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Introduction

We may grow in knowledge of truth, but its great principles are for-
ever the same. The economic principles that Ludwig von Mises
expounded in these six essays during the 1920s have endured the test of
time, being as valid today as they were in the past. Surely, the names
and places have changed, but the inescapable interdependence of mar-
ket phenomena is the same today, during the 1990s, as it was during the
1920s, and as valid for present-day Americans as it was for the Ger-
mans of the Weimar Republic.

And yet, most social scientists today are as ignorant of this interde-
pendence of economic phenomena as they were during the 1920s. They
are statists, or as Professor Mises preferred to call them, “etatists,” who
are calling upon government to assume ever more responsibilities for
the economic well-being of its citizens. No matter what modern econo-
mists have written about the general validity of economic laws, the
statists prefer their ethical judgments over economic principles, and
political power over voluntary cooperation. Without government con-
trol and regulation, central planning and authority, they are convinced,
economic life would be brutal and chaotic.

In this collection of essays Ludwig von Mises emphasizes again and
again that society must choose between two systems of social organ-
ization: either it can create a social order that is built on private prop-
erty in the means of production, or it can establish a command system
in which government owns or manages all production and distribu-
tion. There is no logical third system of a private property order subject
to government regulation. The “middle of the road” leads to socialism
because government intervention is not only superfluous and useless,
but also harmful. It is superfluous because the interdependence of mar-
ket phenomena narrowly circumscribes individual action and eco-
nomic relations. It is useless because government regulation cannot
achieve the objectives it is supposed to achieve. And it is harmful
because it hampers man's productive efforts where, from the con-
sumers’ viewpoint, they are most useful and valuable. It lowers labor
productivity and redirects production along lines of political command
rather than consumer satisfaction.

And yet, most American economists tenaciously cling to their faith
in the middle of the road with all its government regulations and con-
trols. Like the German academic socialists, commonly called the
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“Socialists of the Chair,” whose doctrines face Professor von Mises’
incisive critique in these pages, American “mainstream” economists are
seeking the safety of an impartial middle position between classical lib-
eralism and communism. But while they may feel safe in the middle of
the road, hopefully equally distant from the two competing systems,
they are actually paving the way for socialism.

Their voices have become subdued since the disintegration of the
Soviet Union. No longer do they hold up the Soviet system as a model
of social justice and economic growth, or feature Karl Marx as “a
philosopher, historian, sociologist, and revolutionist. And make no
mistake. He was a learned man.” (Paul A. Samuelson, Economics, 11th
edition, p. 797). But they continue to cast their vote for government reg-
ulation rather than individual freedom, a comprehensive welfare state
rather than personal responsibility, and monetary and fiscal manipula-
tion rather than honest money and unhampered markets. Calling
themselves “liberals” or “moderates,” these middle-of-the-roaders pro-
claim the virtues and benefits of the “social market economy,” which
actually is creeping socialism. They continue to denounce “Manchester
capitalism” for its purportedly cruel and inhuman labor conditions
while they applaud the sociopolitical legislators and militant labor
leaders for their valiant efforts to overcome the cruelties of capitalism.

The socialist ideology lives on in the hearts and minds of the “mod-
erates,” despite the disintegration of hard-core socialism. They no
longer defer to Karl Marx as the genial philosopher but continue to reit-
erate his charges of labor exploitation by greedy capitalists. Unlike the
faithful Marxians, however, they take kindly to labor unions and their
practices. The “moderates” echo the Marxian charges of business con-
centration and monopolization, which makes them eager “antitrust”
foes and fighters. They even share with the Marxians their basic social
philosophy which teaches irreconcilable social conflict and class war-
fare. In their eyes, business and labor have adverse economic interests,
which makes for unending economic confrontation. Preaching moder-
ation, they favor the middle of the road on which they slowly proceed
toward socialism.

