whigkduivalent to raising the prices in dollars of

those goods and services. We conclude then thderum paper-money system, a determined

government can always generate higher spendingemck positive inflation.
N. Gregory Mankiw [20, p. 446], a former Chairmahtlee Council of Economic Advisers under
George W. Bush, the author of a top-selling texkb@m economics principles, once famously
dismissed Keynes'&eneral Theoryas “an outdated book.” In 2008, however, Mankiw][Rimped on
the Krugmanian bandwagon, arguing that the Feddsi¢e convince people that we are going back to
the normal inflation rate of 2 to 3 percent.” Irder to ignite the necessary inflationary expectetio
and stimulate spending, he suggested the followioigling for a Fed press release:

The [Federal Open Market] Committee recognizes thadlerate inflation would be desirable

under the present circumstances. In particularpttegall level of prices a decade hence should

be about 30 percent higher than the price levehyto@he committee anticipates keeping the

stance of monetary policy sufficiently accommodatio achieve that degree of inflation over

the coming decade.
In other words Mankiw was recommending that the &edounce to the public that it was going to
deliberately inflate away approximately 25 perceinthe dollar’s value over the subsequent ten years
He extolled this “abandonment of ‘price stabilityds “the modern equivalent of Roosevelt's
abandonment of the gold standard” [21]. Of all tiiegs that Roosevelt did to get the economy out of
the Depression, according to Mankiw, jettisoning thold standard was the most successful. Today,
opined Mankiw, monetary policy is no longer fettel®y gold but by fear of inflation.

Mankiw even went as far as endorsing, at leastiimcyple, a proposal for driving the nominal
interest rate below zero that is a modern equivatérthe scheme for a “carrying tax” on money
proposed by 1®century monetary crank, Silvio Gesell. In orderstgppress the hoarding of money
and stimulate spending, Gesell advocated a datepsi paper currency that would lose 0.1 percent of
its face value per week. Interest was also to lofisited under Gesell’s pldn.

In the intellectual exercise formulated by Manki22], the Fed would announce that a year
from that date, it intended to pick a numeral frorto 9 out of a hat. All currency with a serial ragn
ending in that numeral would instantly lose itstistaas legal tender, causing the expected return on
holding currency to plummet to minus 10 percentisiould allow the Fed to reduce interest rates
below zero for a year because people would hapgally money for, say negative 2 percent when faced
with the prospect of losing 10 percent. At negatiterest rates many people would now have a strong
incentive to spend the money immediately on conswgoeds, which was the Fed’s aim.

Mankiw’s proposal was certainly in the spirit of $&8#’s work, whose stated goal was to subject
money to deterioration over time in order to nditeaits advantage over commodities in terms of
durability and thereby discourage its hoardirkp be fair to Mankiw, this scheme was dreamedyp b
one of his graduate students, although Mankiw raaistthat the plan “does address a fundamental
problem facing the economy right now: Given thd fal wealth, increases in risk premiums, and
problems in the banking system, the interest ratesistent with full employment might well be
negative.” This is a return to brute 1950s Keyn@sia with a vengeance by one of the founders of the
New Keynesian movement.

Another influential economist, Kenneth Rogoff (qeatin [24]), former chief economist at the
International Monetary Fund and now a Harvard msde stated bluntly: “I'm advocating 6 percent
inflation for at least a couple of years. It woalcheliorate the debt bomb and help us work throbhigh t
deleveraging process.”

In the view of these macroeconomists and the pwlakers under their sway, the calculated
loosing of inflationary expectations on the econowguld be a relatively costless way of spurring
panic spending thus breaking the “liquidity trapidagetting the real economy moving. After all, ther

17



does not have to be much of an actual inflatiaihéf boobs in the private sector can be tricked dxy F
pronouncements into foreseeing inflation in theitufe. Unfortunately what has not been considered
by supporters of this policy of manipulating inftatary expectations is that it is very difficult put

the genie back in the bottle once it has been thoBer the unhinging of the public’s expectations
about the future value of the money is the defifeagure of the dynamics of hyperinflation. Indeed,
history has shown time and again that confiden@epaper fiat currency is a very precarious thing a
once lost propels the economy down the road to rimftegion. Once the explicit threat of the
destruction of the dollar’'s purchasing power becowiewed as a legitimate tool of monetary policy,
the actual destruction of the U.S. fiat dollar bees a distinct possibility. Accordingly, a re-
examination of the effects of hyperinflation frormew perspective is in order.

In what follows, | do not dwell on the narrowly emmic effects of hyperinflation which have
been thoroughly investigated in numerous studies, (8], [5], [7]). Instead, | proceed to examite
devastating consequences of hyperinflation fordlbeely related phenomena of private property and
human personality, as they jointly evolved undésrectioning social division of labor. A considerati
of the German hyperinflation of 1923 clearly illizges these consequences. It also sheds lightwn ho
Adolf Hitler and his National Socialist movementp&ited these conditions by explicitly promoting
the State as the new basis upon which a colleetivimuman personality could be reconstructed and
made to flourish.

2. TheLink between Economic Calculation and Human Per sonality

It has been well documented by economic theorisi$ laistorians that hyperinflation, in
destroying the value and function of money, makesnemic calculation impossible and leads to
economic and social disintegration and widespreacihy. What is not so clearly understood is that
during periods of rapid inflation, the inability talculate undermines the very nature of propenty a
causes a withering of the human personality, wisdhextricably bound up with property ownership.
By eliminating the means of appraising and comprdirey one’s property, hyperinflation eliminates
the very basis of independent human existence argbpality under the social division of labor. In
some cases, as we shall see, this may result idiskelution of the society of voluntary contrantla
its eventual replacement by a hegemonic order ichlwbroperty and personality is collectivized.

The central role of money and property in the fdramaof the individual human personality
under the social division of labor has yet to beestigated in any depth and will not be attemptex h
However | note that in speaking of human personalitam referring to what has been called,
sometimes derisively, the “bourgeois personalfityHiis is the common state of thinking and being tha
characterizes the modern individual embedded imiate-property social order. This individual is
goal-oriented, self-interested (but not necessarily even mainly, selfish), thrifty, wealth-
accumulating, and uses time as a scarce resoulicgpnoving his productivity and planning for his
future welfare and those of his descendents living yet to be conceivédin pursuing his own
interests, he must consciously and repeatedly takeurse to social action, producing for and
exchanging with known and unknown others, theretftggrating himself into the social division of
labor. Social action, which is necessarily guidedrbarket prices, involves purposeful choice of
concrete means and ends and the monetary calculatioosts and benefits. “Human personality” as
the term is used here, therefore, does not denalaster of psychological attributes and qualities;
rather it is a mode of being and becoming baseccamomic calculation and the ownership of

property.
3. Money, Inflation, and Property
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As the general medium of exchange money is the adb@conomic calculation and the pre-
eminent store of value. Once the future value oh@yobecomes impossible to reliably forecast,
ordinary people lose the ability to preserve tlagicumulated savings and thus become incapable of
planning for the future. They cease to actively Empime as a device for planning improvements in
future welfare by exploiting lengthier and more itfiul production processes. Instead they are
compelled to passively experience time like beakts as mere duration. This leaves them little
recourse but to dissipate their wealth and enengseeking after immediate gratification. This rise
time preference — that is, in the premium on presatisfaction relative to satisfactions in the enor
remote future — undermines the values of produatioek, thrift and sober investment and brings about
a social revolution in which the middle classes #mel productive rich, that is, the entrepreneurs,
capitalists and inventors are destroyed and reglagegamblers, con artists and swindlers at theofop
the social structure.

Inflation does not just wipe out the savings of freductive classes and divert their energies
into sterile and corrupt pursuits, however; it atkeforms and attenuates their personalities. Whethe
we like it or not, men and women exist in a worldere they cannot live and flourish either physicall
or spiritually without property. As the founder thie Austrian school, Carl Menger [23, p. 76] paihte
out, “property is not an arbitrarily combined quanbf goods but a direct reflection of [a persdn’s
needs, an integrated whole, no essential part afhwd¢an be diminished or increased without affegtin
realization of the end it serves.” Thus propertthis foundation of human personality — no meanihgfu
motion, activity, or external expression of innexifg (thought) is possible without it. For human
personality is not the spontaneous projection itite outer world of random inner urges that
characterizes the unreflective behavior of a humémt. Personality is the external projection of a
deliberately planned mode of individual being amtdming. As such, it involves a self-conscious
arrangement of activities whose pursuit requirear@fully chosen structure of means, i.e., property
Property is therefore not a haphazard collectiothimigs that can be completely described in physica
terms but rather the coherent, objective embodinoérthe yearnings and aspirations of the human
spirit.

In a real sense, then, property defines and daliamt individual’s personality. One cannot be
whatever he wants to be; he is rigidly limited e tmeans at his disposal. One is not truly a
“physician,” “software engineer,” or “restauratéwnless he can acquire the requisite “complemgntar
goods” for producing the product or service. Nam cae even consistently pursue leisure or vocationa
activities without possessing specific concrete medhus one is not a “fisherman” without fishing
tackle and access to a boat and body of water;oaedis not a “golfer” or “gardener” without the
possession of — or the means of acquiring — thdeteeomplementary golfing equipment or gardening
tools.

Furthermore, in an exchange economy, it is econaalculation based on money prices that
gives meaning to a collection of different kindsaoincrete goods and enables the actor to transform
these goods into an integrated structure of prgprited to his system of ends. Without money price
and future price appraisements to guide him inchisulations, a person is unable to specialize in a
particular profession or business, because he eagr tknow whether these activities will help sustai
his existenc&.Furthermore, one does not know the degree ofltisess or his position in the social
structure unless he can calculate the monetaryewainis possessions. Has he achieved eminence or
suffered crushing disappointment? Is he princeaoippr?

People do not even know what or who they will beeam the future without knowing the
monetary value of their accumulated savings anetsissd the ability to assess the prospects ofefutu
accumulation. All their plans for themselves andirtichildren are shaped by this knowledge and the
possibility of this assessment. Will an individis® comfortably ensconced in a retirement community
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on a golf course in North Carolina at the age ofd@0will he be greeting customers at the local ldom
Depot as a septuagenarian? Without economic célmoulghere is no way for him to develop a
meaningful plan to influence this eventualfityn other words, if one does not know what his real
income will be from day to day or what his finarcd real assets, that is his “property,” will be
worth in a week, his range of planning and actianmews sharply and external events appear to him as
random and beyond his control.

Money and property are thus essential elementfiénsbcio-economic process conditioning
what an individual human being is and can becomghdMt economic calculation based on sound
money, not only is it impossible for entrepreneamsl businesses to reasonably calculate the outcome
of alternative production decisions, it also becsmpmblematic for a person to even know who he is o
to reasonably assess the possibilities of whatamebecome. During the German hyperinflation, for
example, University professors and high-rankingl gervants on relatively fixed salaries could no
longer support themselves and their families amdrraght, “became” taxi drivers and waiters, with a
that implies for their professional and personkdtrenships, future prospects, and social position.

For an empirical illustration of the effect on humaersonality of the destruction of calculation
and property we now turn to the episode of the Gerhyperinflation of 1921-1923 and its aftermath.

4. The Destruction of Property and Personality during Hyperinflation

In the extreme case of hyperinflation, as the valusoney hurtles toward zero, property loses
its meaning, human personality withers and socuigintegrates. This all-important connection
between money and property on the one hand andrhparaonality on the other was dramatically and
poignantly expressed by the German historian actbkgist, Konrad Heiden, a shrewd observer of
the great German hyperinflation that culminated923. Wrote Heiden [11, p. 172]:

[T]he German people was one of the first to witnéesdecay of those material values which a

whole century had taken as the highest of all \allibe German nation was one of the first to

experience the death of the unlimited free propettich had lent such a royal pride to modern
humanity; Money had lost its value — what, therylddave any value? Of course, many were

accustomed to having no money; but that ewath money you had nothing — that was a

twilight of the gods, as horrible as anything Wagoeuld have foreseen. A cynical frivolity

penetrated men’s souls; no one knew what he rpalbgessed and some men wondered what

they really weré?
Heiden’s insights are illustrated in the recollens of a woman who lived through the German
hyperinflation, Erna von Pustau, a middle-classderg of Hamburg who was interviewed by the
eminent American writer Pearl S. Buck. Pustau’singsoences reveal how the German people lost
their intellectual and spiritual moorings amid ttedculational chaos of hyperinflation. The inalyilio
perform simple arithmetic calculations with mondéwatt were a matter of routine in the past sowed
confusion of thought and wreaked havoc with langu#g Pustau recalled to Buck [4, p. 122]:

But, you see, we could hardly say that our mark falimg, since, in figures, it was constantly

going up and up and up, and so did the prices, taisdwas much more visible than the

realization that the value of our money was goiogiml It sounds confusing, doesn’t it? But
this confusion belongs to inflation, is inseparabbynected with it, and was one of the reasons
why the people gave up thinking things out. Itsdemed just madness and it made the people
mad.
Referring to a popular song of the day, Pustautégu [4, p. 139]) quoted the following line: “We
are drinking up our grandma’s little hut and thrstfiand second mortgage, td8.5he then remarked,
“Saving is the very source of wealth and healtrafound nation. But, we have no longer a sound
nation. We are on our way to become a crazy, aotieya mad nation.” Pustau (quoted in [4, p. 140])
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also lamented the spiritual trauma inflicted by shielden collapse of the social structure: “It wasd
world, a world in which none was better than thieeotand all was a matter of chance and degree. A
sad world, and a sad conception for a girl whd stinembered the good old times of Grandmother!
Our times made us cynical.”

The “madness” and “cynicism” Pustau speaks of nestéld itself in bizarre incidents. For
example, the Prime Minister of Bavaria submittedilato the Bavarian legislature that would have
outlawed “gluttony.” According to the bill (as qeatin [5, p. 61]), a glutton was defined as “oneowh
habitually devotes himself to the pleasure of di#e to such a degree that he might arouse distonte
in view of the distressful condition of the popidat” Such a person “may be arrested on suspicion,
and punished by imprisonment and/or a fine of ud@6,000 marks for a first offense.” A second
offense would entail the convicted glutton to seavprison sentence of up to five years, pay adine
up to 200,000 marks, and be deprived of his cights. There was also a provision in the bill for
punishing caterers who aided and abetted the ciilmbill never passed.

