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The Mcthodology of the Austrian School Economics

| by Kenzo Kz'ga’

In spite of the controversy on the nature of study method and economic law, carried bet-
ween the ‘Austrian 'School and the Historical School, the ruling academic body in economics in
Germany then, having come to a compromise after all, this event proved a contribution for the
clarlﬁcatmn of the logical nature of economic: law. ' B

According to Carl Menger, there are two kinds of theoretical law in economics: 1, the exact
laws set mainly by the deductlve reasomng, and 2, the realistic empmcal laws set by the 1nduc-

- tive reasoning. The knowledge obtamed by these two kmds of reasoning, which enables us to
search the general causational relationship or the mutually interdependent 1e1at10nsh1p, d1ffers
in its objective from the historical knowledge whlch aims at explaining the individual particu-

* lar nature of economic phenomena. The exact laws, however, closely ‘watch and examine the

relationships that will occur of necessity either causationally or interdependently. On the other

hand, the réalistic, empirical laws aim at indicating the regularity of the general, common.

.phenomena.

It was the former, that 1s, the exact ]aws, the importance of whlch ‘was.stressed by Menger
and his successors such as Bohn-Bawerk and Friedrich von Wieser. As they are to be formu-
lated by abstracting or isolating the realities, they themselves are n,ot‘.the realities, still they
‘are the knowledge that are necessary and indispensable in order to understand realities. These
laws can be applied regardless of time and place so long as the involved basic and g‘eneralﬁfactors
functlon effectively, that is, they never fail to give premse truths, if no error IS committed
in the process of inference. , .

- The exact laws often get cr1t1c1zed for thelr unﬁtness to be applied for the understandmg
of social or historical phenomena, as they are restricted by the conditions of time and: place
An exact theory which disregards. such.conditions is con31dered unsuitable.: '

The ‘criticism of this sort, however, comes from the inadequate comprehension of the. logical
nature of law, which never overlooks social conditions; the exact law is always based on the
. assumption of a certain social condition in which the most bagic and general faetors function
effetively. For example, the essentials for the execution of an exchange, that is, the human
knowledge and the facilities necessary for exchange are the socially admitted assumptions for
the exact law of exchange, Thus it is natural that an exact law obtains its absolute sway only
in the society where those assumptions are granted.

1 :

Here is énother' criticism of éxact law. Tt says that the so-called exact law is unworthy
of such a txtle by itself, 1f the theorétical truth it may convery is not - empmcally tested
through some actual phenomena, as it should.

This crltlclsm, however, falls too to grasp the logical nature of the exact law. An exact

law is abstruct in 1tse1f and comes into bemg on the bams of some genetic fact. It is meaning- .

less, therefore, to test 1t emplrlcally

An emplrlcal ‘testing is required only when 1t is necessary to confirm the rlghtness of &

hypothesns empirically or statistically. When a hypothes1s is a mere surmise or some unknown
matter which is fiot based on posmve fact, it may gam its valldxty for itself on bemg tested
factually or empmcally

‘Bahm-Bawerk ‘publlshed the essay; Power or Economic Law?"(Ma'.cht order Tconomisches
Gesetz?) in ‘1914 repudiating the unjust interpretation of the marginal utility 'Theory of the
Austrian School. His idea was that the economic law never works against social power, as’it
rather helps to elucldate how social power works. This ‘is indeed the effectlve and practlcal

answer, ‘the auther beheves, in rectlfymg the erroneously set criticisms presented above.-

o

TheBasic Problems of Menger’s» Theorﬁr' of Goods

.

b_y , I(taéo Asobe

'This‘es',se.y k‘aims at elucidating Carl Menger's theory of goods. ' His theory of goods is.

presented in the 1st and the 2nd Chabters of the Grundsitze der Volksuﬁrtscimftdehre,’ 1st
edltlon, 1871 This essay, however, is supplemented with the later development of his thought
in theé second edltlon, 1923, ’ ' o o
‘The Menger’s theory of goods makes the basis and premise‘ for his theory of value and
price. It is essential, therefore, that we are well acquiainted with his theory of goods, if we
should ever want to understand his theory of value and price.
While explaining Menger's theory of goods, the writer often refers to his theory of value,

and other theories presented in the Grundsitze, intending to show what an important place

the Menger's theory of goods takes in the general scheme of his thought.

In the first place, the writer takes up Menger’s four prerequisites for a thing to be a good
(1) human want, (2) the utility of good, (3) the recognition of the relationship between (1) and
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(2) and (4) the command of thing, and clarifies their relations to his theory of value and the
general system of his thought, esp001ally m relatlon to the 1mportance of “his. theory of want,
and the distinection between use value and ut111ty Also, he calls attentlon here to Mengers
very assumption of, the ex1stence of command ob,]ects ,

- Menger then leaves off the theory of goods and dlscusses the economic good. .