Radical socialism has collapsed by its inner contradictions and
gross inhumanities. Creeping socialism is bound to suffer the same fate
because of similar contradictions and disregard of property rights,
which are human rights. In competition with the newly emerging mar-
ket economies in Asia, the old welfare states of Europe and North
America are choking on restrictive labor laws, welfare entitlements,
confiscatory taxation, and bureaucratic despotism. In Europe the multi-
tudes of pensioners together with the armies of unemployed workers
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may soon overwhelm the productive population that is forced to sup-
port them. Creeping socialism is leading the countries from crisis to cri-
sis which compels them to reform and repudiate their reckless preten-
sions. By the excesses of innate evils, socialism is bound to die.

When Ludwig von Mises penned the six essays in this volume, he
was questioning the theories and policies that guided Germany’s ill-
fated Weimar Republic of the 1920s. His observations are as relevant
today as they were half a century ago.

This anthology made its appearance in 1929 as Kritik des Interven-
tionismus and was republished in 1976, incorporating the essay
“Nationalization of Credit?” The 1977 English edition was based on the
1976 German edition. The growing interest in Austrian thought, in par-
ticular, Misesian thought, necessitates this new printing. This new edi-
tion includes a iranslation of the Foreword written by FA. Hayek for
the 1976 German edition.

Hans F. SENNHOLZ
July 1996



Translator’s Note

To Professor von Mises, “liberalism” was classical liberalism, the
very antithesis of socialism. In his critique of the doctrines of socialism
and syndicalism he objected to the use of “social liberalism,” which
tends to erase the difference between liberalism and socialism. He
insisted that, “in the interest of scientific clarity and local thought,” it
was imperative to distinguish sharply between classical liberalism and
social liberalism or socialism.

The various names used to refer to the German Historical School,
such as the Historical-Realistic-Social School, the Empirical-Realistic
School, etc., are literal translations of the original German terms.

The doctrine which he criticized here as “Anti-Marxism” later
became known as National Socialism or Nazism. See p. 71n.

When Professor Mises wrote this book, he called the science of
human action “sociology”; that term is retained here. However, Mises
later preferred to refer to it as “praxeology.” See p. 72n, also Mises’ eco-
nomic treatise, Human Action {first published 1949; 2nd ed., 1963; 3rd
ed., 1966; 4th ed., 1996).



Foreword to the 1976 German Edition of
Critique of Interventionism®

by E. A. Hayek

Ludwig von Mises (1881-1973) established his position as a leading
thinker in the field of economic theory with his two great works, The
Theory of Money and Credit in 1912 and Socialism in 1922. Thereatfter, he
turned his attention to the problems of interventionism, that is the mid-
dle of the road between a pure market order and socialism, where he
encountered the German Historical School, As financial consultant and
scientific advisor to the Viennese Chamber of Commerce and as unpaid
part-time lecturer at the University of Vienna, he was led to an increas-
ingly critical position toward German economists. He was on friendly
terms only with Max Weber, who had lectured at the university during
the summer semester in 1918. Mises also appreciated a few professors
such as Heinrich Dietzel, Richard Passow, Ludwig Pohle, Andreas
Voigt, Adolf Weber, and Leopold von Wiese. Although they did not
offer new insights, they were courageously opposing the prevailing
trend of thought. (Mises valued highly the representatives of earlier
generafions such as J. H. von Thiinen, F. B. W. von Hermann, and H. K.
E. von Mangoldt.)

Like most economists of the last generation, Ludwig von Mises,
too, had been led to his inquiries by the aspirations of social policy and
Fabian socialism, which his earlier writings bear out. But he underwent
a radical conversion to classical liberalism primarily in the seminar of
Professor Eugen von Bshm-Bawerk, which he attended together withJ.
A. Schumpeter and other leading members of the third generation of
the Austrian School. From that time on, his political economic works
were dedicated to classical liberalism. This was apparent in his Theory
of Money, was further developed in his sagacious and, at that time,
almost completely overlooked Nation, State, and Economy of 1919, and
was perfected in his Socialism of 1922. His short essay on Liberalism,
which apparently was written in a hurry, was less successful.