But such events in the political arena were meeelseflection of daily social interactions,
especially those involving monetary exchange, whoseulative effect was to drive individuals
“mad.” Pustau, a music lover, recounted such arardshe and her suddenly impoverished middle
class friends were forced to wait for hours in ltoepurchase standing room tickets to see Wagner’s
“The Twilight of the Gods.” Most of the seats irettheater had been bought by dilettantes who chose
to attend not because they were genuine musicddwgrbecause they had gained a windfall from the
inflation. This incident impressed on Pustau tit malfunctioning of money penetrated to the very
core of one’s self-identity and radically reshajped most cherished goals and beliefs about thedworl
Thus she stated (quoted in [4, p. 128]):

[Wagner’'s gods] set fire to the entire world, yeyt did it for great things, for heroic deeds, for

love — for this beautiful thing love. And how isvitith us? We fight for tickets, we fight for

pennies. It is these ugly little things that breakdown. It was all so mixed up with money. We
used to consider money as nothing and we said, @landirty,” and ‘One doesn’t speak about
money.” And here everything was mixed up with moaeyg with small sums only and small
things.
Pustau’s observations here point up a paradoxitedt®on. As money rapidly lost its value disruggtin
and falsifying routine economic calculation, it begto intrude into and absorb much of people’s
conscious thought. Indeed during the final stagthefcollapse of the German mark, when money had
lost itsfunctioneven as a medium of exchange — e.g., German fanmatrsed to sell their produce in
the cities and towns for paper money — there agp@ahave developed a morbid and all consuming
fixation on the emptyorm of money as represented by the worthless papek. ima letter written to
the British Foreign Office in early November1923jtBh businessman J. C. Vaughn (quoted in [5, p.
200]) starkly illustrated this strange phenomenon:
| happened to pass through the Arcade betweenrtbdriehstrasse and Unter den Linden, and
in that small space | saw three almost moribund @mnThey were either in the last stages of
decline or starvation, and | have no doubt it Weeslatter. They were beyond asking for alms,
and when | gave them a bunch of worthless Germésna shocked me to see the eager way
in which they seized upon them - like a ravenougata bone.
It is not surprising, then, that Pustau (quoted4np. 146]) summed up her recollections of the
hyperinflation by comparing the cultural and martiects of hyperinflation to those of war:

For a battle it was this inflation, fought out withancial means. The cities were still there, the

houses not yet bombed and in ruins, but the victimse millions of people. They had lost their

fortunes their savings; they were dazed and ioftathocked and did not understand how it had
happened to them and who the foe was who had def¢ghem. Yet they had lost their self
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assurance; their feeling that they themselves coelthe masters of their own lives if only they
worked hard enough; and lost, too, were the oldesbf morals, of ethics, of decency.
Heiden [11, pp. 172-73] poignantly summarized theegal lesson of the experiences of the millions of
Germans like Erna Pustau who were caught up ihyperinflation:
Man had measured himself by money; his worth hawhlmeeasured by money; through money
he was someone or at least hoped to become somgemehad come and gone, risen and
fallen, but money had been permanent and immadwal the State had managed to kill this
immortal thing. The State was the conqueror andessor of money. And thus the State was
everything. Man looked down at himself and saw teatvas nothing.
Thus, as Heiden keenly perceived, in Germany tloditedm of money through hyperinflation rendered
property meaningless and thereby obliterated thelagical basis for the formation of individual
human personality. Social and economic institutidosg taken for granted disintegrated and
disappeared, and the social structure itself beagadissolve causing human existence to become
atomized and aimless. Thought, language, valudisireu all were deformed, as the interior lifetloé
individual was inexorably drained of meaning andppse and, in large measure, extinguished.
Heiden [11, p. 167] concisely summed it up:
The state wiped out property, livelihood, persdagakqueezed and pared down the individual,
destroyed his faith in himself by destroying hiogerty — or worse, his faith and hope in
property. Minds were ripe for the great destructidine state broke the economic man
beginning with the weakeSt.

5. The Stateasthe Molder of Personality

There was nothing definite left but the State tbtlie economic and spiritual void created by
the German hyperinflation. Now, a shrewd and cumr@derman politician, Adolf Hitler, understood
the nature of inflation as a gigantic matewaad spiritual swindle and recognized the deforming of
German souls and personalities and the correspgrdigintegration of German society. Hitler both
taunted the German people for acquiescing in thedterand at the same time promised them material
relief and spiritual regeneration in the State,g2hecessor of money.

Heiden [11, p. 165] reported that Hitler told tledldwing story at a meeting in the summer of
1923:

We have just had a big gymnastic festival in Munithree hundred thousand athletes from all

over the country assembled here. That must hauweghtaur city lots of business, you think.

There was an old woman who sold picture postc&ts. was glad because the festival would

bring her plenty of customers. She was beside lessth joy when sales far exceeded her

expectations. Business had really been good — @hsecothought. But now the old woman is

sitting in front of an empty shop, crying her eyes. For with the miserable paper money she

took in for her cards, she can’t buy a hundredtief old stock. Her business is ruined, her

livelihood absolutely destroyed. She can go begghmgl the same despair is seizing the whole

people. We are facing a revolution...
Hitler perceptively noted that once the governnteatdt begun to run the printing presses “full time,”
was from that moment doomed to continue the “svahdintil the bitter end of a hyperinflationary
breakdown. Stopping the monetary expansion wowealeto workers that their real income was
substantially less than they realized and much easg siphoned off to pay reparations to foreign
powers as mandated by the Treaty of Versailless Tavelation would spell the downfall of the
government. In the meantime, people’s confidendhénestablished moral and social order associated
with capitalism would be shattered as the viciowil replace the virtuous at the top of the socio-
economic structure. Proclaimed Hitler (quoted ib, [A. 170]) in his daily newspaper in 1923:
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The government goes on calmly printing these scia@sause, if it stopped, that would mean

the end of the government, because once the piminesses stopped — and that is the

prerequisite for the stabilization of the mark € gwindle would at once be brought to light.

For then the worker would realize that he is onBking a third of what he made in peacetime.

Believe me, our misery will increase. The scoundsdl get by. But the decent, solid

businessman who doesn’t speculate will be uttetdglred; first the little fellow on the bottom,

but in the end the big fellow on top too. But tle®wndrel and swindler will remain, top and

bottom. The reason: because the state itself hesnie the biggest swindler and crook. A

robbers’ state.

Now, although Hitler spoke more truly and percegirvabout the nature and effects of inflation than
our current Fed chairman and establishment macnoseists, his intent was not to present a program
for abolishing the “robbers’ state” and restorirmuisd money, private property and the moral and
social order of capitalism. In fact, Hitler was@list who hated capitalism and bourgeois moyralit
His aim was to frighten and shame the property;ldssoralized and atomized German masses into
abandoning the venal and short-sighted social-deatiogpoliticians of the Weimar Republic and to
seek salvation in a dictatorial state run by higidtel Socialist movement. Accordingly Hitler
accurately prophesied that people who were earnifigns of marks would literally starve to death.
The farmer will stop selling his products for therthless billions, “with which he can paper his
outhouse on the manure heap.” What Hitler (quotefill, p. 171]) hoped to bring about was the
“revolt of the starving billionaires.” According tblitler (quoted in [11, p. 172]), “If the horrified
people can starve on billions, they must arrivéha conclusion; we will no longer submit to a stat
which is built on the swindling idea of the majgritve want dictatorship!”

Hitler however used more than fear to motivate lisgeners. He capitalized on the self-
contempt of those who had been swindled out of gwaperty and moral values and whose sense of
self had been shattered. He saw that persons sutheae had reverted to the unformed state of
adolescence and were ready to follow a Leademredonstruct their own moral codes and personalities
according to the artificial collectivist and natadist ideal projected in the Leader’'s twisted misio
Hitler (quoted in [11, p. 173]) addressed and dbadtthem accordingly:

The German people [is] made up of children, foryoalchildish people will accept million-

mark bills. True, a third of the German people laeeoes, but another third are fools, and the

last third are cowards. True strength is a qualfta few men, or else we would not have the
word hero. The masses consist of average men, datao€owardly men choose the most
cowardly as their leaders, so that they won’'t htweshow courage; and they choose the
stupidest among the stupid, so that everyone cea the feeling that he’s a little bit better than
the leader. A people subjected to the decisiotBeomajority is on the road to ruin.
Heiden insightfully connected Hitler's aim in hisegeches on hyperinflation with the derangement of
Hitler's own personality as a product of the sameral) economic and social catastrophe of
hyperinflation. Heiden [11, p. 174] characterizkd link as follows:
It was the artificial building of a new nationalasiacter, arersatzcharacter, an attitude created
in accordance with an artificial plan. The peopleasn and the soothsayer tells them what they
are dreaming. This continuous, domineering yetriate conversation with the people could
only be carried on by a man who was people and gréithe people in one; a torn personality
who felt himself a trampled fragment of the peopiehis own downtrodden miserable
nonentity, and rebelled with the people against tfestiny; but who at the same time was
convinced of the absolute necessity of tramplingrcing and shaking the master’s fist.
Hitler not only utilized this theme of the degern&na and reconstruction of personality as a rhetdri
device. He developed it into one of the fundamepttaiciples of the National Socialist philosophsy. |
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a chapter entitled “Personality and the Conceptibthe Folkish State” iMein Kampf Hitler [12, p.
443] went on to elaborate his vision of the Natlo8acialist state whose “chief task” he saw as
“educating and preserving the bearer of the stdtamderlying this state would be a philosophy that
“builds not upon the idea of the majority, but ugbe idea of personality.(The emphases are
Hitler’s.)

For Hitler, personality was born of the inventivkeas and creative actions of especially able
individuals, but only reached its full realizationthe organized State, and especially the leagersgh
that State. Individuals do not possess personalityare possessed and molded by it; their being doe
not emanate from within but penetrates inward fwithout, from the State and its Leader. Thus Hitler
[12, pp. 444, 446] wrote:

[Man’s] first intelligent measures in the struggiéth other beasts assuredly originate in the

actions of individual, particularly able, subjectslere, too, the personality was once

unquestionably the cause of decisions and actshwater was taken over by all humanity and
regarded as perfectly self-evident. The most vd@uttbng about the invention itself, whether it
lie [sic] in the material field or in the world adeas, is primarily the inventor as a personality.

Therefore to employ him in a way benefitting théality is the first and highest task in the

organization of a national community. Indeed thgaoization itself must be a realization of

this principle. Thus, also, it is redeemed from these of mechanism and becomes a living

thing.
The “living thing” that Hitler refers to above i@ “national community” which is infused with
personality and being by the State. According tdeHi[12, pp. 446-47] this “selective process” of
personality is “the most natural principle.” It pades and organizes all fields of human endeavor
including thought, art, and economic life. IndeEtler argued, “the idea of personality is everywhe
dominant — its authority downward and its respaiisitioward the higher personality.” However, & i
stifled and incompletely realized because it isrddhrfrom entering political life by the antithetica
principle of majority. Hence, Hitler [12, pp. 44634argued, The best state constitution and state form
is that which raises the best minds in the natiooammunity to leading position and leading
influence” (The emphases are Hitler's.) Within a decad¢hefpublication of these words, Hitler was
to have the State that would displace money andigiproperty as the shaper of human personality.

6. Conclusion

The German hyperinflation is a concrete exampléaf the destruction of property affected
human personality formation among a particular feeap a given historical epoch. Nonetheless, it
illustrates a link between property and persondhgt is based on the universal principles estadds
by praxeology, the same science of human actigneth@ompasses sound economics. In contrast, the
mechanistic, compartmentalized, and hyper-mathealatidiscipline that is contemporary
macroeconomics can never begin to grasp the fulalmand social enormity of hyperinflation. Its
narrowly specialized practitioners are not evenveosant with all the branches of economic science,
let alone the closely allied disciplines of histospciology, psychology and political philosophy. A
working knowledge of the main conclusions of thgeladisciplines is necessary for an economist who
seeks to fully explain the causes and consequafc@somplex economic event such as the German
hyperinflation of 1923 or the Great Depressionhaf 1930s. As Friedrich Hayek [10, p. 123] pointed
out, “Nobody can be a great economist who is onlgeonomist — and | am even tempted to add that
the economist who is only an economist is likelypgmome a nuisance if not a positive danger.”

Certainly, macroeconomists like Bernanke, Krugneand Mankiw, are “a positive danger,” as
they casually contemplate the deliberate creatibrinflationary expectations to free us from an
imaginary liquidity trap or impending deflation. Bihere is also an important sense in which they ar
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not really economists at all. From its inceptionaasystematic science in the eighteenth centugy, th
central concern of economics has always been sgaitet, as Hayek [9, p. 374] perceptively noted
many years ago, Keynes’s economics, upon which madeacroeconomics is founded, “is a system of
economics which is based on the assumption thatabscarcity exists, and the only scarcity with
which we need concern ourselves is the artifigarsity created by the determination of peopletaot
sell their services and products below arbitrafiged prices.” In Keynes’s view, all productive
resources, including all kinds of labor and capita¢refore exist in idle superabundance solelyabse
there is a scarcity of money available to set themvork. Hayek [9, p. 373] concluded, “The existenc
of interest in such a world would be due merelyht scarcity of money, although even money would
not be scarce in any absolute sense; it would &eesonly relatively to given prices on which peopl
were assumed to insist.”

By promoting a zero or even negative interest eatd contriving policies to destabilize the
value of money and induce panic spending, conteampanacroeconomists have returned to Keynes’s
primitive and contradictory conception of an “ecomncs of abundance.” But instead of guiding us into
the paradise of full employment and personal foi#nt, these policies will propel us inexorably
toward the destruction of the natural private-properder and the individuated human personality it
gave rise to.
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Taylor rule to be minus 5 percent [8].
2. On this episode, see Salerno 2010.

26



o

10.
11.

12.

13.

Krugman [16] even jealously claimed priority forggiesting this policy.

For a short summary of Gesell's ideas and works,[$8, p. 95]. Gesell also favored the abolitionnérest. He
served as People's Representative for Finance81la ih the short-lived Bavarian Soviet Republichaligh his
term lasted only seven days. Keynes [14, p. 353jtimeed Gesell favorably in th@eneral Theoryreferring to
him as a “strange, unduly neglected prophet” artidadeas as “profoundly original strivings.”

Wrote Gesell [6, pp. 17-18]:

Nobody, not even savers, speculators, or capgaimstst find money, as a commodity, preferable ¢octintents of
the markets, shops, and warehouses. If money i®rwild sway over goods, it must deteriorate hay tlo. Let it
be attacked by moth and rust, let it sicken, letiit away; and when it comes to die let its possgsay to have its
carcass flayed and buried. Then, and not till tisall we be able to say that money and goods mm@ncequal
footing and perfect equivalents. [W]e must subjexiney to the loss to which goods are liable throtigh
necessity of storage.

| am indebted to David Gordon for this insight.

The notion of time as a tool deliberately used leppgle to enhance their productivity and future wefis
particularly emphasized in Austrian capital theoBee, for example, [26, pp. 476-520] and [28,387.-451, 509-
55].

On the meaning and importance of future price a@ppnaent to economic activity, see: [26, pp. 328-88, pp.
42-45]; and [30].

This is not to deny that an isolated individual démectly value and act to achieve simple ends eyt permit him
to subsist from day to day, e.g., foraging for fodchwing water from nearby streams, fashioningoncooking
and hunting implements, etc. Thus, as Mises [2&4d] pointed out, “Robinson Crusoe, who may haxisted
would not have been in a position to plan and tb aec people can only when taking recourse to ecanom
calculation.” On the limited scope of actions tivety be accomplished in the absence of economicledten, i.e.,
under the conditions of autarky or barter, see Mj26, pp. 201-212].

| owe this insight to Dr. Karen Palasek of the BakaConsulting Group, LLC.