What turns a good to be an economic good is that the ex1st1ng dlsposable amount of good
is emaller than the human requirements. Needless to say, the general rule of goods can be applled
~ to the economic goods too. Only an economic good is ‘capable of acquring the character of value
Thus the existence of a certain amount of command good 1tself was taken for granted by hlm,

taking no trouble to explain their process of production elther analytlcally or retrospectlvely
More than that, he assumed. the. existence of the human relatlons behlnd ‘the relation between
man and good, and that between a good and another, because he was rather‘ Sle,wsh to the
Ver sachlwmng peculiar to the commodlty productlon , ' :

- Now, ‘we shall examine the Mengers concept of economy in relatlon to his theory of goods
He looked upon production and labour as merely techmcal moment which in itself is outsxde
the science of economics. He thought that the error of theClassivc,al School was in ettaching
too much importance to production and labour. Also, he admitted no independent significance
.for digtribution. According to his idea of the order of goods, the distribution phenomena are
the price phenomena of the goods of higher order and their services. Consumption was put
cutside the realm of economlcs proper. v | .

Thus exchange,- that 1s, clrculatlon, remained as the basw subject matter for economics, although
that was the characteristic feature of the vulgar political economy prevalent since the time of
Say-and Malthus. ‘

The moti\'/e which is considered to have caused Menger to formulate his theory of goods

was his criticism of the labour theory of value and the production cost theory of value of
 the Classical School. '

'Because of this stand by him, we notice, along With the previously mentione'd distinetion

‘between the use value and utility, the denial of the common . thing as the foundatlon for the
‘exchange of economic.goods, the germ for the Zurechnungstheorle in the theory of the order

of goods, and the existence of the Gkonomische trinitarische Formel. Further, 1t is lmportant A

to take note of the Menger’s support for the capltahstlc social 1nst1tut10n m the theory of
_property, as a part of his theory of goods.
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\The Role of Demand. in the Determination of Prices

by Masao Fukuoka

.‘ 'The significance of ‘the marginal revolution lies in the faet ‘that ‘it 'ere‘ated an analytical
tool- of more: general applicability than "that of classical: economics, introducing the'marginal'

concepts, turning -towards the ‘micro theorizing .of “the maxumzmg behavior, and putting a:

greater emphas1s on the demand factor in the- theorv of price determination. A landmark " of
this generalizing ‘process was of course the Walrasian general ‘equilibrium economics, according:
to whlch the Commodlty prices are determmed by - “everything”, ‘including :all influences of
taste, technology and initial endowments. ; : :

Though this culmination is certainly unsurpassed in its all-inclusive character, the:conclusion
that everything depénds on "everything is somewhat uninformative. Once we succeeded in
providing the minimal conditions to assure. certain  basic properties of an equilibrium system
such as the existence and stability of equilibria, it would be desirable to- generate various
“spetial”  general equilibrium gystems - which make some of the workings of the price determi- .

[

nation process more visible”: One such speclal case is that in: which the: equilibrium .prices

are determined by- technologlca] data alone, and this are invariant under changes of consumer’s
taste. This case is already known as- the non-substltutlon theorem”, due to the  works by
Samuelson and. Georgescu—Roegen in 1949, | '
In this paper we shall examine the polar opposite cese to. this one, and investigate under
what conditions the equilibrium prices are determined by taste-preference data alone. As such

a model, we shall first treat the on¢ where all commodities are “perfect substitute” in consum-

" ption. Next we shall algo analyze a model in which all commodltles are produced under the

condition of “perfect joint production.” Finally we shall appralse the role of demand in the

price determination process in general,
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Walras and Pareto

V

by Tamotsu Matsuura

- ‘This paper is focussed on one of the problems concerning the history of economies in the
School of Lausanne, i e. the theoretical relations between Walras and Pareto. The fundamental
question at issue is: was Pareto only one of the epigones of Walras’ general theory of economic
~equilibrium? I want to examine this problem through the biographical study of thelr corres-
pondence. : :

Most hiétorians of economicvthoughtvhave considered that Paretb was one of the greatest
exponents of Walras’ theoretical system as his successor in the University of Lausanne. But it
seems to me that such an interpretation is not correct. ) '

A,Rather, I could say that Pareto endeavoured. to overcome the Walra,sian theoretical system.

and ‘to create his own new one. I believe that only. from this standpoint we can understand

the true Paretian theory.
"Pareto constructed the new system of social science, which was able to make a positive

analysis on the decision-making process of economic policies, making use of pure economlc theory:
he paved the way to evolve the basis of our science from the general system of ‘economic

equilibrium’ to the one of ‘social equilibrium’,
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