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UÄÝçÝÖã OÙ®¦®ÄÝ
Ê¥ MÊÙÄ AçÝãÙ®Ä EÊÄÊÃ®Ý:
T« H®ÝãÊÙ®½ S«ÊÊ½ Ê¥
EÊÄÊÃ®Ý ÊÄ CÖ®ã½ Ä
EÊÄÊÃ® C½ç½ã®ÊÄ
EçÙ BÙçÄ*

T

he Historical school of economics does not enjoy the best reputation among present-day economists, but especially the Austrian
school appears to be out of sorts with its former adversary in the
Methodenstreit. It seems fair to say that David Gordon’s (1996, p.
7ff.) account, according to which the members of the Historical school
bluntly rejected economic laws like the principle of supply and demand, is
generally accepted among Austrian scholars today. In the English-speaking
world, Friedrich von Hayek, Joseph Schumpeter, and Ludwig von Mises
are mainly responsible for this state of affairs (Hodgson 2010, p. 296; Grimmer-Solem and Romani 1998, p. 268).

*Eduard Braun holds a postdoctoral position to the chair of economics at Clausthal University of Technology, Clausthal-Zellerfeld, Germany.
I attended the Mises University in 2007 and was a summer research fellow in 2008. The
present chapter is an outflow of my introduction to and study of German economic thought
between 1800 and 1950, which I became interested in while a summer fellow at the Mises
Institute under the direction of Professor Salerno.
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I do not try, in this chapter, to overturn this negative judgment. However, I would like to point out that there are some elements in the body of
Austrian Economics that definitely stem from the Historical school. Surprisingly, the Historical school acts as the model for Mises’s capital concept and, by implication, for his economic calculation argument against
socialism. Mises’s discussion of the fundamental difference between
capitalism and socialism does not, or not only, rest upon praxeological
reasoning. In fact, the same praxeological laws apply in both capitalism
and socialism. In order to make his case, Mises has to presuppose several
historical institutions that only exist in developed and monetized market economies. In this context, he draws on concepts developed by the
Historical school. It was not necessary for him to acknowledge his debt
to this school — and possibly he was not even aware of it — because he
could act on the authority of Carl Menger, at least regarding the capital
concept they both employed. Carl Menger himself, however, derived the
capital concept on which Mises would later rely directly from Richard
Hildebrand, a member of the Historical school. Like in monetary theory
(see Gabriel 2012, p. 41), the influence of the Historical school on Mises
concerning capital theory was an indirect one — via Menger.
The present chapter starts, in section 2, with a short presentation of
how Menger, in 1888, changed his point of view on capital, and continues,
in section 3, with the demonstration that Menger, in adopting the new and
different view, made a step toward the Historical school. Section 4 traces
this historical point of view on capital in Ludwig von Mises’s writings. It
cannot be said that section 5 demonstrates, once and for all, that Mises
implicitly admitted that economics is, in some sense, a historical science.
But it tries to indicate the difference he made between praxeology and economics. The former he calls the general theory of human action, but the
latter he does not consider to be entirely free from historical preconditions.
Finally, section 6 contains a short discussion of Albert Schäffle’s analysis
of economic calculation as a central institution of capitalism. Apparently,
Mises argument against the feasibility of socialism was at least foreshadowed by a member of the often ridiculed Historical school.

CÙ½ MÄ¦Ù ÊÄ CÖ®ã½
Carl Menger changed his point of view on capital theory considerably
between 1871 and 1888 (Schumpeter 1997, p. 187; Braun 2014). He did
not discuss capital very deeply in his Principles (Stigler 1937, p. 248), but
to the extent he did, he advocated a capital theory that is concerned with
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production. His capital theory was connected to his vision of the production process as divided into several successive stages, where consumer
goods result from the successive processing of combinations of higherorder goods to lower-order goods. Menger (1871, p. 155) says that one possesses capital if one “already has command of quantities of economic goods
of higher order … in the present for future periods of time.” By adding this
aspect to production theory and associating it with capital theory, he laid
the groundwork for Austrian capital theory as developed by Böhm-Bawerk
(1930), Friedrich von Hayek (1941), and Ludwig Lachmann (1978).
It is seldom recognized that by 1888 Menger had changed his view. In
a long article on the subject — Zur Theorie des Kapitals (A Contribution
to the theory of capital) — Menger proposed a radically different vision of
the scope of capital theory. Streissler (2008, p. 371) is of the opinion that,
by writing his article, Menger only made a prepublication attempt to refute
the theory of Böhm-Bawerk. However, it seems more probable that Menger
turned against all capital theories — including his own one — which have
been developed by economists in disregard of everyday language use and
established business practices. At the very outset, he declares that it is
a mistake that cannot be disapproved of enough when a science
… denotes completely new concepts by words that, in common
parlance, already describe a fundamentally different category of
phenomena — a category that is also important for the respective discipline — correctly and properly (Menger 1888, 2).