Heiden [11, p. 164] was the leader of a small deat@c organization in 1923 when he came into confivith
Hitler and his movement early in the latter’'s carbg sponsoring anti-Nazi parades, mass protest,large
posters.

Pustau is here referring to what Austrian econamisall “capital consumption” which results from the
overstatement of wealth and profits by inflatiord asttendant overconsumption by households, investod
entrepreneurs. For a discussion of capital consomps it related to the housing and financial beblof the early
2000s, see [31]. Also see the discussions of tieapmenon by Mises [26, pp. 546-47] and [28, pp-997]. The
classic article on capital consumption during hymfation is by Fritz Machlup [18].

In this passage, it is clear that Heiden is hereraferring to the abstract and atomized “economan” of
technical economic theory, but to the bourgeois,tfamsocial being emerging from and rooted ingdevproperty
and the market order.
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Abstract:

From the epistemological point of view policymakers transitional economies operated in
severely distorted information environment. Neittiezorists or decision makers paid attention tc
problem of economicalculation that was an integral part of a centralanned economy and |
immediate institutional followers in transitic Interventionists (political and government emplog)
made investment, production and redistribution slenos based on their siective judgment and
preferences trying to perform cyclical or countetmal policy. Their knowledge of the busine
cycle as superficial and not based on a solid sfierase. In fact they considerable increa
transformation costs and built fragiinstitutions prone to recurrent crises. Theoristgransition
failed to single out the subject of economic aci— homo agens. Erroneouslyhomo oeconomicus
was taken as a doer and he was put in the framevadr&quilibrium models. Aggregate indicai of
these models distorted the reality of actual discpvprocess by acting individuals even furtl
Macroeconomic approach to the analysis of transfiphenomena could not provide the informa
and insights that Austrian school of economics #asn methodological subjectivism cou
Interventionists focused their attention of neugial sc-called market failures instead
emphasizing government failures and severe econosacial and institutional costs of st
intervention. Interventionists reated the whole vocabulary to justify their actiomnd outcome:
Vague concepts like social welfare or \-being, sustainable development, national interesie
used to restrain political and economic competjtercountability of all cost and bert outcomes in
the SWOT analysis. The inclusion of theoreticali@ebments of Austrian school of economics i
the analysis of transformation processes consitiebmbadens and deepens our understanding of
human actions in transformation and theutcomes.

Transformation processes in g-socialist countries of Central, Eastern Europe @edtral
Asia are the object of scientific analysis many countries. They are complex and n-faceted. In
this work | will examine the epistemological probls of transfer from centralized plann
economy to the system of a free market from therthef Austrian Economic School. This
approach is different from the analysis based em#oclassical synthesis or econometric modke
as the methodology of humanities is different frdm natural sciences methodoloUsing the
right economic science methodology gives completbtferent results. Theyre valid both for
policymakersand economic subjects. The results of analysisystesn transformations using t
approaches of methodological subjectivism are @iffefrom analysis of static hypothetically eq
statements with the help afjgregate statements and models in which the cedtisionmakers
and economic subjects’ actions are not consideneldttze individual goi-setting is reduced to ¢
average materialistic interpretation of the cons@t‘benefit” and “welare”.

The systemic reformgpistemology supposes determining, receiving anagusbjective
scientifically valid information and knowledge fdine diagnostic of the state of significant
policymakers and decisionmakers parameters of esmnand institutioal field. First of all it is
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necessary to diagnose correctly the old systemchwiaund itself in the state of deep crisis. The
crisis became a reason for searching the paradifisystemic transformation. We speak about the
systemic transformation, because only small, casngetrections of old institutes and mechanisms
of interaction and coordination of economic sulgeand policymakers’ actions were impossible.

The system transformation should start with theemirdiagnosis of the state of an old
system, correct definition of its parameters anagseaand-effect relationships, sources of crisss, it
net beneficiaries, net payers and incentives of iien economic actors including public
administrations.

The necessary element of the complex schedule etemy transformation is the
determination of the quantity and quality parangetef the target system the policymakers are
planning to create. Than the reformers should noty acreate an action plan for public
administrations, but convert it into laws, decregegulations, procedural instructions, etc. A spleci
task on this step is to coordinate tens governrhéoidies and thousands policymakers. Formation
of some kind of hypothetic headquarters aimed tordioate the reformers’ actions can be
suggested as an ideal scheme. In this case thexsegef the coordination deficit of numerous
organizations and governance structures can bemazied. The complexity and multi-level nature
of tasks don’t allow us to expect the unambiguousrpretation and consistent decisions from
deceisionmakers on the transformation of old ios#&, organizations and mechanisms of
centralized planned economy to market economyhikdituation we don’t speak about subjective
gualities and the level of training of politiciardficials and analytics who prepare the decisions.
We speak about the theoretical problem of receivihg information, its processing and
coordination in conditions of significant epistemgical distortion.

1. The Absence of Objective Basis for Formation of Macet Prices

One of the objective parameters of informationalimmment was the absence of private
ownership on all factors of production. This staeant that in the centralized planned economy the
prices as a market phenomenon could not objectieeist. The quantitative indicators the rate of
which was established by the governmental bodiesdan factors and parameters which were not
connected or indirectly connected to real value @rsumer preferences of economic actors. With
such an epistemological nature of price in the &awrks of centralized planned economy we can
say that instead of the price in the economy wemnson units and calculations. Its dynamics
depended on non-economic or, more correctly, préagmily non-economic factors.

In the market economy based on a private ownerfigip prices are the informative
indicators for economic actors. They representréisalts of their actions and choice. They reflect
their subjective preferences, which are the mataifesis of achieving of the target sets on
maximizing the utility of within the frameworks @fxisting information field and institutes. Free
market prices is a must for full-scale market relahips and objective information field. Any
interventions of state powers to the prices ofdectof production, including money, distort the
most valuable thing in the market economy — systémoordination of all market actors. This
coordination is implemented through the mechanitimee prices. This is a fundamental difference
from the centralized planning system, which death wot the prices itself but their substitute.i.
the quantitative indicators chosen by the econamtors. | call them the managers of borrowed,
highlighting, first of all the relation of these nmagers to assets and property and secondly paying
the attention to the incitement of saving and maaimy value both for themselves and for
principal, i.e. the citizens.

The managers of foreign are the decisionmakerstiqg@ahs and officials, which take
political and economic decisions not within thenieworks of their private property, but while
distributing and administrating the public financetate assets and national property. The part of
national property in the centralized planned econevas up to 100%. In such systems all prices
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are distorted and this leads to huge distortionslewhllocating the resources, i. e. making
investment, consumer and other decisions.

At any given time the prices are the numeric expogsof real consumer’s and producer’s
preferences, i. e. supply and demand. We shoulel tiwat this choice is a result of analysis of the
data of the past. It is dotted and is connectey tn& particular moment of the past.

The price is definitely a fact of the economic bigt After a certain choice the economic
actor continues making other choices many of wiaiah of non-economic character. He analyses
the information ex ante (before the action) andesainto consideration his expectations. After a
choice the information ex post is also includedhis volume. This information is an aggregate
estimation of a number of parameters and phenonidrey, include the subjective estimation of a
goal, chosen means, personal satisfaction of aeiment/failure in reaching the goals and
reviewing the goals and the means for near andrditure.

The methodology of Austrian School of Econdrexplains the formation of the market
price through the actions of an individual withinetframework of his private property. This
approach is in the fundament of methodological\itlialism. According to this methodology
prices and other market phenomena are the resuliloés, preferences and subjective estimations
of individuals. The price of a loaf of bread, a gauter or a haircut does not depend on 1) “utility”
of these categories of goods, 2) value of stoclrza (the interpretation of the classical economica
school) — it depends on the satisfaction which a hm@pes to get from a definite amount of goods
or services at a certain time. So, the market piggends on an expected marginal utility for a
certain man. K. Menger said that: “The value ofrg\@mount of goods is equal to it simportance in
satisfaction of different human wishd8]. Later in the booklhe Money and Credit Theory[12] L.
fon Mises integrated the theory of a marginal tytiind the money theory. The necessary condition
of a free price is the absence of a price coranal the private nature of money based on ametal
standard. Only in this case the price of moneyislgective informational indicator, which fulfills
its coordinating function. In the case of monopofymoney production and the refusal from their
commodity (golden, silver) base of a price of moaeg established by the managers of foreign
(politicians and officials) and reflect not the &ate of preferences, values and tastes of homsagen
(an acting human), but the values and interestélyfa few people.

2. A Methodological Mistake: the Substitution of HomoAgens with Homo Oeconomicus

A principal difference between the neoclassical &wdtrian schools of economy is the
attitude to the actor, i. @ person who commits an act. Classics and neocldsscribe the actor as
a homo oeconomicus. It is a person, who is leadrly economical, financial motives, i.e. the
maximization of a benefit in money terms. For Aiastrschool of economy the main actor of the
economic theory is a homo agens, i.e. an acting iHaracts for the purpose of satisfaction of his
different needs, not only financial needs. Suchs@eracts in the unique informational field,
possesses the unique hierarchy of values and prides choice of means for achieving his
subjective goals is also unique. As long as theephof a “marginal utility” of goods or services
for a certain man objectively has not got a nunanumit and a person acts in the same way both
reaching his financial (expressed in monetary yrétsd non-financial (those, which can’t be
expressed in monetary units) needs (friendshipjtagion, love, self-respect, joy, etc.), the homo
agens is a natural, objectively existing objectdAmmo oeconomicus is only an artificial object,
which does not exist in real life.

The fundamental mistake of the German school oh@etry, American institutionalism and
the varieties of Keynesianism — and these veryrtegavere chosen as a basis for developing of
systemic transformation programs — was an intespogt of the economy on the assumption of an
ideal human (homo oeconomicus) behaviour. Thesg&ides deal with not a real person but with
some kind of hypothetical, ideal subject. He is lbgdexceptionally “economic” motivations, i.e. a
wish to “maximize” the benefit. Such phantom doesexist in real life. History deals with unique,
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one-of a kind events. A historic event cannot bgecdbed without mentioning people, places and
dates. The fact that a professor conducted a claéexperiment in his laboratory on May 31, 2012
is a certification of a historic event. Any chemtsin check the data of the experiment. He takes
only the data connected with his experiment. Hasfia@ms a historic event to an empiric fact of
natural science. In spite of their unique charaalidnistorical events have one in common — théy al
are the examples of human activity.

Austrian school of economy makes a clear distinctietween Economic history and
Economics. This school of economic research bedi¢hrat economic statistics are the reflection of
people’s action at a definite moment of the pasthkir opinion Economics is a universal science,
which use logic, sense and methodological individoafor analysis of any human action at any
place and any time.

The substitution of homo agens with homo oeconosleads to glaring mistakes both in
theoretical analysis and economic policy. Econoraiosed at describing our real life, searching for
objective cause-and-effect relationships, cleamenh fsubjective estimations and statements. If the
object of Economics is homo oeconomicus, whichnly @n artificial creature, the description of
will be fragmentary and incorrect. All mistakestbhfs approach are particularly evident when we
speak about such concepts as “optimization”, “efficy”, “social balance” or “improving the
welfare of the country”.

The definition of an “optimum” or establishmentani optimal way of economic resources
definition in the situation when the science ddmsia really acting man homo agens is possible in
the system, when every actor can (if he is notidia#n to do it by law or there is no additional
costs for his subjective goals) set his goalspshahe means to achieve them and estimate the
result by himself. Moreover, the concept of an fimpim”, “effective distribution” refers only to an
acting man (homo agens), not to the group of peapl@panies, sectors or the economic system on
the whole. This conclusion is based on subjectivaginal nature of a value. Only a man and only
ex post can estimate whether he has achieved hlsagd were the chosen means effective or not.
But even having such information he cannot say kndrehe has achieved an optimum or the
expected balance. To answer this question he need®mpare the achieved result with the
alternative usage of means and resources to aclesther goal. But such experiment is not
possible in real life. The experimental method barused only in natural sciences. Life cannot be
reversed. While in Physics and Mathematics we ngeeisonal, inanimate symbols, here we know
real cause-and-effect relations. And the reasoohahges is homo agens. His substitution with
homo oeconomicus is a major violation of laws obremmic science methodology, such as the
substitution of methodological individualism withet natural sciences methodology.

While estimating the state of economy at the \Eginning of systemic transformation and
the development of systemic reforms program ecosismand policymakers considered the man
homo oeconomicus, not homo agens. They wanted toniap the distribution of national
economy, carrying out the substitution of goalsjividual statements and preferences. The
representatives of neo-classic school carriedlmstibstitution of the goal-setting subject, that,
the context of huge distortions of all forms of italp(land, money, goods, labor force) and the
absence of objective price indicators (in viewaafabsence of private property) increased rapidly
not only the additional costs of systemic transfations, but also the number of mistakes.

3. Epistemological Imperfections of Aggregate Indexes

Finances is a special topic in transformation psees. For the analysis of finances
phenomena the Austrian school followers use thecjpies of methodological subjectivism and
individualism? The value of money as all other goods is determmetheir marginal utility for
acting subjects (homo agens).The state monopolynoney, severe regulation of the price of
money and active interventionism on the money anantial markets is a huge source of price
information distortion for making decisions in ecomy on the whole by the economic operators.

31



Without the reconstruction of market mechanismghl@money market, without returning to the
goods standard money remains the factor of permamenmational asymmetry. One of the reason
of high additional costs of the transformation @®ses in emerging economies was an almost total
absence of theoretical discussion on a monetaoyytend nature of business-cycles.

The followers of Keynesian and Monetary schoolguis the money from the position of
aggregate indexes, which are the derivatives afribe not connected with the money marginal
utility theory. In such analysis the main indexes ‘general level of prices”, “nominal wages” and
“the Central Bank discount rate”. J. Keynes andclistemporary followers do not pay attention to
relative prices. F. von Hayek estimated the agdesgpproach form money analysis:

If... the monetary theory still tries to reveal a salurelationship between the

aggregate indexes and general averaged indexesais, that the monetary theory

hangs behind the development of the economy inrgenAggregate indexes and
averaged amounts do not influence each other. Veatetheir cause-and-effect
relationship is impossible, but such relations banbetween individual phenomena,

individual prices, etc. [4].

The microeconomic approach of Mises — Hayek, winitlects the essence of their methodological
individualism, is totally different from J. Keynegoint of view. This fundamental difference
became a source of discussions about the utilitgtatistical analysis in social sciences on the
whole. The problem of validity of the initial datahich is included into difficult calculation
formulae has an epistemological nature. People, wifen use such calculations, put forward
different theories and do not refuse of them evehair opponents provide empirical evidence of
their falsity. Such situation was, for example witle revealing of cause-and-effect relationships in
so-called Phillips curve.

Austrian school followers are critical to econonetnodels and predictions based on them.
Their main imperfection has an epistemological ratiPerforming mathematical operations with
the data, which does not reflect real life is eqaahe alchemists’ actions on the production dfigo
or the philosophers’ stone.