His Critigue of Interventionism led to confrontation with his German
colleagues. The severity of his critique of the leading men such as
Werner Sombart, Gustav Schmoller, Lujo Brentano, and Heinrich

* Translated from the German
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Herkner caused much controversy, which, in retrospect, deserves much
credit today. I know that Mises intended to include his essay on “The
Nationalization of Credit?” which had appeared in Volume I of the new
Zeitschrift fiir Sozialpolitik. Unfortunately, this was missed because the
publisher had misplaced the manuscript and rediscovered it only much
later, which at that time was quite possible as there may only have been
a single genuine manuscript written in Mises” clear, legible handwrit-
ing. This essay now has been added to this new edition.

Mises, who was known not only as an extremely keen critic but also
as a pessimist, unfortunately has been proven right too often. Several
other contemporaries may remember a tea party in a garden in Bad
Kissingen where a large group of committee members of the Verein fiir
Sozialpolitik [Association for Social Policy] was meeting. Mises won-
dered whether we were aware that we were meeting for the last time.
His remark at first surprised everyone and then brought laughter when
he explained that Hitler would be in power twelve months hence. The
other members deemed this possibility most unlikely; but above all,
they wondered why the Society could not meet again after Hitler had
come to power. In fact, it did not meet again until after the end of World
War IL

Mises remained in Vienna until Hitler came to power. In 1934, at
the age of 53, he joined the Institut Universitaire des Hautes Etudes
Internationales in Geneva where he devoted his time and strength to
the study of the philosophical and epistemological foundations of the
social sciences. In 1933 he was still able to publish in Germany an
anthology on Epistemological Problems of Economics dealing with ques-
tions of procedure, tasks, and content of economics and social science.
In 1940 it was followed by his last German tome, Nationalokonomie: The-
orie des Handelns und Wirtschaftens. Published in Geneva, it remained
practically unknown in Germany, which was unavoidable at that time.

Making their escape through Southern France, Spain, and Portugal
in the summer of 1940, Professor and Mrs. Mises finally reached the
United States. In New York he embarked upon a very fruitful teaching
and writing career that lasted some 30 years. He completely rewrote his
Nationaltkonomie and published it in English under the title Human
Action. I must also mention his 1957 book, Theory and History: An Inter-
pretation of Social and Economic Evolutbion.

* * *



Preface

The fighting between nations and states, and domestically between
political parties, pressure groups, and cliques, so greatly occupies our
attention that we tend to overlook the fact that all the fighting parties,
in spite of their furious battling, pursue identical economic objectives.
We must include here even the advocates of the socialization of the
means of production who, as partisans of the {Communist] Second
International and then of the Third International which approved the
transition to the New Economic Policy (NEP), have renounced—at least
for the present and near future—the realization of their program.

Nearly all writers on economic policy and nearly all statesmen and
party leaders are seeking an ideal system which, in their belief, is nei-
ther capitalistic nor secialistic, is based neither on private property in
the means of production nor on public property. They are searching for
a system of private property that is hampered, regulated, and directed
through government intervention and other social forces, such as labor
unions. We call such an economic policy interventionism, the system
itself the hampered market order.

Communism and fascism are in agreement on this program. The
Christian churches and various sects concur with the Moslems of the
Middle East and India, the Hindus, Buddhists, and the followers of
other Asiatic cultures. And anyone reflecting upon the programs and
actions of the political parties of Germany, Great Britain, and the United
States must conclude that differences exist only in the methods of inter-
ventionism, not in its rationale.

In their entirety the following five essays and articles* constitute a
critique of interventionist policies and their underlying ideologies.
Four of them have been published in recent years—three in journals
and one in the Handbook of Social Sciences. The second essay deals with
Professor Schmalenbach’s recent theories, among other things, and is
published here for the first time.

Ludwig von Mises
Vienna, June 1929

*The sixth paper, “The Nationalization of Credit?”, was added to the German 1976
edition,

X1






INTERVENTIONISM!