It could be suggested that he was referring mainly to Böhm-Bawerk’s
theory in this quote. However, there is every indication that Menger also
implicitly revoked his earlier point of view. For the common parlance concept of capital is not identical with his own one from the Principles at all. In
Menger’s (1888, p. 37; emphasis added) words, the common parlance view
has nothing to do with the production process or the different orders of
goods:
When businessmen and lawyers speak about capital, they do
mean neither raw materials, nor auxiliary materials, nor articles of commerce, machines, buildings and other goods like
this. Wherever the terminology of the Smithian school has not
already penetrated common parlance, only sums of money are
denoted by the above word.
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He hastens to add that capital only embraces sums of money that are
dedicated to the acquisition of income, and that “sums of money” not only
refers to plain money, but to the monetary value of all kinds of business
assets in economic calculation.
Menger thus switched sides in a debate that seems to be as old as economics itself. Does the term “capital” refer to a production factor or does it
refer to the organization of the market economy by calculating entrepreneurs who maximize the monetary yield on their financial capital? At a first
glance, the distinction between these two viewpoints does not seem to create
a great problem. To give an example, even Mises (1949, p. 260 ff.) contains
traces of both concepts of capital. He reserved the plain term “capital” for
the economic calculation of entrepreneurs but, for lack of a better term, he
referred to the produced goods of higher orders as “capital goods.” The next
section will demonstrate, however, that the two sides of the term capital do
not fit together harmoniously; rather they roughly correspond to the two
sides of the Methodenstreit between the Austrian and the Historical school
of economics. Menger’s earlier concept was elaborated to Austrian capital
theory, whereas his concept of 1888 turns out to be the one endorsed by
the Historical school.

T« H®ÝãÊÙ®½ S«ÊÊ½ Ý ã« SÊçÙ Ê¥ MÄ¦Ù’Ý LãÙ
V®óÖÊ®Äã ÊÄ CÖ®ã½
The first thing that must be mentioned is that Gustav Schmoller, Menger’s
principal opponent in the Methodenstreit, was quite happy with Menger’s
later standpoint on capital theory. In his Grundriß der allgemeinen Volkswirtschaftslehre, Schmoller (1904, p. 180; emphasis added) appreciated
Menger’s step toward the common parlance concept of capital:
Where one has provisions of goods in mind that technically
serve further production, one may also use the term capital;
often it will be better to say acquisitional wealth. All in all it
seems to me to be the right thing to return, with C. Menger, to the
capital notion as established in business life.

