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ter IV, Section 1, "Qp the Economy = n
Chap and Economic Goods

(2) p. 60. "Thus every actual economy has a subJective and an objec-

; tive sldo to it. Under the subiective aspect the economy
represents an pllocation of the goods that are immedlately
available to a person, who thus imparts to them a definite
direction and a destination aimed at providing for his

timate requirements., Under its oo jective aspect, on the

other hand, the @conony represents an aggregate of the
avallable goods themselves as engaged in the actual move-
ments induced by the allocative acts, The subject may be
a single person or & group of persons; the goods may be
avallable by virtue of the natural or of the social situa-
tion; the goods shall be understood to include lsbor ser-

| : vices; whether the person's own or those belonging to

| others; the allocation itself may be for use in technow

logloal production or use in exchange, "
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M

/ég soma fields of economio activity the two occur, in fact,

| ‘H&HK\ behavior,”
.W] .

/
Dhﬂdf f (2) p. 99. "In the light of all that has been said the nature of
f

f

i
b [ '

/ deductions from a serioes:-of postulstes, the chief of

e il il i, -

s - SHFINTTRON "Ec DHIC

‘ 08 TLBCV L Te Pt 2" [AND
MDD SIGNIFIQ MCE O Jele) He)le CTENER"

Grpunddastze.

The quotations/are from Monger's GRUNDSAETZE] second edition (post-
huwus) of 1923, as translated from the Ge original,
~V]atrlg s J}%wu{ﬁruuwliﬂ ey L L P
Robbins! ) G

- b %{ second edition, revised gnd ex-
tended 1935, reprinled 191}6-

ROBBINS & Chapter I, Section 3, "T ~ E =

(1) p. 15. "Scarcity of means to sallsly ends of varied Aimportance
is an glmogt [(my italice] ubiquitous condition of buman

Chapter IV, Section 7, "Statics gnd Dy n

s

J economic analysls should now be plain., It consists of

which are glmosh [my italics ]| wnivorsal factors of ex-

perience prescnt whonever human activity has an economia
EEP'E“:JI;----. ;

MENGER1 Chapter IV, Section (c), "The two elemental directions of the
humsn econory "

(1) p. 77, "I shall designate the two directions in which the human
econory may point -— the technical and the economizing e
as olemental, for this reason. Although in the actual

_ ZF{] ! econony these two directions as presented in the two
previous sectlons|occur as a yulo [my italics] together,
and indeed plmogh [my italics] never found separately,
thoy nevertheless spring from egsenti~lly different and
putually dndependent sources [Manger's italics]. In

separately, and in somo not inconceivable types of econciles
oither of them may in fact regularly appear without the
other....The two directions in which the human econcxy

may point are not mutually dependent upon one another;

both are primary and elemental. Their regular Joint
occurrence in the actusl economy results merely from the
circumstance that the causative factors that give rise

Lo each of them plmost [my italies] without exception
happen to colncide.™

*The partiocular directions in which man's economic en-
deavors, under the Anvarisbly determinative influence af

actual clrcumstances, seck a vent, derive from the one
or from the other of these elemental directions, if not,

as usuglly [my italics], from their conjunction. Accord-
ingly, the/particular endeavors are merely variants or
manifestations of those elemental directions gr a cormbi-

nation of the fao [wy italics].

[drne first of the scctions beare the title: * ey
The second is entitled: "The saving or economizing direction of the hwman
economy as induced by insufficiency of the available means,®

e T e e e e e T e W

g pp—

1 )

——— e e L — ——
[
I ——




™ W

fhat seemed to Robbins a

A

Pk the phenomenon of human livelihood in general,
negligible quantity, appeared in this way o lenger as m indisputable
Y evidence for the need of a substantive as agalnst a formal meaning of

Woconomio. "' Instead of ,{?%“:é@i@&f compounding as Robbins did, the scarcity
and the subsistence meaning into one universally applicable concept of the

Mo/,
econony, on the contrary, constructed a comprehansive definition of bb&}

‘'economic "' which while leaving room for both mamﬂngs,;pamitﬁf;’t{ them to be
related to one anocther according to the empirical conditions which caused them
to hiprese?t._i:-n‘.:.&m;dm@a;;};{‘;;. —=conjointly.