Modern econometric models assume some static gteuof individual actions or some kind
of a given, from the analysts’ point of view, pagmd of changes. If the nature of individual
relations and the essence of preferences charggpredictions based on such models automatically
become false. It is definite, that in real life, iahn should be studied and described by Economics
only changes are permanent. Preferences and tddtesno ages change. And they are the reasons
of changes in the economy on the whole. This caysgal absent or simplified in formulae and
econometric models. F. Von Hayek doubted the \gliofi macro economical analysis on the whole
[2].

In 195" there was an intensive methodological argumenvémt the representatives of
Austrian and Keynesian schools. The followers otmaconomical analysis, i.e. the active usage
of aggregate values and natural sciences tools feerthe active usage of statistical analysis on
purpose of building a more faithful world, wheree tprinciples of equality and humanism realize
successfully. They thought that with the help obremmetrics humanities would become more
exact. The result of such pseudoscientific methmglodl mix of Keynesianism and Mathematics
was the updated theory of state interventionismtelsive centralized planning based on the
conclusions and recommendations of econometric lmddd to misallocation of resources and,
accordingly, to investment mistakes. Other negatmesequences were the following: the capture
of administration bodies by beneficiary lobbyistsbadget programs, corruption, expansion of the
non-market monopolistic relations and loss of humghts and freedoms. F. von Hayek said that
“the peculiarity of social sciences phenomena ishat the empiric testing is almost impossible,
because the characteristics of all individuals,clvtgenerate an economic order are too difficult and
cannot be described with the help of statistics5].[1This conclusion is equally related to
mainstream macroeconomic indexes (GDP, aggregatartk national savings) and to the index
of welfare estimation, suggested by the UN and OESd&xiological studies, expert assessments
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and indexes or rates based on them do not havkiagyh common with the estimation of value of
the acting man.

Austrian school analyses social aggregates (reltieaonomy) as a product, a result of
human activity. K. Menger described such approackdcial phenomena: a “national economy”
phenomenon is not a direct indication to life af thation or a direct result of the “economic ndtion
activity. It is a result of a great amount of econo actions of certain people in a nation, thatlisy
they cannot be studied within the frameworks ofneeoic theory from the point of view of the
indicated fiction. The “national economy” phenomensehould be theoretically studied and
interpreted as a result of individual economic ef0[9].

After the Soviet Union collapse and eliminationsafcialist totalitarian system in Europe
and Central Asia in the scientific mainstream disse there was not the only epistemological topic
dominated in scientific disputes of Austrian andciassical schools. We speak about the problem
of economic calculation , i.e. the presence ofaijective epistemological foundations for prices as
valid market indicators, which coordinate the hoagens. The attempts of modification of the
aggregate estimative indicators of the economidcpalesults, which ignore this fundamental
problem, are not a development of the economicgy tare only the modifications of
pseudoscientific accounting. Only return to metHodical individualism in economic theory
allows us to get valid epistemological data, neagsd$or economic policy development in a
transitive country.

With the point of view of methodological subjectimn social scientific explanations should
start from the analysis of subjective mental stafegudied homo agens. The explanation of human
activity out of context of human perception andnglés incorrect.

The objectives of the opponents from Keynesiaotlber economic schools against using the
Austrian methodology were amounted to false thewis people live as atoms - separately from
each other. L. von Mises denies this accusatiaisting on methodological individualism validity
for the economic analysis:

The main part of human daily actions is routine...pArson does many things,

because he was taught to do them in childhoodecause other people do them and it

is accepted among his friends. A person getting tselo different things, developing

automatic reactions. But he forms his habits, beedwe likes the results of them. As

soon as he detects that usual work can stop hexhreving his goals, or that there is

another more desirable goal, he changes his atituBraxeology does not deal with

changing content of an action, it deals with hesaclform and its category structure.

The studying of social context, the environment diifitrent human actions is a task

for history [10].

The supporters of the state interventionism thdorythe achieving of the social optimum and
effective resource distribution on purpose to adrtbe “market failures” makes a lot of mistakes.
First of all, they ignore the human factor and geuliarities of objective pricing process as a
market indicator. It means, they do not accountyrtauman activity axioms, such as how people
respond to incentives, every man is a unique, m&tional and axiological system, people make
choices in the conditions of incomplete, asymmeifrigrmation.

Secondly, they overestimate the harm of the sledaaharket failures (without monetary
calculations, basing on statistics ex post andevaldgments of economic actors and the managers
of foreign), underestimation of informal institutasd idealization of administrative and legal state
actions. Neoclassical economic schools do not attcoutheir optimization models of enhancing
the effectiveness of national public resourcesitfies of corruption, bribery, monopolistic pracsce
and the capture of administration bodies by corjpardobbyists.

Thirdly, the opponents of Austrian school of eamyoartificially divide human activity to
economic and non-economic. Using of simplified alttion methodology by taking “all things
being equal questioned the validity all such catahs on the whole. The epistemological context
of human actions, expressed in numbers, formulgsaphs, which claim the predictive function, is
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distorting the reality and enhancing the risks dakatiocation of the resources by the acting
subjects.

4. The Epistemology of the Economic Calculations Issge

A special field of methodological subjectivism is aconomic calculation. This topic was
described in details by L. von Mises in his bddle Socialism [11], but neither policymakers, nor
scientists paid any attention to this problem ajamization and functioning of planned economy
and interventionism at beginning of systemic transftions in Europe and Central Asia. As long
as the interventionism (mixed economy, a socialigraied market economy), came to substitute the
centralized planned economy in most of the coustrignoring the problem of economic
calculation became the source of many mistakedlocaéion both public and private resources.

Neoclassicals and Marxists, which operated theeggde values, said, that without private
property and free prices of all factors of prodostthey can define equal prices, i.e. change the
market mechanisms and distribute the resources meea effectively in administrative regulation
regime by liquidation, from the point of view of lpgymakers and interventionism theoreticians the
so-called market failures.

This argument is based on the fact that the théigabthority of central planning will have
full and timely information from the market for mag decisions. In real life, which should be
described by the science, it is impossible. Theeg#ion, sending and processing of the
information takes a lot of time. People is not aptex of software for a computer, which get a
command and make a work in a second. Time and mesawosts of receiving, verification and
processing the information are objective and th@mational asymmetry is objective too. This is a
state, when every acting man (homo agens) possélsesnique information, methods and
peculiarities of its processing. Informational diedf every person only partly connected with other
people. That is why any operation of economic ergkasupposes the asymmetry. Keynesians and
the representatives of other schools of economgregthis factor together with the factor of time,
necessary for information receiving and processing making a decision based on its analysis.
Such transaction costs are inherent to every aatall exchang®.That is why the neoclassical
theory of perfect competition is incorrect. It igas the epistemological component of catallactic
exchange of homo agens and imposes the subjectderstanding of normal in distributing public
resources or even in the world economy both toarebes and policymakers. The concept of a
“norm” in relation to the way, volume, charactedarontinuity of economic activity and the choice
is contrary to economics, because it colors thedathje, sustainable regularities with subjective
axiological statements and estimations.

From the point of view of the Austrian school @baomy such approach does not reflect
the nature of information and knowledge. Neocladseconomists operates the concept of “the
current” clearing it from the unimportant from theoint of view parametres. But such method of
determination of important and significant is basetlon the analysis of subjective preferences and
the preferences of homo agens, but on the subgeatisessments of analysts and policymakers. It is
a rough methodological substitution, which destries scientific basis of economic analysis “The
Current” is only an affirmation of subjectivism. &@wmists should start studying the economic
processes with the acceptance of homo agens. & doé mean that the economist knows
everything the acting subjects know, that is a norrihe neoclassical theory. The Austrian school
followers confirm with apodictic certainty that $ud&nowledge is not only unknown to the
economist. They cannot be known. “When we admitfdet, that the main part of knowledge
connected to economic coordination is subjectivewkadge of definite circumstances of time and
place it becomes clear, that this knowledge cahagiut into one head or in the heads of a group of
people” [11] says L. von Mises.

The essence of market from the point of view of “‘hestrians” is in using the subjective
knowledge of homo agens through intersubjectivaagyin the forms of prices and “profit — loss”
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mechanism. They are the unintended results of gestibjects’ interaction, which form the supply
and demand. Neoclassicals fail to understand tlsenes of the market process because of
misunderstanding and distortion of the methodoklgstibjectivism essence. V. von Hayek thinks
that “the market is a process of creation and ugieg<nowledge, which is formed from subjective
mental statements of the individuals” [3]. And theectations in economy are also subjective. This
fact was described in details by another repreteataf Austrian school of economy, German
economist Ludwig Lachmann [8].

Austrian school of economy asserts that usingaddinal sciences methodology is incorrect
and inadequate. In the equation of utility maxirticma of general equilibrium theory there is no
place for homo agens with his subjective knowledggectations and values, i.e. the cause-and-
effect relation is distorted. In econometric modahel equations acting subjects do not make any
real choice. The subjective estimations and expeot are beyond them, they are considered
irrelevant or insignificant. As a result we havemag constructs separated from real life, the
authors of which pretend on high quality of theanclusions and recommendations, which are the
results of their application.

The method of economy studying through a generailibgum in economy was also
adopted in the models of economy school of ratiemgkectations. They repeat the mistakes of other
neoclassicals, which use aggregate values andahatiiences methods of processing and analyzing
the information.

The rational expectation school followers suppbse the acting man would use all relevant
information for forming his expectations. Such agmh repeats the mistakes of the “perfect
competition” context, this hypothetic, unreal sttaa of equilibrium, in which there is an unlimited
amount of sellers and customer of one goods aectfrenake deals and cannot influence on price
level and volume of deals. A freedom of free enggrand leaving the market is provided together
with this. The researchers are mistaken, when aisegrt, that the same full information is available
to all acting subject in the model of equilibriumdaeffective resource distribution. From the point
of view of Austrian methodological subjectivism timain problem, which requires an explanation
is a problem of coordination of acting subjectamditions of real informational asymmetry and
transaction costs of receiving and processing fafrimation and making decisions. The moving
process from the individualized knowledge of hongerss to market coordination is excluded in
neoclassical models, including the rational exgesta school models.

Austrian school of economy followers assert theihg free market prices of all factors of
production as an objective unit of economic caliofa is an only way to neutralize the
epistemological distortions and imperfections fomwo agens. First of all, free market prices are
formed under the influence of axiological staterseot all market participants. Secondly, free
market prices give an opportunity to estimate tfiecveness of resource using by all market
participants. Thirdly, as long as the market presidhe interchangeability of goods, there is an
opportunity of choice of a universal value — theneya L. Von Mises thinks that:

in conditions of private property the scale of eaus a result of every independent

society member’s action. Every person plays a double in its formation — as a

consumer and a producer. As a consumer he elaboth&e estimation of final

consumer’s goods. As a producer he uses these godtist they give the best value.

So, all the high rated goods are rated accordirgxisting production conditions and

social requirements. The interaction of these twar@sses guarantees the observance

of principle of effectiveness both in productiordaztonsuming. The result of this is a

systemof exact prices, which gives a possibilityeterybody to form the demand

taking into account the economic reality [11].

It is obvious, that while using the financial cd&tions it is impossible to take into account all
external effects. We cannot express beauty, hdreadth and self-respect in USD or Euro, but these
factors affect the nature of monetary calculationrdy the exchange operations. This factor make
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corrections in behavior of homo agens. The ignaan€ them in aggregate models make
epistemological distortions on the market stronger.

For making exact financial calculations two cormis are necessary. First of all it necessary
to have a free market not only of final goods aadvises, but also of the factors of production
market, including capital. Or it is impossible take a choice among the unlimited amount of
alternative ways of using goods and services. SHgpthe money, which fulfill the function of
exchange means is necessary. A free market is ess@y condition for generation of objective
information about the state of catallactic exchaoigéhe market and cleaning the epistemologically
valid information from the subjective statementspalicymakers and the managers of foreign
(politicians and officials, which are not the owsi@f public resources, assets and money). In case
of saving the state monopoly on money (all 29 ftargscountries of Asia and Central Europe acted
in the same way), homo ages receive the distortdmation about the most important factor of
production and cannot make exact calculations striduting their resources. As a result homo
agens make many investment, production and consornistakes. A rather high concentration of
them explains recurring recessions and economsexriThe greater amount of prices are distorted
by the state, the greater volume of resources asetsare excluded from free market exchange in
the system of division of labor, the higher is gnebability of mistakes for homo agens in choosing
the means for their subjective goals.

The attempts to solve the problem of economic daticun in the system of interventionism
are justified neither theoretically nor practically. Pareto, E. Barone and O. Lange tried to
theoretically justify the possibility of economialculation in the market socialism model, i.e. the
system without private ownership of capital goodd amoney. They assert that the market prices
formation is possible, when the managers of forgligst of all know the scale of preferences, that
guides individual consumers, secondly, have tha datdifferent alternatives exchange conditions
and thirdl, they have the information on preserfoeapital goods.

Only within the frameworks of ideal, utopian madehich ignores the factor of time and
transaction costs of collecting, sending and prsiogsof information it is possible to fulfill therét
condition. Without it it is impossible to receivieet information on very important second factor.
That's why the actions of the centralized plannbagly on word of mouth would be aimed at
market equilibrium on different capital goods maskeout really they would help to achieve the
subjective goals of homo agens, who have the atoestate resources, assets and money. O. Lange
thinks that by trial and error the centralisechpiag body would achieve more material and social
success that within the frameworks of private maga®nomy model. Results of the activity of the
countries that have worked within this theoretipafadigm, together with the results of those,
which have chosen the capitalistic model, i.e pevaroperty, political, civil and economic
freedom, unimpeded action of “profit — loss” medsamn prove that the theorems of supporters of
different interventionism forms were false. Marketth of resources, goods and services “producer
— consumer” was superior to the way “producer +redéined planning body — consumer”, proposed
by most of interventionists.

5. The Costs of Goal-Setting

The methodology of Austrian school of economiceetg not only the holistic methodology
to the classical school of economics, but alsohtiseorical method of German historical school.
While conducting the systemic reforms in post-siagti@ountries of Europe and Central Asia, the
methodological mix of classical methodology and r@am historical school was used.
Decisionmakers put holistic goal of efficient distition of resources, optimization of social
welfare and sustainable economic growth, etc. énviéry wording of the purpose it was assumed
that the state should use the broad economic ptiiglg to achieve these goals. Common tools of
state intervention are fixing maximum and minimuricgs, credit expansion, the selection of so-
called strategic enterprises, “growth points” ahd tlelivery of budget loans on favorable terms,
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exchange rate manipulation, tariff and non-tarfjulation of foreign trade, licensing procedures

and the exclusion of certain economic activitiesl aesources from the market relations of

exchange, i.e. the establishment of a state mopoptdre we speak about the so-called natural
monopolies, land, production of alcohol, tobacangd, weapons, as well as certain sectors of the
financial market.