1.
Interventionism as an Economic System

Ever since the Bolshevists abandoned their attempt to realize the
socialist ideal of a social order all at once in Russia and, instead,
adopted the New Economic Policy, or NET, the whole world has had
only one real system of economic policy: interventionism. Some of its
followers and advocates are thinking of it as a temporary system that is
to be replaced sooner or later with another order of the socialist variety.
All Marxian socialists, including the Bolshevists, together with the
democratic socialists of various persuasions, belong to this group. Oth-
ers are holding to the belief that we are dealing with interventionism as
a permanent economic order. But at the present this difference in opin-
ion on the duration of interventionist policy has only academic signifi-
cance. All its followers and advocates fully agree that it is the correct
policy for the coming decades, yea, even the coming generations. And
all agree that interventionism constitutes an economic policy that will
prevail in the foreseeable future.

Interventionism seeks to retain private property in the means of
production, but authoritative commands, especially prohibitions, are to
restrict the actions of private owners. If this restriction reaches the point
that all important decisions are made along lines of authoritative com-
mand, if it is no longer the profit motive of landowners, capitalists, and
entrepreneurs, but reasons of state, that decide what is to be produced
and how it is produced, then we have socialism even if we retain the
private property label. Othmar Spann is completely correct when he
calls such a system “a private property order in a formal sense, but
socialism in substance.”? Public ownership in the means of production
is nothing but socialism or communism.

However, interventionism does not want to go that far. It does not
seek to abolish private property in production; it merely wants to limit
it. On the one hand, it considers unlimited private property harmful to
society, and on the other hand, it deems the public property order unre-
alizable completely, at least for the present. Therefore, it seeks to create
a third order: a social system that occupies the center between the pri-

1



2/ Ludwig von Mises

vate property order and the public property order. Thus, it seeks to
avoid the “excesses” and evils of capitalism, but to retain the advan-
tages of individual initiative and industry which socialism cannot bring
forth.

The champions of this private property order, which is guided, reg-
ulated, and controlled by the state and other social organizations, are
making demands that have always been made by political leaders and
masses of people. When economics was yet unknown, and man was
unaware that goods prices cannot be “set” arbitrarily but are narrowly
determined by the market situation, government commands sought to
regulate economic life. Only classical economics revealed that all such
interventions in the functioning of the market can never achieve the
objectives which the authorities aim to achieve. The old liberalism
which built its economic policies on the teachings of classical econom-
ics therefore categorically rejected all such interventions. Laissez faire et
laissez passer! Even Marxian socialists have not judged interventionism
any differently from the classical liberals.

They sought to demonstrate the absurdity of all interventionist
proposals and labeled them contemptuously as “bourgeois.” The ideol-
ogy that is swaying the world today is recommending the very system
of economic policy that is rejected equally by classical Hberalism and
older Marxism.

2.
The Nature of Intervention

The problem of interventionism must not be confused with that of
socialism. We are not dealing here with the question of whether or not
socialism in any form is conceivable or realizable. We are not here seek-
ing an answer to the question of whether human society can be built on
public property in the means of production. The problem at hand is,
What are the consequences of government and other interventions in
the private property order? Can they achieve the result they are sup-
posed to achieve?

A precise definition of the concept “intervention” is now in order.

1. Measures that are taken for the purpose of preserving and secur-
ing the private property order are not interventions in this sense. This is
so self-evident that it should need no special emphasis. And yet it is not
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completely redundant, as our problem is often confused with the prob-
fem of anarchism. It is argued that if the state must protect the private
property order, it follows that further government interventions should
also be permissible. The anarchist who rejects any kind of state activity
is said to be consistent. But he who correctly perceives the impractica-
bility of anarchism and seeks a state organization with its apparatus of
coercion in order to secure social cooperation is said to be inconsistent
when he limits government to a narrow function.