In fact, it can hardly surprise that Schmoller welcomed Menger’s shift
of opinion. In his 1888 article, Menger clearly adopted the viewpoint of the
Historical school of economics.
It is easy to demonstrate this point. When Karl Rodbertus (1843, p. 23ff.)
made, probably for the first time in the history of economic thought (Jacoby
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1908, p. 27), the distinction between social and private capital — between
capital as a production factor and capital as a means of acquisition and calculation denominated in money — he ascribed each term to a distinctive
problem area. For him, social (or real) capital is a universal, absolute, and
pure concept that can be defined independently of time and place. It is the
capital concept that he thought is apt for economic science. Private capital,
on the other hand, only has relative importance. It results “from the arbitrary
ingredients of a historical state of affairs. It would disappear if profit-yielding
property disappeared” (Rodbertus 1843, p. 24, n.; emphasis added).
In other words, the capital concept which Menger used in his Principles and which later Austrians like Böhm-Bawerk, Hayek, and Lachmann adopted (and which relates to Mises’s “capital goods”) can be found
in any economic system and in any time period. Individuals in isolation,
like Robinson Crusoe, employ higher order goods in the same way as a
socialistic and a capitalistic society does. It is a general theoretical concept
and independent of historical factors. Monetary calculation, on the other
hand, which is the background of Menger’s later (1888) capital concept, is
only a historical phenomenon. It is neither part of Robinson’s island nor of
a socialist society. It only appears in a developed and monetized market
economy where property rights to the means of production are enforced.
Later on, German economists like Adolph Wagner generally referred to
this concept of capital as the historical-legal one (Jacoby 1908, p. 28).
That Carl Menger adopted the viewpoint of the Historical school
becomes even more obvious when one compares his 1888 article with what
Richard Hildebrand had written five years earlier. Hildebrand, a member
of the Historical school teaching in Graz, Austria (Schulak and Unterköfler
2011, p. 25), had written a book on monetary theory that contained one
chapter on capital. There, he clearly foreshadowed Menger’s later position.
First of all, like Menger (1888), he rejected the efforts of economists to
create capital concepts that deviate from common parlance. Hildebrand
(1883, p. 72, n. 35) counters the
idea that the capital concept is open to arbitrary terminology at
all, or that science, in a way, has to create or invent the concept
in the first place. To the contrary, the concept of capital … is a
fact that is already given by economic life.

Second, Hildebrand’s positive view of the common parlance concept
unsurprisingly coincides with Menger’s. He (1883, p. 74, n. 35) states that
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“capital indeed can only be thought of or imagined as a certain sum of
money,” and, like Menger, he immediately adds that capital also comprises
real assets in so far as they have or represent monetary value.

Lçó®¦ òÊÄ M®ÝÝ ÊÄ CÖ®ã½
As opposed to nearly all other Austrian economists to the present day, Ludwig von Mises did not follow Menger’s discussion of capital as contained
in the latter’s Principles, but was oriented toward the 1888 article on capital
theory. This shines through, for the first time, in his treatise on Socialism
where he explicitly refers to Menger (1888) and states:
[W]e must first ask what significance is attached to the term
[capital] in business practice. … The concept of capital is derived
from economic calculation. Its true home is accountancy —
the chief instrument of commercial rationality. Calculation in
terms of money is an essential element of the concept of capital.
(Mises 1951, p. 123)

In his Human Action, Mises went a step further and not only stuck to the
monetary notion of capital, but explicitly rejected the social (or real) capital
concept. He (1949, p. 262) called it a confusion to argue, as some economists do,
that “capital” is a category of all human production, that it is
present in every thinkable system of the conduct of production
processes — i.e., no less in Robinson Crusoe’s involuntary hermitage than in a socialist society — and that it does not depend
upon the practice of monetary calculation.

So in fact, without admitting it though, Mises adhered to the capital concept developed and called for by the Historical school of economics. He did
not follow the early Menger or Böhm-Bawerk, who had assigned capital theory to the analysis of the production process; he rather built upon Menger’s
later article which was, as shown above, a concession to the Historical school.

T« H®ÝãÊÙ®½ C«ÙãÙ Ê¥ EÊÄÊÃ®Ý —
AÊÙ®Ä¦ ãÊ Lçó®¦ òÊÄ M®ÝÝ
Why did Mises rely on the historical-legal capital concept? After all, Mises
argued that economics is a part of the more universal science praxeology,
and that praxeology is the science of every kind of human action (Mises
1949, p. 3). According to this classification, no historical relativity is
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involved in economics, and therefore the real capital concept, which can
easily be reconciled with every individual human action like it is done in
Crusoe economics, seems to suggest itself. However, it is often overlooked
that economics is not identical with praxeology, even in Mises’s own thinking.
Whereas praxeology, the general theory of human action, “can be precisely defined and circumscribed” (Mises 1949, p. 235), the scope of economics can not so easily be demarcated. Its relationship to praxeology is
not a simple one, and especially its area of application is not easy to determine.
The specifically economic problems, the problems of economic
action in the narrower sense, can only by and large be disengaged
from the comprehensive body of praxeological theory. (Mises
1949, p. 235; emphasis added)