Holistic approach to goal setting, ignoring theuna of human activity and nature of price
as an indicator of basic information for economitoes became the reasons for transformation
problems in the transition economies, and instndl defects that were the result of the reforms.
Austrian school of economics is based on the fettto only human can act, i.e. can make choices
in order to achieve his subjective goals, in higue value-axiological field. The animation of the
concepts of aggregate values and simple verbalpieta of the “national economy”, “industry”,
“people”, “economy”, “real economy” is a huge medbéogical error. They cannot set goals and to
choose the means to achieve them by definition.

Decisionmakers or managers of foreign commit masisiterventions to the economy under
the guise of abstract goals, which they call pulsiicgovernmental interests. In this case, by
definition they pursue their personal goals, whick often not verbalized. Their targets include
getting material resources (salaries with taxpayamey, social benefits, pension payments, the
possibility of rolling back the distribution of pverty, assets and money) and nonmaterial
(administrative, human resources for campaigningjas$ status, prestige, the ability to provide a
range of services, etc.).

In the centralized planned economy, there waszairgeof a formal goal-setting, on behalf
of the state and society by the Communist Partybéginning of systemic transformations this
function goes to democratically elected governnieltalies (the president, the government, the
parliament) or by pressure groups, who carried adiall or partial state capture. Anyway, the
decisionmakers declare the most common, usuallyjuemtitative goals for the sake of “public
welfare”, “overcoming the systemic crisis”, “econianibalance” or “creation a hew economic and
social institutions.” Neither in the programs oflipcal parties and movements, nor governmental
programs there is no clear description of the taogeguidance or instructions on using the state
property, resources and assets, which are fornmdlged by the state. This allowed decision
makers to focus on achieving their personal goals.

In condition of limited political competition, regttion of access to relevant information on
the using of state property, assets and budgesfoamation of power structures and vessels in the
independent economic actors, who market their sesyicomplete imbalance of pricing mechanism
of economic activity coordination and significargstrictions on the action of “profit — loss”
mechanism there was a redistribution and concemtraif resources, assets, and money in the
hands of those who were real, not formally naméxtreficiary. Their rapid enrichment, creating
regulatory development process and economic deemigking by these beneficiaries, widespread
discriminatory practices of monopoly, corruptiompop governance, the protection of selected
sectors and economic agents from the competiticth @sponsibility (bankruptcy) is hardly
synonymous to the achievement of such formal gamlpublic welfare” or “balanced development
of the economy,” even if at that time GDP annuallyreased by 5 — 10%.

The problem of formulating economic policy objges and transformation processes is
clearly underestimated by scientists and analifstisere is no clearly defined, preferably expresse
in some quantitative indicators target, it is ingibke to assess whether it is achieved or no§ it i
impossible to assess the adequacy of applicatsinguand selection of resources and assets with
the alternative. The aggregated, holistic goal teie@n unsolvable epistemological problem, not
only for evaluating the effectiveness of varioustimes, mechanisms and tools of resource
allocation, but also for the decisionmakers iteelthe applicants to perform their functions.

6. The Difficulties in Defining the Concepts of “Prosgrity”, “Wealth”, and “Points of
Growth”
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The attempt to clearly define the value of a carggregate, metaphoric value faces the
inevitable difficulties arising from the very natuof such concepts. The vague goal, varietiessof it
interpretation creates a broad manipulative fietst policymakers. Aggregate targets have
significant epistemological defect neutralizatidnwanich is not possible even in conditions of an
open political competition and free civil society.

What does the words “public welfare” or “public pperity” actually mean? By what
criteria, parameters and estimates can their lfudiht be judged? How adequate was the means
chosen for them? Who and how much became the largfiof implementation of certain
economic policy measures? The answers to thesetiouesare interpreted by policymakers
themselves. The variety of answers creates conditim which the common semantic,
methodological and psychological manipulation tgatbeyond economics, and even economic
policy.

One approach to aggregate goal-setting involvegaitmeulation and implementation of the
guantified targets: GDP growth, the level of waged pensions, the number of people living below
the poverty line, unemployment, investment (expqe&s capita, etc. Each of these indicators is not
able to clearly indicate the performance of, foareple, the goal of public prosperity. Even an
increase of common indicators such as gross domnastduct (GDP) growth is not equal to public
welfare growth.

The second approach is the assess of target indieatpublic prosperity growth” with the
Gallup Poll and expertise. This approach is evenremsusceptible to manipulation. The
composition of the questionnaire, the sample okeesgor the survey, interpretation of results|- al
this do not let us to speak about the scientificitst evaluation method of achieving an aggregate
goal.

In recent years a number of international orgaiomat have attempted to introduce an
indicator instead of GDP, which would reflect, imetr view, the other aspects of wellfare. The
systemic is the report of the Organization for Emoic Cooperation and Development (OECD),
“How are you? Measuring the well-being” [5]. Thetlaars try to introduce a new aggregate
indicator based on research of Nobel-winning ecastmidoseph Stiglitz, A. Sen and J. Fitusi on
economic development and social progress. If in |#ieer the indicators are aggregated, but
guantitative, the well-being index OECD brings tibge the opinions, judgments, estimates and
numerical targets.

The citizens’ income generated abroad is not aexuin the indicator of “gross domestic
product”, but the income earned by foreigners m ¢buntry is included there. It does not include
the value of intermediate goods used in product®DP overestimates the amount of possible
consumption of manufactured goods at a fixed chgliteck. Another claim to this indicator is that it
does not show how the income is distributed amaosmgple. GDP does not include a variety of
services that people produce at the household (sueh as caring for children and parents, child-
upbringing and household work). Certain types divaies that are included in the GDP on the
contrary reduce human welfare, for example, aregming of the transport services cost: more time
is needed to get to work, to offset the costs iopailution). In GDP there is no estimation of hbal
personal safety and quality of social relationseylare all important for a human and affect his
well-being. In this case, all these factors cafmeoexpressed in some monetary units.

OECD experts are aiming to bring a digital indicaty which one would rank all countries
of the world to highlight the best practices anddermize the economic policy of developing
countries. Thus the desire of economists and expérb carry out the substitution of the object of
economic policy (homo oeconomicus instead homo ggehe target of a specific person with
subjective goals of policy-makers who ignore thgeolive asymmetry in the information field is
reflected in the simulation even more inaccuratescientific and manipulative indicator than GDP.
They go beyond economics when trying to presentritaa with his values, goals and preferences
as a digital value from "0" to "1".
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In recent years, the attempts to present some gafgek indicator of well-being were taken
by different organizations. So, the Legatum Ingdittn 2009 presented its LPI (Legatum prosperity
index [14]). It consists of eight parameters, eatlwhich is divided into separate 89 factors. The
economy, entrepreneurship, governance, educatiealth) safety, personal freedom and social
capital should be evaluated. OECD proposes thatwikebeing should be determined by 11
parameters, which are divided into 46 factors. foit@ index combines the indicators, the results of
opinion polls and expert assessments. The authses thie tools and techniques of higher
mathematics and econometric modeling are tryingdemntify those institutional features and
mechanisms that contribute to welfare. In theiswipeople's answers to the question, whether they
like their work and the local environment, if thiegve health, if they spend enough time with their
children and friends, whether they trust their hbigys and whether they are satisfied with their
lives and all this in a digital indicator are atbetway to determine the level of well-being and,
consequently, the quality of economic policy thiaa GDP.

OECD experts are experiment in the same vein. Theye brought together all the
indicators of well-being to three groups: the mateconditions of life, quality of life and
sustainability. The index should measure welfagayoand tomorrow, to focus on households and
individuals, not on aggregate economic conditionganeral, focus on the results of well-being and
not on its stimulants and point to the distributafincome, and not on its volume. In other words,
the Index of well-being must include objective meas and subjective evaluations. Objective
indicators of the OECD are income, employment, husSubjective indicators are health, balance
between work and leisure, education and social edions, civil engagement and the quality of
public administration, environmental quality, arss@ss of people's own well-being.

This kind of juggling with different in nature, ctent, and methods of obtaining data has
nothing to do with economics, but it is a sensetgsstemological mix, based on which it is very
problematic to make scientifically substantiatedrections in economic policy. It further extends
the field of policymakers’ manipulation and doe$ pmvide valuable information for homo agens.

Thus, the goal-setting of policymakers during gyste transformations, expressed in
multiple aggregate values, or the composite indsescot allow to neutralize the epistemological
imperfections in the development of content, t@old techniques of economic policy, in building a
system of incentives for policymakers in asses#iiegperformance of managers of other people's
property, assets and resources (politicians andaiff).

7. Real Market Process Against Idealistic Non-Market Euilibrium

Another epistemological problem of transformatiorogesses is the assessment and
determination of cause-and-effect relationshipthan market process on the one hand and the so-
called market equilibrium on the other. The supgsrof neoclassical school adhere to the concept
of perfect competition and information symmetry falf market participants. L. Von Mises
describes the participants of market process irtate f permanent ignorance. Such state is
different from the state of ignorance by choicee Tinst condition implies the complete lack of
knowledge of some aspects of activities that defingerson's choice. You can, for example, say
that someone, who did not read the L.von Miskshan Action, but know about this book, its value
and the time it takes to read it. A person choos#go read, because the costs of reading outweigh
the gained value (benefit) ex ante. This is a sihignorance by choice.

Another situation is when a man does not know ahlibet existence of this book.
Accordingly, he does not imagine the benefits that would receive if invested time and
consideration in reading it. This is an exampleradical ignorance. If a person discovers the
“human activity”, it is not the result of his comsas purposeful action. He does not know about
such choice, as reading the book.

To avoid the infinite regress it is necessary terpret the perception of costs and benefits
as an act of knowing the world and obtaining tHerimation that homo agens did not know before.
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The market exchange may not occur because of tjie ¢osts of obtaining the information or
because the homo agens knows nothing about theesgsof such an option of choice.

The “profit-loss” mechanism is a central elementlef market process. The unknown and
undiscovered market opportunities generate lossdsdatected and corrected errors create the
profit. I. Kirzner uses the term “entrepreneurship’describe the aspects of human activity, which
is aimed at making a profit and loss prevention [7]

In the context of market process the essence oégeineurship is to identify the situations
in which, due to radical ignorance, the resouraesthe broadest sense are undervalued or
overvalued relatively to other ways of using theBocial institutions are used to identify and
promote the economic behavior that is aimed toiolianefits in the broad (not only the material
and monetary) sense. These institutions includesldgn protecting the rights of ownership,
determining the procedure of dispute settlementhaeisms of implementation of the decisions of
government agencies, etc. The institution of maa&y credit, the price system, banking, insurance
and the company are important. All these institgitogether form the market. The market process
is a spontaneous order, supported by the institationfrastructure, in which the private property
and free exchange dominate. It arises out of inu@at targets of actors, who plan and choose the
the means to achieve their goals in conditionsrofn@omplete, asymmetric informational field.
The managers of foreign cannot perform a uniquetfon of businessmen, because the aggregation
of goal-setting will inevitably lead to distortiona the choice of economic agents and, as a
consequence, in the structure of the economy.

From the point of view of the market process theding utility of a regulatory structure,
based on the balance, such as Pareto optimaliggvierely limited. The problem of knowledge in
the theory of market process is that decisionmalees in radical ignorance of the relevant
information, “scattered” among the various actdree impossibility of complete knowledge of
homo agens about current and future state of thielwizakes the Pareto’s assertion that the current
change produces an improvement doubtful.

The criteria based on the equilibrium states usefittal states in which all the corrections
made on purpose to reach the equilibrium were cdtedhand the entrepreneurial activity stopped.
While for normative criterion that focuses on thieqess (process-based normative criterion) is not
as important as the actual state differs from tleall It focuses on the existence of institutidre t
facilitate the detection of market errors. In thedament of this criterion there are preferences of
consumers and current distribution of resourcetséif has no value.

In the market process theory the necessary anttisaff condition for the competition is
free entry the market, the only requirement forahhis absence of monopoly on those factors that
are necessary for the production of goods and s=sviAs long as the market systematically
rewards the entrepreneurial perception errors, amnat say that a certain segment of the market
reaches a state of equilibrium or is close td thé coordination has some normative value, tist be
thing to do is to build such social institutionsattthelp to detect errors and recover them with
minimal costs.

In countries with developed, stable institutione #rror detection is much easier, because
the actors have a high degree of confidence tan8tgutions. They provide a predictable resulg th
same for all people. The standardization of corsgzepe adoption of the same rules of accounting,
regulatory standards of product and financial m@rkelp homo agens quickly detect the errors.
The wide spread of information technologies, thpasfunity to acquire various information and
check it using a variety of sources under the donds of freedom of speech and the strict rules of
the transparency of state and of the financial etankake the process of correcting the error fast
and efficient.

A completely different situation is in a transiti@ronomy. It does not have sustainable
institutions that provide predictable results aeduce the number of areas of uncertainty and
potentially high risk. In the absence of institotea free price to all factors of production, indilog
money, the natural structure of production and emmpkent, with significant distortion of the
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financial market (inflation, subsidies, cross-sdies, barter, tax and investment privileges, etc.),
the risk of incorrect assessment the epistemolbgssence of institutional combinations by the
economic actors increases dramatically.

National governments in the process of systemaosfiormations often used their own
special methods for calculating different indicatalifferent from the standard methodology for
calculation of quantitative indicators in the marlkeonomy. When copying a form of Western
institutions their content differed significantlyreventing economic agents form stable expectations
in connection to the institutions and rules of thame in the market. An extensive state
interventionism (cyclical and counter-cyclical mtarg policy, government funding of so-called
“points of growth”, debt relief, including in publiprocurement, tax incentives, protection against
competition from foreign producers (import) and d@tic competitors (the system of licenses and
permits) makes institutional field the source dbrmation distortions, which creates a dangerous
epistemological noise for decision-making. In thesmditions, the probability of investment,
production and consumption of errors increasesdhapiThe unpredictability at the macro level
adds to the uncertainty and destruction of the amgh mechanisms in micro-level. The managers
of foreign within the frameworks of neoclassical dets pursued a policy of replacing a unique,
market function of the entrepreneur.

The nature and character of epistemological problewere not taken into account by
governments of transition countries. And from hgoes the high costs of transformation processes,
including the costs of lost revenue. Nature of th8cal discussions among economic elites of post-
socialist countries shows the misunderstanding e knowledge issues, the role of the
entrepreneur, the “profit — loss” mechanism anceoihstitutions and mechanisms of the market
economy.

In the absence of deep analysis of the value systemincentives and preferences of the
actors, using the aggregate indicators, econommiitels to determine the trajectory of the future
development and for economic policy developmentrsexample of a chaotic, non-systemic
selection of economic policy parameters. The empl@s a hypothetical equilibrium in economic
policy leads to an underestimation of constants;astremental changes in the intermediate states,
which may have a significant impact on the achiexeinof the declared objectives of policy-
makers.

Mainstream economic science has turned into a dlassf-reproducing system that
describes not real life and not acting man. In téalthe process is constant and the equilibrium
state is a hypothetical scholastic tool for stugyihe “action” phenomenon. The attempts to find
effective and optimal behaviors with the help ofesce methodology demonstrate knowledge in
mathematics, cybernetics or econometrics, but igagre the theory of value and the market
process.