Obviously, this reasoning completely misses the point. We are not
here discussing the question of whether or not social cooperation can
do without the organization of coercion, which is the state, or govern-
ment. The sole point under discussion is whether there are only two
conceivable possibilities of social organization with division of labor,
that is, the public property order and the private property order—dis-
regarding syndicalism—or whether there is yet a third system as
assumed by interventionists, namely, a private property order that is
regulated through government intervention. Incidentally, we must
carefully distinguish between the question of whether or not govern-
ment is necessary and the question of where and how government
authority is in order. The fact that social life cannot do without the gov-
ernment apparatus of coercion cannot be used to conclude also that
restraint of conscience, book censorship, and similar measures are
desirable, or that certain economic measures are necessary, useful, or
merely feasible.

Regulations for the preservation of competition do not at all belong
to those measures preserving the private property order. It is a popular
mistake to view competition between several producers of the same
product as the substance of the ideal liberal economic order. In reality,
the central notion of classical liberalism is private property, and not a
certain misunderstood concept of free competition. It does not matter
that there are many recording studios, but it does matter that the means
of record production are owned privately rather than by government.
This misunderstanding, together with an interpretation of freedom that
is influenced by the natural rights philosophy, has led to attempts at
preventing the development of large enterprises through laws against
cartels and trusts. We need not here discuss the desirability of such a
policy. But we should observe that nothing is less important for an
understanding of the economic effects of a certain measure than its jus-
tification or rejection by some juristic theory.

Jurisprudence, political science, and the scientific branch of politics
cannot offer any information that could be used for a decision on the
pros and cons of a certain policy. It is rather unimportant that this pro
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or that con corresponds to some law or constitutional document, even
if it should be as venerable and famous as the Constitution of the
United States of America. If human legislation proves to be ill-suited to
the end in view, it must be changed. A discussion of the suitability of
policy can never accept the argument that it runs counter to statute,
law, or constitution. This is so obvious that it would need no mention
were it not for the fact that it is forgotten time and again. German writ-
ers sought to deduce social policy from the character of the Prussian
state and “social royalty.” In the United States, economic discussion
now uses arguments that are derived from the Constitution or an inter-
pretation of the concepts of freedom and democracy. A noteworthy the-
ory of interventionism set forth by Professor J. R. Commons is largely
built on this rationale and has great practical significance because it
represents the philosophy of the La Follette party and the policy of the
state of Wisconsin. The authority of the American Constitution is lim-
ited to the Union. But locally the ideals of democracy, liberty, and equal-
ity reign supreme and give rise, as we can observe everywhere, to the
demand for abolition of private property or its “limitation.” All this is
insignificant for our discussion and, therefore, does not concern us
here.

2. Partial socialization of the means of production is no interven-
tion in our sense. The concept of intervention assumes that private
property is not abolished, but that it still exists in substance rather than
merely in name. Nationalization of a railroad constitutes no interven-
tion; but a decree that orders an enterprise to charge lower freight rates
than it otherwise would is intervention.

3. Government measures that use market means, that is, seek to
influence demand and supply through changes of market factors, are
not included in this concept of intervention. If government buys milk in
the market in order to sell it inexpensively to destitute mothers or even
to distribute it without charge, or if government subsidizes educational
institutions, there is no intervention. (We shall return to the question of
whether the method by which government acquires the means for such
actions constitutes “intervention.”) However, the imposition of price
ceilings for milk signifies intervention.

Intervention is a limited order by a social authority forcing the owners of
the means of production and entreprencurs to employ their means in a differ-
ent manner than they otherwise would. A “limited order” is an order that
is no part of a socialist scheme of orders, i.e., a scheme of orders regu-
lating all of production and distribution, thus replacing private prop-
erty in the means of production with public property. Particular orders
may be quite numerous, but as long as they do not aim at directing the
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whole economy and replacing the profit motive of individuals with
obedience as the driving force of human action they must be regarded
as limited orders. By “means of production,” we mean all goods of
higher order, including the merchants’ inventories of ready goods
which have not yet reached the consumers.