And here comes the main point. Other than praxeology, which is general and absolute, economics is bound to special preconditions and, consequently, is not a general theory in the same way as praxeology. This claim
is emphasized by Mises himself when he adds that “in this disengagement
[of economics from praxeology], historical and conventional aspects cannot
be ignored” (1940, p. 226; emphasis added).1 The historical relativity of economics, which Mises admits in these few words, manifests itself a few lines
further where he says that economics and catallactics are “the analysis of
those actions which are conducted on the basis of monetary calculation,”
and that the analysis of socialism, where monetary calculation does not
exist, “is possible only through the study of catallactics, the elucidation of a
system in which there are money prices and economic calculation” (Mises
1949, p. 235).
In short, economics itself does not deal with all human actions in all
kind of societies, but only with human actions that are directly or indirectly
connected to money prices and economic calculation. It is true: in order
1

I quote from Mises’s Nationalökonomie because the same passage in Human Action does
not seem to make sense: “Accidental facts of the history of science and conventions play a
role in all attempts to provide a definition of the scope of ‘genuine’ economics” (Mises 1949,
p. 235). The same is true for the third edition.
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to do this adequately, economics presupposes a general theory of human
action — praxeology — but it is not identical with it.2
It should be remembered that Mises’s (1951) famous argument according to which a collectively planned society is not feasible is also based on
historical institutions. Without exchange between money and producers’
goods, he argued, prices of these goods cannot be determined and consequently economic calculation becomes impossible in socialism. This argument is not based on praxeology alone, but it presupposes, for the market
economy which serves as benchmark, the existence of money, monetary
calculation, and property rights to the means of production. It was this
aspect of capitalism that Mises focused on, and from this perspective it
becomes clear why he adhered to the historical-legal capital concept. This
kind of capital does not exist in socialism, and therefore it could help to
distinguish capitalism from any other economic system.

T« EÊÄÊÃ® C½ç½ã®ÊÄ AÙ¦çÃÄã Ý FÊçÄ
®Ä A½Ùã S«¥¥½’Ý WÊÙ»
That Mises’s use of the capital concept endorsed by the Historical school is
no coincidence is apparent when reading the approach of earlier members
of this school to the question of economic calculation. In this regard, especially Menger’s predecessor on the chair of economics in Vienna, Albert
Schäffle (1823 — 1903), must be mentioned. It has been noted before that
Schäffle at least hinted at the difficulties a socialist society would face when
allocating the available resources to the myriads of different uses. Schäffle
is cited for having argued, in Hodgson’s (2010, p. 300) words,
that a system based on calculations concerning labour time faced
intractable problems, including the heterogeneity of labour and
the inaccessibility of relevant data, and would undermine individual incentives.

Apparently, Schäffle had at least a sense of the calculation problem of
socialism, although, according to Hodgson at least, he primarily seems to
2

Joseph Salerno comes to a similar conclusion concerning another important economic
concept: The entrepreneur-promoter does not exist under all circumstances, either. The
entrepreneur-promoter “cannot be defined with praxeological rigor; it can only be identified by a historical judgment” (Salerno 2008, p. 195).
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have aimed at the well-known incentive problem. Huerta de Soto (2010, p.
100) goes a step further and imputes to Schäffle the demonstration
that, without imitating the system of price determination found
in market processes, it would be inconceivable that a central
planning agency could efficiently, in terms of both quantity and
quality, allocate society’s resources.

However, neither Hodgson nor Huerta de Soto argues that Schäffle
has anticipated Mises’s argument in the proper sense. They merely concede
him to have sensed the difficulties of organizing production without the
help of economic calculation.
It does not become clear, in their short remarks, how close Schäffle
actually came to deal with questions that later became central for the Austrian school. In his Kapitalismus and Socialismus, a book which Hodgson
and Huerta de Soto do not analyze and which has not been translated into
English, Schäffle demonstrates that he was well aware of the problem that
has to be solved by any economic order. In this, he partly anticipated Leonard Read’s famous story I, pencil where it is shown that even in the production of such a simple thing as a pencil more or less the whole world
participates.
The social character of the human economy shows that everyone, from morning to night, depends on the work of the whole
humanity. I wake up in the morning and put on a dressing gown:
the wool it consists of has been grown, years ago, in Australia; it
has been shipped to Trieste by Dalmatians, freighted to Moravia
by Italian workers and the staff of the Austrian railways, spun
and woven there with the help of English machines, and dyed
with African colors. (Schäffle 1870, p. 103)