The supporters of Austrian school of economics tstdad the market process broader than
the neoclassical school representatives. The nitigrehces are shown in Table 1.
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The market equilibrium theory

The market processiti

1. There is a full coordination (reinforcir
expectations) of the plans of the individl
agents, when the plans are in line with
underlying preferences, technology
resources.

g

1. Plans, at least of some of the actors ar
conflict and are not compatible with t

e in
he

information of the market, although a partial

coordination retains a degree of continuity
the market.

of

2. Behavior is “rational” when all else beit
equal (ceteris paribus) and all information
relevant, the actors maximize utility |
choosing the least-cost means of achie
their goals.

2. The action is the “purposeful” when act
seek to improve the perceived state of

DI'S
the

world, though they are not aware of all the

possible means to achieve this goal.

3. All changes are predictable, whi
eliminates the possibility of original errg
surprise or regret.

3. Actors do not have full knowledge of t
relevant information, they make mistak
make unexpected changes, regret and wong

he
bS,
ler.

4. Economic gains and losses, be
incompatible with a state of equilibrium do
not exist or are very transient.

4. Persistent and recurrent economic result
the form of profit and loss are the ma
elements of the market process.

S in
AN

5. The equilibrium price dominates, whi
ensures the consistency of the actors’ p
and the information underlying the activity.

5. There are non-equilibrium prices that refl

ect

a lack of coordination or discoordination. They

serve as a signal for the plan of generating
revenues and market corrections.

the

6. When these transaction costs the ma
allocates the resources to achieve the 1

6. The presence of error is the cause of
inefficient allocation of resources, which t

an
he

important goals. market tends to correct.

Table 1 The discrepancies between the market equilibtheory and the market process theory
8. Epistemological Imperfections of Neoclassical Thegrof Business Cycles

The discrepancy between Austrian and neoclassomalanics is in choosing the tools, the
methodology and logic on the one hand and policycadon the other are very evidently seen in
relation to business cycles. The representativeausitrian School of Economics, first of all,
Ludwig von Mises and Friedrich von Hayek had the&yue theory of business or trade cydlbey
establish a clear cause-and-effect relationshipse®n the state interventionism and fluctuations in
economic activity. Ludwig von Mises in a popularmar outlined the essence of the business
cycle theory. The architect has many subordinatedkevs. There are a lot of materials on building:
bricks, roofing, glass, beams, blocks, etc. Thekewormwho is responsible for counting the bricks
increases their number by 10% in the documents aftta@tect does not know and makes the house
plan, mistakenly believing that he has more britle it actually is. And because of this error he
launches a plan that cannot be realized until titefer the simple reason that there is not enough
bricks for completing the construction. The fagtex architect will detect an error, the bettehédf
does so immediately after the excavator dug a twléhe foundation, the loss will be only in the
form of additional labor and fuel to reduce therfdation area and adapt it to the actual number of
existing bricks.

The correction of an error is more expensive ifsitdiscovered after the production of
foundation or frame home. And he may not be ableuy the materials on the market — he has to
make a difficult choice. He may choose not to cleatige foundation, despite the fact that it is
bigger than it was planned. He needs to alter the  reduce the size of the house on the same
foundation. He needs to change the plan to rechesize of the house on the same foundation. A
certain amount of wood can be used again and samgeylou should be just thrown it away or
burnt down. Of course, the quality of the finishealise will not be so high as it was originally
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conceived by the architect not knowing the real benof bricks and other building materials. Let
us consider the following situation. The workeralime that they have made a mistake, but the
architect of this still does not know about it. Yheecide to keep him in the dark as long as
possible, using a tarp to cover the holes in theetying stock bricks. They comfort themselves
with the fact that all are happy at the constructsite, everyone wants to come to work every
morning and build a house. Since the architecnkabout the lack of bricks, optimism is much
less. At this stage of construction, for exampldydhree workers are necessary to build the third
floor, but on the basis of the actual number otksj this third floor may not be built at all. The
workers therefore prefer to hide the truth as laagossible, to do nothing and wait for better ime

In this example, the error of the architect —niseaample of not overinvestment, but the bad
malinvestment of the resources. The problem isntimaber of bricks, that is necessary to build a
house. The mistake is that the builder has spentrtany bricks to build the first floor. With each
brick in the wall of the house there are less amifor saving the project. In the worst case the
architect learns about the lack of bricks at thiy veoment the last brick is used. Facing with such
terrible situation, the architect can only makeirarentory of the remaining materials in the hope
that he can probably find enough things to clogedbnstruction site from rain or to conserve it.

This is a graphic description of the Austrian bess cycle theory. In the real economy the
central bank and commercial bank money is mislgpditonomic actors in the same way as the
workers have misled the architect. The correctiberoors at early stages of the project allows to
perform the fast reallocation of resources, inaigdiabor, and to avoid loss of those goods and
resources that can be used only for the projedtiwshould be closed or liquidated.

The principal difference between Austrian and nasgical schools is in that the neo-
classical and, above all, Keynesians do rough agssomof capital homogeneity. Capital can
appear in various forms in real life. Part of ina@ot only be “frozen” for an indefinite period,tbu
turned into a “dead” capital recycling or destrantiof which requires additional resources. The
reason of an economic boom (the first part of bessncycle) is the active cyclic policy of the
central bank and the government on increasing tibess of economic agents to certain types of
capital (money, land, real estate, etc.). The marsagf foreign try to guess the structure of the
economy and future demand and take measures ogcting the so-called market failures. One of
them is a very high price of debt capital. And frévare goes the most popular tool of cyclical
policy — reducing the value of money and artificedlucing of credit.

At the stage of falling which is characterized bggmation and recession the managers of
foreign use countercyclical measures. They actittseools that allow economic agents to get out
of the liquidity trap, service current debt obligas as well as to restore the production level.
Selecting the areas of investment, the benefigadgk budgetary resources and various state
programs are implemented according to subjectigesasnents of managers of foreign. It is a
paradox, but the action of cyclical and counterncgtipolicies are very similar. This is exactly the
case when the same instruments of state intervestinare used first of all to create a problem
during the boom (distortion of capital structurmypdoyment, business and consumer preferences),
and during the fall — to address it through thestetbution of resources in favor to the designated
“point of growth”.

Neoclassical economists underestimate the costshennegative impact of central banks
activity in the cyclical and counter-cyclical pagticThe representative of monetarist school Milton
Friedman believed that the cause of financial ibtg is a reactive policy of central banks, i.e.,
their counter-cyclical policy. In his view, to elimate fluctuations it is enough for the central ban
to increase the money supply at a fixed amount9B8, he said:

| would choose the following policy. It is necess&p pass a law that gives clear

guidance to the monetary authorities to increageatinount of money for a certain

amount. For this purpose | would define money aseogy in circulation, including

the money out of commercial banks plus all depasitsommercial banks. | would

clearly give the instructions to the Federal Resetlvat the amount of money should
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be increased every month, if possible, every ddth the annual growth rate of X

percent, within 3 — 5 percent. A clear definitiohmoney and precise definition of

growth are much less important than the final ch@t defining and determining the

rate of growth [1].

This approach to monetary policy for smoothinghhbsiness cycle shows that the monetarists have
no solutions to the problem of distortion of cabitathin the business cycle. Their simplifications
in considering the markets of goods and money digte real heterogeneous nature of money and
goods.

Another representative of neoclassicals Paul Karg@aso shows the misunderstanding of
the Austrian business cycle theory. He describespéradox of savings while overcoming the
crisis:

One of the most interesting moments of the semestghen the teacher of economy

explains how an individual virtue can become a pubice, how the attempts of

consumers to make the right additional savingsspail everything. The fact is that if

the consumers cut their expenses and nothing eptheir place, the economy plunge

into a recession, reducing the income of everyéméact consumers’ income may be

reduced more than their expenses. Their attempave more money turns to such

situation. This feature is called the paradox efregs [6].

The paradox of savings, the Phillips curve, theagax of value — all these are theoretical errors
arising from the using of non-scientific methodoflofpr economic analysis. Following the
recommendations of P. Krugman and other Keynegilmes not neutralize the distortion of the
structure of capital, production and employment; jmst generate new distortions. During the
financial crisis, demand for countercyclical momgtand fiscal policy increases rapidly. The expert
Martin Wolf, who declares his commitment to theefrmarket wrote in the Financial Times: “In
current situation, the monetary policy measuresnateenough. This Keynesian situation requires
Keynesian medicine. Budget deficits will rise td peeviously imaginable levels. Let it be so” [13].
This kind of approach to economic policy dominateshe mainstream of both developed and
developing countries, despite the obvious crisithefKeynesian policy of the last decades.

At his time, K. Marx offered a centralized creditthe state banks by providing monopoly
to the national bank. Later the theoreticians ofkeiasocialism, Oscar Lange, Abba Lerner, H.D.
Dickinson proposed the governmental control of itradd financial capital. In their theory the
market trade and the using of money for the pueldonsumer goods was assumed. However,
they offered to drive the market of capital gooded completely replace the financial capital
markets with the mechanisms of central planning.

The market socialist theoreticians believed that ithvestment in fixed assets should be
determined by the state officials and not competiiitp each other with the help of structures in
financial market. The public officials need to detee the rate of capital accumulation and other
investment activity options, including the investingphere. Thus, they proposed to neutralize the
greed for profit-oriented capitalists and entrepres.

The convincing proof of the fact, that even in theited States today there is lack of not
only a laissez faire capitalism, but even the undied capital market is the following fact:

There are 15 federal agencies in America. Ninehefm intervene in the housing

market, transport, health, education, energy, rginagriculture, labor and trade. All

of them in their usual manner invade in differespects of human economic freedom.

In the system of laissez-faire capitalism, elevérthe fifteen ministries would be

disbanded. Only the Department of Justice, Defehserior and Finance would

remain. Moreover, a further reduction of the statecials would also be possible, for
example, the elimination of the Tax Service in Meistry of Finance and the

Antimonopoly Committee of the Ministry of JusticE/].

The representatives of Austrian School of Economilts not share the views of neo-classical
school, that the business cycle is an integralufeabf capitalism. They assert that the business
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cycle is an unintended consequence of governmerentionism to monetary policy and banking.
At the beginning of the century viewpoint was praed by the Ukrainian economist M. Tugan-
Baranovsky: He believes that the main reason ottises is

the distribution of production is disproportionatee society requires less machines,

tools, iron, brick and wood than before due to faet that there are fewer new

enterprises. But as manufacturers of capital gamashsnot extract capital from their
businesses and also the awkwardness of that cagedfl in the form of buildings,

machinery, etc., requires the continuation of pobidm (otherwise entrepreneurs
would lose percent on the standing capital) theeetbe overproduction of capital

goods is imminent [16].

There are strong structural distortions at the etadnd changes in the capital structure in such
situation. The supporters of the state interveigimntheory believe that the state will be able to
neutralize these distortions and ensure sustairedaeomic growth using tools of monetary, fiscal
and administrative policies. However, they do nqtlain the nature of mechanisms, methods and
tools for the diagnosis of distortions in the maskaf all forms of capital, determining the degoée
distortion, defining specific “portions” of impaon all sorts of distortions. There is also no asialy

of the costs of lost profits, the effects of cromgliout private entities from the market because of
discriminatory practices. Without completing thearing operations it is impossible to determine
how much capital in which sectors requires the ielation of which can be put into circulation after
some modification, and which can simply be diredtedther projects. There is no clearly defined
timing of countercyclical measures, the executiest,tand evaluation system of effectiveness of
different instruments.

In real life the adaptation to crisis, i.e. thepsbf business cycle fall is uneven for different
economic actors in different sectors. The duratadnan adaptation time depends on many
endogenous and exogenous factors. The directitimeafactivity, the content and the intensity can
not be expressed in numbers. The policy-makers,, wolbowing the recommendations of
neoclassical theoreticians use the tools of moyetad fiscal policy to neutralize their own
mistakes cannot have such calculations. Withouintiiee decisionmakers’ actions occur in the
epistemological chaos. It is characterized not dnyythe common lack of valid information from
the micro level, but also completely distorted sigrfrom the macro level, i.e., from the instituso
of a market economy.

Without governmental interventionism cleansing genomy from the effects of boom
takes a time depending on the number and deptlstoirions. The “profit — loss” mechanism work
changes the capital structure, investment and emmuot. The entrepreneurs form their
expectations after analyzing the information extpaking into account the individual projections
of the micro-level data dynamics and institutiombe coordination of homo agens actions ccurs
smoothly and gradually, through trials and erréwsd its driver is not the governmental body of
central planning, but the entrepreneurs who impfentlee catallactic exchange with each other.
When not having any valid information from the netrkhe best behavior for the state is to
withdraw their investment, production and consuoiptprojects, to ensure reliable work of the
institutions on clearing the errors committed a thioom stage (bankruptcy, the stabilization of
prices, the elimination of budget deficit, the paipd debt management), as well as forming trust to
whole economic policy, i.e., to its transformatiato a predictable valid epistemological context.

According to the Austrian theory of the businessleyduring artificially induced boom
allocation of labor and other forms of capital istraent projects that do not meet the level of real
savings occurs. At the boom stage the correctionecdnomic plans is inevitable. The
implementation of artificially overestimated prdgderminates even before their completion or
fulfilling the planned targets (payback or returiife entrepreneurs get information about the errors
during the boom and take steps to neutralize tlgathes effects of capital misallocation. The
consumption is reducing. The number of the poandseasing. All these negative effects are the
result of not the correcting actions of entrepresghut the cyclical policy of the central bank and
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the government during the boom. It produces ermorsconomic entities’ actions. The financial
bubble (irrational investment and consumption) aagegative impact on the economy. Sooner or
later, the boom ends with slump and recession.elima a painful but necessary adaptation to the
reality. In the process of adaptation there isamdformation of production and capital structure,
which had been distorted during the boom. If durangecession the managers of foreign use
monetary and fiscal measures to keep the old sieicif capital, they further increase the amount
of “dead” capital and costs of the recession ovaing.

In this situation,

a key element of economic policy is the liberal@atof the economy at all levels,

especially in the labor market. It is necessargdcelerate the process of redistribution

of production factors, and primarily the labor e tlucrative sectors. At the same time

it is necessary to reduce the governmental expearssaxes in order to increase the

income of economic actors struggling with debtspwleed to pay loans and percent.

An important element of crisis overcoming is a ité& labor market and strict policy

of public expenses. The quick restoration of thenemy is impossible without it.

There is no possibility to quickly find the amouwftthe incorrectly invested capital

and thus begin the process of its liquidation amttimg a new foundation [18]
says the Professor of Economics, University of Begn Jesus Huerta de Soto, a representative of
the third wave of Austrian school of economics. iBgrthe inevitable recession the resources are
reallocated, the economy is cleared from malinvestsn committed during the boom. Therefore,
this process certainly has a positive charactee fiifocess of finding the entrepreneurs’ mistakes
committed during the boom starts. For various rmegasancluding the increasing information
distortions caused by the cyclical activity of thtate, their limited resources did not go to those
projects that would be implemented if not the enitd credit boom.