We must distinguish between two groups of such orders. One
group directly reduces or impedes economic production (in the broad-
est sense of the word including the location of economic goods). The
other group seeks to fix prices that differ from those of the market. The
former may be called “restrictions of production”; the latter, generally
known as price controls, we are calling “interference with the structure
of prices.”?

3.
Restrictions of Production

Economics need not say much about the immediate effect of pro-
duction restrictions. Government or any organization of coercion can at
first achieve what it sets out to achieve through intervention. But
whether it can achieve the remoter objectives sought indirectly by the
intervention is a different question. And it must further be determined
whether the result is worth the cost, that is, whether the intervening
authority would embark upon the intervention if it were fully aware of
the costs. An import duty, for instance, is surely practical, and its imme-
diate effect may correspond to the government’s objective. But it does
not follow at all that the import duty can realize the government’s ulti-
mate objective. At this point the economist’s work commences. The
purpose of the theorists of free trade was not to demonstrate that tari{fs
are impractical or harmful, but that they have unforeseen consequences
and do not, nor can they, achieve what their advocates expect of them.
What is even more significant, as they observed, protective tariffs as
well as all other production restrictions reduce the productivity of
human labor. The result is always the same: a given expenditure of cap-
ital and labor yields less with the restriction than without it, or from the
beginning less capital and labor is invested in production. This is true
with protective tariffs that cause grain to be grown in less fertile soil
while more fertile land is lying fallow, with class restrictions of trade
and occupation {such as the certificates of qualification for certain occu-



6 / Ludwig von Mises

pations in Austria, or the favored tax treatment of small enterprises)
which promote less productive businesses at the expense of more pro-
ductive activity, and, finally, with the limitation of labor time and of the
employment of certain labor (women and children}, which diminishes
the quantity of available labor.

It may very well be that government would have intervened even
with full knowledge of the consequences. It may intervene in the belief
that it will achieve other, not purely economic, objectives, which are
thought to be more important than the expected reduction in output.
But we doubt very much that this would ever be the case. The fact is
that all production restrictions are supported wholly or partially by
arguments that are to prove that they raise productivity, not lower it.
Even the legislation that reduces the labor of women and children was
enacted because it was believed that only entrepreneurs and capitalists
would be handicapped while the protected labor groups would have to
work less.

The writings of the academic socialists, the “Socialists of the Chair,”
have been rightly criticized in that, in the final analysis, there can be no
objective concept of productivity and that all judgments on economic
goals are subjective. But when we assert that production restrictions
reduce labor productivity, we do not yet enter the field where differ-
ences in subjective judgments prohibit observations on the goals and
means of action. When the formation of nearly autarkic economic blocs
hampers the international division of labor, preventing the advantages
of specialized large-scale production and the employment of labor at
the most advantageous locations, we face undesirable consequences on
which the opinions of most inhabitants of the earth should not differ. To
be sure, some may believe that the advantages of autarky outweigh its
disadvantages. In the discussion of the pros and cons its advocates
brazenly assert that autarky does not diminish the quantity and quality
of economic goods, or else they do not speak about it openly and
clearly. Obviously, they are fully aware that their propaganda would be
less effective if they were to admit the whole truth of the consequences.

All production restrictions directly hamper some production inas-
much as they prevent certain employment opportunities that are open
to the goods of higher order (land, capital, labor). By its very nature, a
government decree that “it be” cannot create anything that has not been
created before. Only the naive inflationists could believe that govern-
ment could enrich mankind through fiat money. Government cannot
create anything; its orders cannot even evict anything from the world of
reality, but they can evict from the world of the permissible. Govern-
ment cannot make man richer, but it can make him poorer.
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With most production restrictions this is so clear that their sponsors
rarely dare openly claim credit for the restrictions. Many generations of
writers, therefore, sought in vain to demonstrate that production
restrictions do not reduce the quantity and quality of output. There is
no need to deal again with the protective tariff arguments that are
raised from a purely economic point of view. The only case that can be
made on behalf of protective tariffs is this: the sacrifices they impose
could be offset by other, noneconomic advantages-—for instance, from a
national and military point of view it could be desirable to more or less
isolate a country from the world.*

Indeed, it is difficult to ignore the fact that production restrictions
always reduce the productivity of human labor and thus the social div-
idend. Therefore, no one dares defend the restrictions as a separate sys-
tem of economic policy. Their advocates—at least the majority of
them—are now promoting them as mere supplements to government
interference with the structure of prices. The emphasis of the system of
interventionism is on price intervention.