Confronting the complicated relationships of the modern production
process, Schäffle (1870, p. 105; emphasis added) uttered the question: “The
economic miracle of the much discussed division of labor — by which means
is it accomplished?”
So he clearly posed the question that Mises would answer in his discussion of the possibility of economic calculation under socialism. Furthermore, he was well aware of the fact that the socialist authors had either
not realized that socialism has to solve this problem or had provided
merely superficial solutions. This becomes clear in the second edition of
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Kapitalismus und Socialismus which was part of a larger work on the social
sciences. First, Schäffle pointed out that socialism must think of something
that could substitute private entrepreneuship:
With the abolition of private capital as the profit-oriented director of the economy, the difficulty occurs to achieve productivity,
which was aspired by private capital in its own interest, in the
same or even a larger and progressing measure, so that the fairer
distribution of the created wealth does not end up with less to
distribute than the present-day market. (Schäffle 1881, p. 317;
emphasis removed)

Therefore, he continued, socialism must find a means of minimizing
costs. But “[h]ow are the [socialist] managers of the production process
supposed to determine the ‘socially required’ amount of costs?” (Schäffle
1881, p. 317). This would be a very difficult task, he noted, as the ‘socially
required’ amount of costs depends on numerous and variable factors.
Socialist theorists deceive themselves as long as they ignore this problem:
In my opinion, socialism exposes itself to a fateful and economically cardinal calculation error as long as it does not try to contrive ways and means which guarantee, in a better way than the
current competition among capitalists does, that no arbitrary
measure of “socially required” amount of labor is found and
asserted for the determination of exchange value, but the one
that is as low as possible from a social and evolutionary point of
view. (Schäffle 1881, p. 318)

How deep Schäffle actually analyzed the whole question of economic
calculation in socialism is difficult to tell. He wrote several books, like The
Quintessence of Socialism and The Impossibility of Social Democracy, touching on this topic. Hodgson (2010), who analyzed them, has not found a
systematic treatment of the issue. Kapitalismus und Socialismus, from
which I have quoted above, is a treatise of more than 700 pages and consists
of public lectures Schäffle had given in Vienna. Therefore, it does not contain a systematic line of argument. Schäffle neither comes up with a proposal for the organization of the production process under socialism nor
does he outrightly deny its possibility. He rather seems to advocate a mixed
economy as he does in his other books (Hodgson 2010, p. 311). However,
a profound judgment can only be made after a thorough study of all of his
works which include, next to his lengthy monographs on socialism, several
multi-volume textbooks on economics and sociology.
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At this place it suffices to register that Albert Schäffle, a member of
the Historical school, came close to seeing the problem of economic calculation under socialism. Whether he analyzed it satisfactorily is not top
priority. One must not forget that, unlike Mises and Hayek, Schäffle wrote
decades before the Bolshevik Revolution and had no real-world example
of socialism to consider. Furthermore, he mainly wrote before the neoclassical revolution, thus lacking the apparatus necessary for the dismantling
of Marxist theory (Hodgson 2010, p. 306). At any rate, Schäffle and the
Historical school can be shown to have points of contact with Austrian
Economics, whatever the methodological differences may be. Whether
these links are worth a closer inspection and whether modern Austrians
can profit from it cannot be foretold. For my part, I believe that the comprehensive rejection of a whole school of thought will rarely be justified.

CÊÄ½çÝ®ÊÄ
Streissler (1990, p. 31) has called it a myth that the early members of the
Austrian school elaborated their novel insights independently of and in
contrast to German economics of their day. I would not go so far as to
maintain that the fundamental opposition between the Austrian and the
Historical school is also a myth. At any rate, I tried to show in this chapter
that at least some caveats must be made. Although he did not stress this
point, even Ludwig von Mises, the father of the general theory of human
action, in some of his theoretical arguments presupposes the existence of
historical conditions and institutions. The connection to the Historical
school can best be seen in the fact that both Menger and Mises employed
its capital concept. Mises’s argument on the impossibility of economic calculation under socialism is based on it, and it even seems that the argument naturally flows from it. At least one member of the Historical school,
Albert Schäffle, was led to similar, though less elaborated and precise views
concerning the role of economic calculation in capitalism and socialism.
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