The first global crisis in the XXI century in 20872009, as the Great Depres$jastens of
crises around the world in different periods of thventieth century [21] is the result of monetary
policy, fiscal stimulation of artificially selectedpoints of growth” and the highlighting of
individual economic agents and even sectors inrgérenditions of the market, which is directly
connected to the discrimination against other egoo@ctors. In any transition country the state
monopoly on money was not eliminated, which did alkdw the economy to eliminate the most
dangerous distortion in the money market. If these causes of the crisis are not eliminated, the
national and global economy will periodically faito recessions and depressions and policymakers
within the frameworks of the neoclassical theoryl wontinue using different combinations of
cyclical and counter-cyclical measures. From thestemological point of view, they are the
distortion tools of natural structure of capitaipguction and employment.

For sustainable economic growth, creating oppotigsifor long periods of prosperity and
peace, neutralizing the problems of structural yrleyment, depressed areas, creating effective
mechanisms of insurance against falling into theagp tof poverty in old age require a deep
transformation of economic policy. The matrix oétheoclassical economics as the foundation of
economic policy should be replaced with the thewrthe Austrian school of economics. Changing
the theoretical framework of transformation proesssill eliminate the epistemological distortions
created by policy-makers, modify the institutionstablished within the framework of state
interventionism, and go to the natural structureagdital, production and employment.
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Notes

1. Austrian school of economy is a special systemmoklat the economics based on the methodological
individualism, subjectivism, the unique epistemdtadj function of the entrepreneur and the marketess,
not on the equilibrium. Among the main represewméstiof this school are K. Menger, O. Bem-Baverkydn
Mises, F. von Hayek, M. Rotbard, etc.

2. The individualism as a principle of philosophicakaxeological and historical analysis of human \étgti
means,that all actions can be referred only tagepeople and no scientific method can succdgsdplain
how certain external events which can be desctilyethtural sciences methods create in human beeaittain
ideas, axiological statements and intentions. fidévidual in this sense is something that canncgdyarated
into the elements, it is the beginning and the @ah every attempt of human action analysis.

3. Catallactics is a science about nature, cause camskquences of an exchange within the framewotkef
market system, including material and non-matenéglources. All non-material factors are also objeuft
catallactics.

4. The Great depression from a point of view of AiastrSchool is in the work of M. Rotbard “The Great
depression in  America” http://www.irisen.ru/booksihnnye/myurey-rotbard-velikaya-depressiya-v-
amerike.html
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Viktor Winschel is aneconomist at the University of Mannheim. He
majored in econometrics, international monetary amdhange rat
policy and theory and political economics. During PhD he ha
worked on optimal currency areas and computati
macroeconometrics. Aftehat he has searched the proper mathem:
tools to approach his top level problems in theimak currency are
theory namely value, money and institutional thecayd the
econometric identification of theories about agentith belief
formation. The rsult is a collaboration with computer scienti:
logicians and mathematicians in order to develggohal semantic an
reflexive approach to economics ultimately with thels of categor
theory, algebraic geometry and logic and so fahwibalgebrass a
functorial interface for games in mathematical exoits

Andrew Schumann: Since the spreading of Keynesian and -Keynesian ideas in economi
many mathematical tools such as game theory, ecetnias) probability theory, data mining, e
have been used in economic researches as wide ablpodVhy have some new mathemat
theories such as coalgebra and category theoryreposed to be applied in economics rec?
Is it insufficient to use the conventional toolsegted within thiNeoKeynesian paradigm

Viktor Winschel: The global and short answer is that new mathemeginsalways potentially unit
generalize, organize, proof and program old mathieaia economics and provide ne
formalizations of old questions and solution: them. We would not consider to program
Internet by machine language or multiply roman nusib8ut in mathematical econom as
possibly in any applied mathematics we always trat tuntii new mathematics arrives. T
language situation in economics looks to me lik:tmuch of interesting economics and sociol
takes place in work expressed in natural languages,commonlanguage of mathematic
economics is functional analysis, not much of ditermathematics, hardy any logic as ok
language, model theory or category theory. Thaasdn is that we use a too low level language
the higher level concepts in econcs with the difficulty of a too large and error peogag
between concepts and mathematics. Of course, diffdrelds use higher mathematics but it
not clear to me how to unite different formalisrasfomatize and run that within software. Ther
much methodological work ahead since radically neglst arrive from computer science, logic ¢
mathematics.

The local and longer story goes like that. In mgtfiecture in economics on househ
theory | have missed the units and the symbol Hertiouehold. This suspicious situation ab
mathematical economics made me study rather neet@ometrics and economics as mucl
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possible in natural language form in order to nasnthe non formalized parts. In the PhD | wanted
to formalize the optimal currency area decisionorSthe question arose how to formalize the
economic reasoning itself since we need to modediadl of agents who do reason economically.
At the same time economic policy questions are anstvby the composition of various economic
argumentation lines of different size and form iatbanswer that applies the composed theoretical
construction analogously to the question at hardl $ent on to program a theory discussion
software and see whether it can be made into auptioth function of me as an economist.
Compositionality of economic theories occurred te t@ be an impossibility with my tools. One
core impossibility was how to use logic about défgial equations that describe agents who do the
same? | run into at that time an unsolvable metd ahject language clash. A reusable
programming style is considered to write the geimga problem solution with the actual problem
being an instantiation, much like Grothendieck ehtb characterize his work as “to open a shell is
to dissolve it in water” or the functional programg approach to design layers of ever higher
domain specific languages until one can expressotiggnal problem in a natural form. Is it a
surprise that we need very abstract mathematicghiervery abstract cost benefit analysis of
economic decisions like the optimal currency areastjon? After all abstract mathematics is used
for engineering problems that are much less comiblax economics.

So, programming myself as an economist seemed tasnaedigital native programmer to be
a natural approach and it occurred to me only |aéer the PhD, that the underlying topic of
reflexivity is probably as old as the human diseg\a their own identity and besides in economics
also at the core of philosophy, sociology, math&saand computer science and that | need to
descend into rather deep mathematical and philesalplvaters. |1 have reprogrammed meta
circular interpreters in Lisp and Prolog where aises a language that is able to program its own
interpreter, which is the source of the need fdlexése figures in computer science, just like the
fact that data and code is located in the same myeamul that code can be data or input and output
of other code. After this insight | knew that itptares as well something very important in
economics but | did not know what and why untilniderstood in what sense lambda calculus and
domain theory and the underlying functorial fixeairjts are similar to an infinite game and other
mind boggling structures in economics.

So, after my PhD my tools became insufficient for @aonomic goal of a formal theory that
is given mostly in a natural language form withtpdragmented in different mathematical subfields
of all kinds of economics. My tools have been sduomctional analysis, statistics and Fortran
hacking, no logic, model theory or sufficient amtsuof topology, differential geometry or software
technology. The modelling issues like the Lucatiqure, that agents anticipate theory and policy,
together with belief, theory and institution formoat and the interaction of theory and model are at
the core of the modelling issues in optimal curgeaceas and the underlying value and money
theory. All that are rather deep conceptual watsra/ell and the question is whether and how more
abstract mathematics might help. But not only fiomal analysis became insufficient but set theory
itself is not sufficient for the synthetic, relatim and reflexive structures in economics thanis i
need of rather high level theoretical operationg. Méed units, types, functors, their fixed points i
recursive domain equations, solution concepts est frder citizens, global macro entities,
aggregation schemes, relational calculi and muchenhmgic and model theory. | am currently
trying to interpret the macroeconomic structures adgebraic geometric constructions like
homotopy, schemes, sites, coverings, cohomolodimits, sheafs, glueing conditions, comonad,
topoi, local languages or adjoint functors. Mangremmic concepts have a natural representation
therein.

Coalgebras are, compared to the available, anthk tirgently needed, machinery, to be
seen as a starting point for functorial fixed psiahd categorical methods in economics. All of that
have been so far used only in few economic papésategory theory was used to my best
knowledge for the first time in 1989 in some papaysVassilakis with functorial fixed points on
the category of domains in order to capture vari@fiexive or infinitely hierarchical phenomena
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discussed in economics since long. We see our udfagmalgebras as a first typing of game trees,
the computational machinery of current macroecosambdels as in my PhD is still to be typed.
To my best knowledge no one has ever proved in otatipnal economics (as opposed to
economies) that his code is bug free, instead beelyknows they are buggy and we know that we
know that, even so billions of Euros and whole ovadidepend on the decisions of let’s say central
banks or other international economic institutiokée may be able to use modern computer
scientific technology not only in order to avoidashing airbuses but also to avoid collapsing
exchange rate systems.

Coalgebras unite modal logic, unobservable statesition systems and even calculus to
some extent for macroeconomics. Vassilakis categbAnsatz for some deep economic problems
did not take off probably because his handful gbgra were not enough for such a shift in the
abstraction level of the used mathematics. Therst inel a bridge to usual mathematical structures
and worked out examples that prove new theorengeeralize or simplify old ones. Kalman style
system theoretical models are unobservable statsition systems, Kripke structures, automatons,
largest fixed points on posets — all that is useddonomics and all that are coalgebras. They unite
and generalize existing mathematical tools in enuos and make the tools of computer science
accessible. Many of them are not even known totend not all economists know that most of
what they do in theoretical discussions is abductigth counter example generation that can be
automatized by model generation, model checking thedrem proving assistants. The Curry-
Howard isomorphism and even lambda calculus aralhhamsed in economics and even
computational economics.

Coalgebras are a kind of lower upper bound of tlathematics we have compared to the
one we can get. It is an interface for mathemagcahomics. Final coalgebras as semantic domains
of all behaviour of the functorial structures anedtorial fixed points on the set category rathant
on domains simplifying Vassilakis approach whileeythstill allow for infinite, observational,
reflexive, dynamic structures like sets that canthiemselves and that arise for example in belief
formation in economics. Corecursion is amazinglgcgical for programming potentially infinite
structures in Haskell like natural numbéts[1,2,3...] which makes nasty nested loops in saxféw
into elegant guarded co/recursions with the categlbcompilers doing the mechanical work of
translating into loopsN is definable for example as the largest fixed poim = 1 : map (+1n.
Corecursion allows for an ordinary differential atjon solver programmed directly as the
fundamental theorem of calculus in two lines of kédisthat compiles into a coefficient matcher on
power series which is a mess to imperatively pnogtlaat by hands as loops. Economic dynamics
is likewise so far formulated only recursively amat corecursively and only at the function and not
domain level for hierarchical systems like belief imstitution formation. The coalgebraic
formulation of simple games might look like an dulrbut it is invariant over existing game
theory and it can be integrated (I think for thestfitime) with macroeconomics via algebraic
geometry and topology. A computational side effeicbur coalgebraic framework is a running
software engine that is more or less a directlyttem down version of the mathematics of the
framework itself. Corecursion is the proper struetior infinite data types like hierarchies of leéli
times or interest rates or repeated games butralonumbers, approximation and convergence
arguments. In short, functorial dynamics on strresfudomains is meant to unify, simplify and
generalize mathematical and computational economics

Aren't sets that contain themselves an intuitieetisig point for the fact that modelling in
social sciences takes place in and changes the lleddeystem? So the question is what
mathematics supports these kind of circularitied laow to factorize directed economic production
functions into causalities, epimorphisms, monomispis, relations, networks, rings, fields, global
solutions of equations, graphs, axioms or code famlly in policy and institutions? In what
language? What could be a categorical dual acamymtirhe best lesson of my first economic
lectures is that household theory is dual and tlealare one of the strengths of category theory. |
hope to see soon in the Edgeworth box of the iotera of two economic agents the algebraic
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geometric information of the global solution of tbentract curve. | think we can discover many
new approaches and solutions in a categorified @o@s. There are many functorial and global
structures in economics and sociology beyond $ets dontain themselves like in languages that
create new ones. We can start to rethink the tyjpecoconut that produces a coconut just as money
that merges apples and oranges into dollars, tatiday functional analytical arguments and (why
not global) welfare theorems, creative accountimgsting bubbles and black holes for central
banker's and finance minister's moneys — these deebe strange local languages and type
translations.

Andrew Schumann: The new mathematics such as coalgebras, streamlicgloocess calculi,
labelled transition systems and so on with theipliaptions in economics is called non-well-
founded, because the set-theoretic axiom of foumnias violated there and, as a result, we cannot
build inductive sets which have been traditionalsed for mathematical simulations in physics,
economics, etc. This new mathematics is unconvealitidVhat advantages does this mathematics
have with respect to conventional mathematicalstaokeconomics?

Viktor Winschel: Coalgebras generalize and unify rather usual madhiesnin economics and by
that switch in theory and software from awkward amgblicit coalgebraic constructions to their
explicit formulation with available proper higherder tools. My goal is to capture, starting with
non-well-founded tools, mathematically more natyrahe open, infinite and self-generating
processes of social systems. These problems aaedreever since in economics and related
disciplines but for sure in some cases not with pheper since new mathematical tools. An
important goal of abstracting from the economicligggion is to arrive at a mathematics that may
connect to the available ones in mathematics itsaif to avoid as much as possible the possibly
unavoidable production of inferior local solutigmmocesses to economic structures where the
economic semantics is given in natural languageestdhat loosely translate between axioms,
results of formal methods and hardly between ecastsmand non economists, including
mathematicians. It might be some bug in the ingergiystem of economics to be uncontrollable by
secretly deciding on undecidable problems but thén is a case for economists bashing in the
political economics of economics and for theoreti@astitutional, constitutional and existential
reform of economics possibly including the diageasiat a reflexive approach to economics is
worthless or too costly.

What we need is a better division of labor withatler sciences, we need to type natural
language economics and we need ontologies andad&slof theories, practically available and
composable in software tools. After all modelling also a process of agreeing on the
communication protocol with others trying to solbe same problem. Here is where economists
need to work on. In fact my work can be headed asaach for a language of economics that
connects us to the rest of the non economics worlte overemphasize in economics of
“applications” is self-defeating since without falations there are no applications in a changing
world and without syntax and application indeperidstructure identification there is no
economics, and no division of labor, of economgsnaany science. But yes, my application is still
missing just as the Euro is still not doing welltasre seem to be some holes where the money is
pouring into and it seems that we do not know wing where these holes might be. They might be
detectable by Betty numbers as an exchange rateéetthe hyperplanes of a relational picture of
an economy versus a usual one, who knows? To whahel holes connect to? To the banking
system? Does it extract the rent of double accogfti

The extraction of formal meaning from natural laages and retranslations will ever prevail
in economics and economies, this is about condgrearned lessons into reusable, generalizable
mathematics, business plans, arbitrage opportsraiiel rent extraction and generation activities. |
hope that category theory, as a way to translabeiween different mathematical formalisms, as a

51



semantics for mathematics itself, can help to irhpowerful tools into economics and relate it to
its local, existing syntax, semantics and pragmsatic

We can find in categories many economic stories @mhomics at its core is a rather
universal cost benefit analysis similar to comphexind semantics in computer science. Categories
are very suited for social science by allowing &dirte local languages and infinitely many truth
values as approximation. Allowing for propertiedydny embedding objects into their environment
is very but so far not valuable. The ability to idef properties without introspection into their
carrier is useful for theories of introspectiorflexively enough this sounds rather strange. 1khin
about the categorical self-participating universatsl adjoints as universal or golden social rules
just like Kant's categorical imperative or Ellernsamelping people to help themselves. By
switching from content to pure form, | guess we daetter discuss modularization and
decentralization, private versus state run prodagtiwhy there are firms and markets,
representative democracy or whether a common aynerto be used. Can in times of IPhones the
guestion of currencies be reduced to an algoritipnoblem? This is the question of rules versus
discretionary based monetary policy. The econorargs sociology not yet formalized but already
in natural language form is full of challenges tathematics and often in need of rather abstract
structures, think of constitutions of how to findogl constitutions or how to price cohomologies in
economies? What is the profit from teaching a nrattecian natural language economics and vice
versa?