4,
Interference with Prices

Price intervention aims at setting goods prices that differ from
those the unhampered market would set.

When the unhampered market determines prices, or would deter-
mine prices if government had not interfered, the proceeds cover the
cost of production. If government sets a lower price, proceeds fall
below cost. Merchants and producers will now desist from selling—
excepting perishable goods that quickly lose value—in order to save
the goods for more favorable times when, hopefully, the control will be
lifted. If government now endeavors to prevent a good’s disappearance
from the market, a consequence of its own intervention, it cannot limit
itself to setting its price, but must simultaneously order that all avail-
able supplies be sold at the regulated price.

Even this is inadequate. At the ideal market price supply and
demand would coincide. Since government has decreed a lower price
the demand has risen while the supply has remained unchanged. The
available supply now does not suffice to satisfy the demand at the fixed
price. Part of the demand will remain unsatisfied. The market mecha-
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nism, which normally brings demand and supply together through
changes in price, ceases to function. Customers who were willing to
pay the official price turn away in disappointment because the early
purchasers or those who personally knew the sellers had bought the
whole supply. If government wishes to avoid the consequences of its
own intervention, which after all are contrary to its own intention, it
must resort to rationing as a supplement to price controls and selling
orders. In this way government determines the quantity that may be
sold to each buyer at the regulated price.

A much more difficult problem arises when the supplies that were
available at the moment of price intervention are used up. Since pro-
duction is no longer profitable at the regulated price, it is curtailed or
even halted. If goverrunent would like production to continue, it must
force the producers to continue, and it must also control the prices of
raw materials, semifinished products, and wages. But such controls
must not be limited to a few industries which government meant to
control because their products are believed to be especially important.
The controls must encompass all branches of production, the prices of
all goods and all wages, and the economic actions of all entrepreneurs,
capitalists, landowners, and workers. If any industry should remain
free, capital and labor will move to it and thus frustrate the purpose of
government’s earlier intervention. Surely, government would kike an
ample supply of those products it deemed so important and therefore
sought to regulate. It never intended that they should now be neglected
on account of the intervention.®

Our analysis thus reveals that in a private property order isolated
intervention fails to achieve what its sponsors hoped to achieve. From
their point of view, intervention is not only useless, but wholly unsuit-
able because it aggravates the “evil” it meant to alleviate. Before the
price was regulated, the economic good was too expensive in the opin-
ion of the authority; now it disappears from the market. But this was
not the intention of the authority seeking to lower the price for con-
sumers, On the contrary, from its own point of view, the scarcity and
inability to find a supply must appear as the far greater evil. In this
sense it may be said that limited intervention is illogical and unsuitable,
that the economic system that works through such interventions is
unworkable and unsuitable, and that it contradicts economic logic.

If government is not inclined to alleviate the situation through
removing its limited intervention and lifting its price control, its first
step must be followed by others. Its decree that set price ceilings must
be followed, not only by decrees on the sale of all available supplies and
the introduction of rationing, but also price controls on the goods of
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higher order and wage controls and, finally, mandatory labor for busi-
nessmen and workers. And such decrees must not be limited to a single
or a few industries, but must cover all branches of production. There is
no other choice: government either abstains from limited interference
with the market forces, or it assumes total control over production and
distribution. Either capitalism or socialism; there is no middle of the
road.