¥

A
Robbuns-
( [Tlm crucial sentonce nfb‘/{_nrﬂ.umt

ePp. |
(“f adiits tho prosenca of © gap, wiich it noverkholoss fails to bridgo. langer

'-..':-'..

= nﬂLMFﬁ:m Ly wid sccounted for 1t by the T meaningas of economia
wilich hwo calls Yihe tiwo elooental directions of the human econoay. ¥ Robbins
| el
W/ﬁ:- 1gao10) tho consoyaunces of the gap, and producop(a definition of
| L tmmel r 4. /
scononic e:-cclu.:iivaq* Suitod Lo the noeds off econoumic -'Ji’lﬂlg"ﬂlﬂ,f Lﬁangm-l_ﬁf/f

Mmﬁ%mﬂgupimﬂtum.y croatod a concopt of

the human economy, viilch can be consistently ap lied 'ba-all ti¥c csoclal scienc
thot Duotd) flr £comonny = :%
/ dncluding S aTITRUTe econcule analyois itself. j 1




procuco tiw; and above all, a digtinction Dotvean tho oconory ao thwo spharo
|
L

ol man’'g uvuljimd, and tlic djffl;r].;;;:fum of mmmn 3 U{ful ditch the
econaiy as a uwald was institutionalizod,

It 1s easy to goeo that it was {,-a axpansion of the Grundsaotze, gomps o

o
. mao roan for a thoory of wants and noods;t VI tiho 'disjunctive detormination!

. for

of nodes of producilon, L moro taan argything also QM;: dafinition
f'}f ,-,__.L-Mﬁ‘ L AtV 1V AA
of tho L'ncnm:qr'ﬁﬁich would satisfy tho roquiremonts of tho sscial sciances q

e o B A.Aa.af-ff'-—-*"“ "'ﬁf‘t’
| without sacrif Lol tho d===Z==rtive eriterla "pmmm ecConomy’

AV T —— onalituted
m“ujﬁa

&%_::fiqgmtihim mnariet oystaon.

Lt ic at Llis point that lhie aclhiovaucnt of the postinzms edition of 1923

bocormas utriicingly apparoiie Tulte Lionold Robbins! yell lmom popularization
o T
[‘ME I of tho sciaxcify daefinition ay un examplos. K.

1

—

(::1:114.115 wrota) -ﬁ ¥Scarcity of ucans to salisfy ends of wvarying importance
E:;ﬁr 1tauc:5@r«: v,
B Teaney is un almost jibiquitous condition of mman behavior M (Pel5).

4nd accordingly ho concluded: "In the Ught of all that has been sald the nature

of econamic analysis should now bo plain. It conaiots of deductions from a
ST
Saries.of pootulatas, the chiof of which are almoot E:r italies) univorsal facts
y )
of axporionce mresent whenaver mman activity hao an oconomic aspect L

wio
Lnngur algo nolod the fact that soos v Udmost ¥ ovaerlapped with the eoonagy
l{- dﬁ._.,r,-ﬁ"u": w.. L If
Crggir iron this lack of thio opposite conclusion, namaly, that

tho scarcity moaning :;i' economio, could not bo universalized so as to covar
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per iﬁﬂl&" cos 1Elu-.]l...|. u.:.'lt-ﬂrfi doast ono of l-.;._h___...-l“""._nf pxico ﬂlﬂurﬂtical
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Proandtly
:.':.:-1-- cDicsasd for tho problans of dofinition and nﬂmwuﬂn
ninds of contesporary scholars in this ficld.

& __";-;::.Et was mainly aftcr Mongar's death that the == I.nﬂymm begaon G,

b
to bo felt which transcendod the ccononulots troatmont of oconomiocs and
pointad towards tho neced for bivador terms. Cultural anthropology and
primitiveo economica as reprosantod by Doas or L linowald, sociology on tha

lines of Ihn'&hﬂi-w‘r or Parelo, gonoral ctonomic history as first .f.'unml::;tod
,r.“{* dﬁ#rmmufcé ’

wasd tle pardod vihen cultural a.ut..'rmpnlugiﬂt-ﬂ axcalled in

V!
discovering economic institutions of ?h;dg;?‘ﬁgtbﬁ ut.rilr.iugly ant.i—oc:anurd.u