Andrew Schumann: George Soros was one of the first experts in firamloo proposed to apply the
notion of reflexivity in economics. On the one hamdGerman (transcendental) philosophy there is
a long tradition of logical, philosophical, socigloal studies of reflexivity. On the other handsth
notion is formalized within unconventional matheiwst Whether this means that new
mathematical tools in economics might combine cmmtial philosophy with the paradigm of non-
well-founded mathematics? What is reflexive ecorusmi

Viktor Winschel: Soros represents the math of his approach asipattiy and observing functions
y=p(x), x=0(y), in one of theAlchemy of Finance editions. They are like the two corecursive
eqguations that we use with Samson Abramsky or esePLescanne to define infinitely alternating
moves of strategically interacting agents. Sorogewithat they solve into never ending sequences
of change and not equilibria. This captures in fde duality of participating as algebra and
construction versus observing as the coalgebrheofrtfinite. | have called it the do-see duality of
econometrics of non experimental macroeconomic ddiare contexts cannot be held fixed in
order to easily infer causalities from observatiodss remark on equilibria depends on what it
might be. | think of an equilibrium as a soluti@nan interactive problem. | agree if he means that
equilibria in economics do often smell static ratttean dynamic and interactive. There is a sever
mathematical problem in functional and not domaicursive economic dynamics. Solow proposed
to Soros to recap his knowledge about solutionsysfems of equations. But Soros is right in that
content and context interact in economics and gives a never ending change, as a kind of
dialectics (and remember there is synthesis dftesi$ and antithesis), if one thinks about largest
fixed points and not as, presumably Solow did, alBouwer typed ones. In usual economics we
arrive at an equilibrium and the question is whapgens then. We usually need some exogenous
shocks and adjustments to it in order to genergi@rdics, which is obviously rather strange as a
picture of societies that generate shocks fromiwitWe can always ask what is an equilibrium of
equilibria and then we are in a world of many pllgsequilibria and some process to select one in
theory that we actually observe. However, the wegdilibrium is a highly unlucky one for the
concept of coordination that we have in mind ang &till the heritage from mathematical physic
analogies of around 1870.

Besides that, mathematics is always unconventiandlaccording to von Neumann never
understood, we only become used to it, | guesetrgrslations and generalizations to and from the
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old habits as a form of understanding. Morgenshas written about self-fulfilling prophecies and
the interaction of the theory and the modelled sysin the 1920s. And | guess, yes, non-well-
founded mathematics and categories in general ggadieas to answers to challenging parts of the
continental philosophy. The closest connection tothinking that | have found in sociology and
philosophy is Luhmann's system theoretical socilbgt is very much related to coalgebras, non-
well-founded structures and in fact topos theorg. tthnslated many results of computer science,
system theory, cybernetics and explicitly builds &pencer-Brown's (rather isolated and
idiosyncratic) mathematics of the Russell paradbixere must be a coalgebraic formulation of
much of Luhmann's work since Spencer-Brown's compigth valuev is an infinite sequence of
True and Falsej = True : map not. Moreover, there is a new logic of David Ellermauilt on the
partition dual of the usual logic by subsets. Tibigks like a logic for the observing of observers
where the unit of observing is to make a differerlaannes Heinrich's philosophy is similarly a
modern account of taking reflexivity as the founalaal figure of societies. His notion of mutual
thinking about each other’s thinking is similar tiwe belief hierarchies of Harsanyi which is
definitely a coalgebraic construction just like Beandenburger-Keissler paradox of Alice's beliefs
about Bob's assumption is a firsplayers Russell paradox, hence sets that cortt@imgelves —
again a coalgebra. In short, we need to endogetigzngies into the system they are about and see
how different theories aggregate into the dynaroicthe system itself. | call that quantum physics
to the power of quantum physics. If the observestesy is changing the physicist then together
they form a social system.

Reflexive economics has to provide a model theorysbcial science, where theory, syntax,
content, form drives the model, semantics, confenttion. In logics itself this interaction of limg
as a description language and as a structure owitsright is not often discussed. This might be a
new challenge that social science can approachhegwith the help from logic, computer science
and mathematics. Maybe we proceed to dynamicallyivg sets, vibrating strings but for sure to
some existing or new mathematics of unseen econtoma. Any help is welcome from anyone
who asks for the well being of our top level resagr for life on earth as the ancient goal of
housekeeping in times where the house becomeshbie warth.

In what ways for example could topos theory, thas mecently been proposed for the
physics of endogenous space and the rest (incliaiogomics?) be useful for the endogeneization
of truth values, domains, languages, rules, dogamaisinstitutions in social systems as windows
into a reality where it is never obvious whethas ithe window itself.

In my economic problem the language of the econmnmyoney. But reflexivity is only the
first step of two observing agents who observe ediclr. The next question is a global one namely
how do they observe themselves together or why, aogy what society is emerging from these
mutual observers and how to evaluate their exchamigevork and money from all three
perspectives and in different languages and trathes. | would like to combine micro economics
in coalgebras and logic with the algebraic geomefrynacroeconomics where the local to global
transition is mathematically taking place and whishwhat category theory was developed for.
After all money makes the world go around and ansimprobable geo meter. Macroeconomics is
heading towards algebraic geometry in applicat@iisomotopy theory for the global solutions of
polynomials in general equilibrium theory. Cohonmplogives us the calculations and | think we
can also find around these structures the properekdor the wholenesses, globalities, syntax and
semantics of theories and models, solutions, estiidentities, persons, agents, households and
values that we are talking about in economics athksciences all the time — in short we need a
synthesis from “I” and “you” to “we” as the embeddiof “I” and “you” into the “we” and vice
versa. People communicate by taking alternativatpaf view in all over the common space and
they try and succeed or not to understand therdiiteruth values arising from that.

Andrew Schumann: Is it possible to construct in the future computiaél economics, where all
economic phenomena will be simulated, programmed paedicted? How will it look like?
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Viktor Winschel: Economic and social theory is about predictionsctvimight change the predicted
and about changing the rules as the best way thgbriae future and to interpret the history. If we
find out something about the informational struetuthat govern societies as their nervous systems
we extend them into a new form. Economics is adarge yourself and your household” theory
with predicting the future as one of its tasks. Fog finance minister this includes changing the
rules and even changing the constitution whichbmuarules to find good operational rules or laws.
My mental image is a software that runs mathematidheorem proving as type transformations,
for a kind of self-organized SAP system for natiestates and communities, the finance minister's
workflow rethought, decentralized and integratégpu want. We have that kind of software in the
economy in chip design and verification of secudtyical software. Similarly, the research called
Social Software mainly in computer science andddgoks at societies by means of algorithmic
and semantic tools. So the boundaries betweenyhsoitware, model, economics and computer
science are blurred and traditional economic cotscaye about to be re-examined.

As our first code is up a running my goal for thexinsteps of a computational economic
system are logical specification languages for thend system specification and verification with
model checking and generation and econometricsca® @nd automaton generation for an
automatized production or synthesis of economioriee and the analysis of their theoretical
behaviour and the same for the agents in my theariech are in fact my principals and | am their
agent. So the content and the context interactyirown type of work and even change their roles,
just like in our corecursive or Soros functions,endit is not clear what is the context and what is
the content, both are both, depending on the pidimMew. They are both, alternatively changing
their roles, infinitely, just like Spencer-Browrtemplex truth value or -1, +1 if pluggedxn= -1 /

X.

Software can visualize economic theories as thgadngs, synthesized movies and all kind
of various media and data and theory builder magneamteract with sensors within virtual worlds
like SimCity. The theatre play, graphical and sylitbformat is what | have often used to teach
myself mathematical and informal economic argunteridines, figures and patterns. My motto
right now is that the theory is the code and formathods of computer science are used to analyse
their properties. Our coalgebraic framework in thieyost finished, paper with Achim Blumensath
explicitly uses this metaphor, where, as in forbialgebraic language semantics, we care about the
behaviour of the whole code arising from the betvawdf the individual operators. We use natural
transformations of functorial games and stratefpescompositionality and hence aggregation as
the first step to macrostructures and their idestjtit seems as colimits. However, since we need
micro and meso and macro structures the bialgebeaantics turned into a sub modular one with
two instead of one natural transformation. Syntaa algebras can be taken as network structures
that are strategically constructed within the systby that it organizes itself. The need for meso
structures makes econophysics based on statistieahanics useless. Complex systems are like
that because they have intermediate structuresrtbegover reason about the aggregated structures.
In complex systems there are neither case basgdlarities at work nor laws of large numbers. It
points into a fractal repetition of the same stuues at varying levels just like category theory
reveals the fractal organization of mathematics.

A related general problem is the prevailing usafenty extensively interpreted functions
as input output boxes in computational and gerszahomics. Non intensionally, without looking
at the rule or algorithmic content of functionsbécomes complicated in not impossible to build a
theory of the composition of production and utilfynctions and to see how synergies and added
value evolve and are distributed in economies.h&t $ame time, we need to model behavioural
phenomena at the interfaces to unobservable spackfience a clear notion of automatons and
unobservable state based systems for epistemiorantbgical states. This is what the coalgebraic
framework provides, unobservable state space sgstand automatons, together with the
implementation and the access to formal verificaBgstems and much more. Lambda calculus for
example tells us how the evaluation of functionuangnts relates to function composition.
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Extensionally we cannot distinguish betwédggfx)) and {.g)(x) but economically we have to since
intensionally both expressions are possibly suliigatery different costs or complexities and that
depend on the order of argument evaluation andtitmecomposition. In the end more general
notions of morphisms than functions are neededistcuct the category where the invisible hand
arises is a colimit. The question of economic vateems to be strangely outside of economic
theory as rather arbitrary cost functions that agmany production functions. The units of the
operations are not specified and accordingly muthea@nomic semantics evaluates natural
language concepts ultimately to real numbers. Seglect the computational and algorithmic
content of production and most of all the componsdil effects. We simply do not use the proper
algorithmic tools for the compositionality and tipeocesses of economies. This is what our
coalgebraic framework is about. We aim at compasaliity by natural transformations of games
and strategies into aggregated ones.

Take any Internet company which is about produsioigware or management that is about
producing similarly algorithms or rules of transfations of some types. What is the type of an
economist, who is producing consultants who arengakroduction functions and produce better
ones? We can speculate whether an economist withoatigorithmic interpretation of functions
would succeed as a manager of Adam Smith's naibrfgcwhere one needs to detect sub modular
opportunities for the division of labor that preses the whole product but at lower costs, coverings
and normalizations. This can be taken as a coageldorm of graph minimization under
bisimulation as behaviour preserving equivalentaions or as a normalization on a wholeness. In
turn, reflexively, due to a lack of understandirfiglee division of labor or value theory, we have a
fundamental problem of composing economic theafésiently. The division of labor situation in
economics and with the rest of the sciences i$aotto efficient. Compositionality is a field where
much work was devoted on in computer science arttlaneaatics and from where we can learn very
much for some of the core questions of economiceeldted question is why have these tools not
been developed in economics? How do we need taaezloar students in order to do so?

I think computer science and economics share saméas and foundational concepts and
problems like the need for introspection or reflityi explicit syntax and semantics or value
theory, encapsulation and global solutions or edization and parallelization. Moreover computer
science moves more and more into traditional sag@nce domains implementing our societies
and human-computer interfaces. However, computensiic and logical results are about to
improve the economic reasoning process itself iaddpnt of the entertained theory. But we need
to discuss how that connects to existing economics.

Andrew Schumann: Many experts claim that the financial crisis of 80&as caused by the
insufficiency of conventional economic paradigmluaiing Neo-Keynesian mathematics. Can we
assume that the new mathematics in economics allev® solve much more problems in the
future?

Viktor Winschel: The economic problem of the current and other firarcrisis is most likely the
result of an insufficient understanding of relaibstructures in economies and economics. Take
double accounting and Walras' Law, my colleaguksrte hand wavingly that this is simple, at the
same time it is unclear whether dynamics in maaoemics is consistent with national double
accounting, implemented by the banking sector. Mtmehnically it is unclear whether the
postulated or real dynamics takes place at somerplgnes that cannot be reached without some
creative accounting, invention of nonexistent typegconomic theory or securities in financial
markets. | am not even sure whether we know thth tvalue types for these kind of questions.
Where does cheating starts — already in the symda&here social structures where cheating is a
way to do anything? For sure it is easier to claeak err in a theory if there are no units of kg or
dollars of resources. What units do the indicesasfsumer prices have? And what is the type of a
financial contract that is written in 100 pagesagtristic language talking about prices composed
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from various assets priced by nonlinear stochaifierential Black-Scholes equations? It may not
be a standard contract to be traded over the cQumbelld you buy it?

The old stock-flow problem in monetary economicsfarsas | know is still not resolved
which is about constraints propagation in hierax@hknowledge based systems and amounts to a
proper treatment of time points and spans. ProdegE, embeddable into our coalgebraic
framework, might be a language for economic theéorgsk how to approach the measurement and
control of decentralized structures. It is one ltd most complex problems in computer science,
engineering, economics, banking and managementt Miosll control is either dictatorial or
emergent or composed from the control of subp&ds.sure emergence is not discussable in the
mathematics we have in economics and we need gholobfjeometric methods.

My own understanding is that money theory and esoaaheory in general is about
generalized double accounting thus a relationakesyith adjoints that give us universal values.
Accordingly, my inner problem of economics are eggtwus, sub modular hierarchies or meso
network structures that create and distribute vallee mathematics we were talking about is the
result of my modelling problems that | had withiptional currency areas. It needs by subject much
of economics and from my point of view some latkstal and global mathematics.

We will see where the new mathematics, logic, caempscience and programming
languages which drive the internet and the econcemybe of use in economics. The work ahead is
to type the theory of optimal currency areas tovarat the value of a common decision about the
constitution of a central bank written on some gaigethe language designed by the mathematics
we were talking about and interpreted by a prodfirem and model generator for a scenario and
counter example exploration that evaluates theraonton available data. This is the general
problem solving and contract generation machindrgamnomics if one takes optimal currency
areas and central bank as variables of the tygéobhl game and strategy, respectively.
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