Let us take yet another example: the minimum wage, wage conirol
It is unimportant whether government imposes the control directly, or
labor unions through physical coercion or threats prevent employers
from hiring workers who are willing to work for lower wages.® As
wages rise, so must the costs of production and also prices. If the wage
earners were the only consumers as buyers of the final products, an
increase in real wages by this method would be inconceivable. The
workers would lose as consumers what they gained as wage earners.
But there are also consumers whose income is derived from property
and entrepreneurial activity. The wage boost does not raise their
incomes; they cannot pay the higher prices and, therefore, must curtail
their consumption. The decline in demand leads to dismissal of work-
ers. If the labor union coercion were ineffective, the unemployed would
exert a labor market pressure that would reduce the artificially raised
wages to the natural market rate. But this escape has been closed.
Unemployment, a friction phenomenen that soon disappears in an
unhampered market order, becomes a permanent institution in infer-
ventionism,

As government did not mean to create such a condition, it must
intervene again. It forces employers either to reinstate the unemployed
workers and pay the fixed rate, or to pay taxes that compensate the
unemploved. Such a burden consumes the owners” income, or at least
reduces it greatly. It is even conceivable that the entrepreneurs’ and
owners’ income no longer can carry this burden, but that it must be
paid out of capital. But if nonlabor income is consumed by such bur-
dens we realize that it must lead to capital consumption. Capitalists
and entrepreneurs, too, want to consume and live even when they are
earning no incomes, They will consume capital. Therefore, it is unsuit-
able and illogical to deprive entrepreneurs, capitalists, and land owners
of their incomes and leave control over the means of production in their
hands. Obviously, the consumption of capital in the end reduces wage
rates. If the market wage structure is unacceptable the whole private
property order must be abolished. Wage controls can raise rates only
temporarily, and only at the price of future wage reductions.

The problem of wage controls is of such great importance today



10 / Ludwig von Mises

that we must analyze it in yet another way, taking into consideration
the international exchange of goods. Let us suppose that economic
goods are exchanged between two countries, Atlantis and Thule.
Atlantis supplies industriai products, Thule agricultural products.
Under the influence of Friedrich List,* Thule now deems it necessary to
build its own industry by way of protective tariffs. The final outcome of
Thule’s industrialization program can be no other than that fewer
industrial products are imported from Atlantis, and fewer agricultural
products exported to Atlantis. Both countries now satisfy their wants to
a greater degree from domestic production, which leaves the social
product smaller than it used to be because production conditions are
now less favarable.

This may be explained as follows: in reaction to the import duties
in Thule the Atlantean industry lowers its wages. But it is impossible to
offset the whole tariff burden through lower wages. When wages begin
to fall it becomes profitable to expand the production of raw materials.
On the other hand, the reduction in Thulean sales of agricultural prod-
ucts to Atlantis tends to lower wages in the Thulean raw material pro-
duction, which will afford the Thulean industry the opportunity to
compete with the Atlantean industry through lower labor costs. It is
obvious that in addition to the declining capital return of industry in
Atlantis, and the declining land rent in Thule, wage rates in both coun-
tries must fall. The decline in income corresponds to the declining
social product.

But Atlantis is a “social” country. Labor unions prevent a reduction
in wage rates. Production costs of Atlantean industry remain at the old
pre-import duty levels. As sales in Thule decline Atlantean industry
must discharge some workers. Unemployment compensation prevents
the flow of unemployed labor to agriculture. Unemployment thus
becomes a permanent institution.”

The exportation of coal from Great Britain has declined. Inasmuch
as the unneeded miners cannot emigrate-—because other countries do
not want them-——they must move to those British industries that are
expanding in order to compensate for the smaller imports that follow
the decline in exports. A reduction in wage rates in coal mining may
bring about this movement. But labor unions may hamper this
unavoidable adjustment for years, albeit temporarily. In the end, the
decline in the international division of labor must bring about a reduc-

*Editor's Note: A nineteenth-century (1789-1846) German advocate of the use of pro-
tective tariffs to stimulate national industrial development.