€
clm.ra.ctm- such as t.le..latﬂn ﬁ’tfhe kila t:'uu.cf,nr tho mtrimnial-?{ wfﬂ

G fonte 2oen Ldsl
of thal_...ﬁﬁig hmﬁ rutmmliu and utili indulged in the
uanstructmn of 'Irrationanl! m::id:ma as the roots of history; and Lax Veber,

'ni:a1 s8irictly followed Lengar nnd ..Ii.anﬂ in oconcmicsy devotod a dncn.da to
f#l tracing H tho religious origins a.f buuizma othicas from Euni‘ukuinn China

Hhar

to Benjamin Franklingd Amorica. Yot *iﬂmt;fﬁm appoarcd ao W25 no
# 7.
more than the efldifmciised incossant confusion of the two moeanings of economis,

t.h.a one appmpn.atu to tho discipline of econcmio analysin, the cothor to the oLt

.;?1,{’4 et e
fsmia.l MWGW

.

{_z‘ Acgordingizr, mﬂomtm m}‘ﬁfﬁgﬂndnd the range of

dnquiry so as to comprise the facts of anthropolory, sociglogy and economic

t\hhiutor;r. Thoorotdeally, this required a system of wants and noeds, which would

parmit a distinction betireen man's physiological requiremcnts, and thoie
MM.I,‘:,....a. e
cultural JEEB‘EF“ in af.‘ necds; a dlotinction betiean definite

congiwer ‘o gn-ndﬂ anr.l tho variety of nmahimﬂunfnf diffarent pgoods of hiphor

order which gccording to the state of tochnological gidll, might carve to




Ve
English the translators dacidmlu:'u usg for that purpose the tact cffercd by
A /Y remice '
tho first edition of 1871. Tho second itlon of 1923, wdith its Eovaswd
*LH' ffc L i

tooct axpandod to i tdio orisinal lanrth, Tmo aod ovor I-=tisef vith -
| s B Jr [t sholderbolle. ity
. o briefest of aolonationa, *imlm-biﬁ},i{ﬂmt it w not tale anothop

7? yoars before the English gpoaldng public is enabled Lo benefit from tnn-»{'"'

postimmgus edition of Lenger o 'Grudisaetzo! with 1ts thooretical acticipations

the full significance of which ean Parnaps be ouged only in our dﬂafg.
| ' But lot ma quote the translators thangolves for tlhieir roasons for ignoring

-

the txt of tho socond edition, o
HTe translation progantod hare, "oy iaite in theix Preface, 13 a
*I Caplete rondaring of thio edition of the "G;'mm:l:aat:a Mﬂiﬂﬂh wus published

_ Ionr33] -
in Viomna in 1571. A Socond German edition was published in ’i‘lemmx o' yoars

altor Lenger's death. Vs rejected the poSsivility of a variomm translation

because it wus tho first odition only that influenced the development of
o : <
‘econonie doetrine, because of the mﬁ character of the second odition,

nn:l!bcum:':a the mmarous differcncos betiween the tho editions muke a vorlormm

tra:'lmlﬁ't.icn impructical, ’l': ) /S/f:l?/—\
Too much, I fool, 1msﬂlu.ﬂ. W ununid.&fi.‘.:::r;é;";f ¢ wen, if a.rﬁr. in the

i ! 'h"”-f_ ;"""'"'P'N.L“l,_
long history of mman intelloctual effort paralleled jonger in bis dodication

to the Soolrmef—an. wnreni tting search for the truth, & at tho risi: n.fé:mlf
oblitoration. Sucieo= olERolerapporer BTty in an—ertiror—em S T o e

— e ==L EY il - - - =

e e

Camplotion; =% ho rogigned his chaily at tho University of Vienna in ordor to

: oL
devote himgelf exclusively to that tasl; =3 after s-sowtoimod of fort ff{-
: ) uan ing wHuch AR Aot G 4 aw Bfcrn owd 4acn M diated A5 The fask,

tog tu =as22 ho loft a marwoeript behind him, which inclhwlod four
.ﬂ""H"~- L.~ S Do bdae B BA SO A T T Ao o

— e me = E T s T =n




which he ocald that poune papers of Aonger had been lu;t; mﬁra ar

lass ian confusion (uituer he did not, thus, know of tho cxictonce

off tho s~oond bdition, or elune he wngs olulming thnt Momeer got

soft in the hend, or olse that tho con 4id not #know what he wag'
doing in publishing tho gcocond cdition}. Hanger wao trnnpldtnd.ﬂjﬂm
ay P Mfﬁf?in G§ adﬁﬁﬁffﬂu. in 1950, / I'rionk e knipht wroie an - :
'int}nductinn. There woa a footnote éxplaining the terainology—
that footnote said that /irinchaftlich would be translated as
"oconozlonl® (%uu in the Corman, it elso had the mouning of
"eodnonio"=—1ho "uu}tﬂntivu uﬂunomqj Anight lmow of the post-
humous work but hﬂ end the trnnhl 1tors rejoctod the socond edition
for the first on the ground that 1% wves the first whieh in11UEn¢ﬂd

oconomica, and the oocoond contained wmuch irrﬂlavant_Lﬂterinl.

i
|
|




f - % s .
ot o oloar understanding of thne flguroo whica hivo ouerged in
- i I . '
. +he world cconomy—tihls 1o DRH of the /[ rmlent mjinﬁ.ifw}
[} 0 i 4

e theoxrios Adda GVH;LM{ W Vg faded
7 what bocowes inportant is thut there i n)(uyutem of/ priceuss
tio sysitexn of ricous and tne syuston. of marxots ic tie fthoory of
econonics. dAvorything olse was supor-nddod to tails theory. '
ilansey hingelf thought that thia theory wna not, in faes,
capuble of answoring oall of the queations whioh were, more or
. a258 cﬁrE:qu:ssly, put to it and expl:dlned Ly 1it. },'Insa, Tresuly, Lie
navaor 1131:}3:1‘}9 500K ba reprinted or truislited boorusa ﬁﬂfm
to find 2n even moro genernl theory. Illngor inter ittently wked
on this more genaeral theory for cbout 50 years. After hiﬂgf;usﬂ‘;:t:l'
it was publipliede In tho second edltion of the Jrund r:i’ft:;q;v he ‘re-—
toired Liz originedl theory—he rotalned, in {uot,uvery word of
. he orisinnl hn::‘:l*.:;:'bu't: nade a4 more ganernl theory of the wc;"r}&:iy
in oxdex that he could m2ke a plege for history, enthropologzy, s {‘m{”?g-

« In this second edition, Le sald that there are two muanings

of “economy", ,‘f‘
- LA AN TAN
Tho recction Jfi—roronico wna ta cuooume thist joor o0ld lMenser
| E

had not undorstood hlg own theory. I Erromdbins—ac Thvt

S

was not nodastary /Ao orifdg in a more genoeral theory in onier to
widgrs . .and perfactly all economic activitys. Tho price mactr.ndwunu,
W mf“f:".:’_ditl'm additiunﬂw those made by Juvono end the rthamctical
' econonlsts, thae restotemant of 1t na tho nar;in:l theor; of
Utllity—rani=tiZe~oould expluin overythinge (it is jrccicaely
thic jocitlion that the rnthropologiut must attecks ho dozu not
iry vo say that coonomiopts are wrong, but ondy that their theory
i3 notl tho moot gonernl theory. lo his Leon loft out in the cold,
end ho 1o tryins to set baok 1::1:%1: graeoe; an ﬂcnnnmint[f.h rlengor,
pointed. the way to thic state of yrice, and inute~d of thnt tihe
econondists hrve sottled for a tnunr;} loo Hun{:ﬂr'utg'}uiﬁch dlows -
'~  +them only a2 plesnsant corner =f outside the {;:.112&5-_) :
A second oditiom of lienger apponred pothumounly, whiclhi wvas
propored Ly his von, the mathomatician. }E.An %w@m

Agdiad o2 \the Ve S Browpd_shby published not the second, Lut the

Tt firqg u_&ditinn of Menger's work, Ilayek wrote an introduction in |

- i
& _.M,_.________t_“u__‘_;_._.;_;-..n_g.—_hn;:-hw—"J
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Appendix

F o
'fﬁdpg'hh‘f:c Translation of Menger's Grundsaetze

——

When I*:r.-o-ﬁlna::iunl ogonomicgs wno borm in 1871, 1t wao developed
along the lines of ,Monger (Erunﬂn.‘it:a, Scoond Edition 192‘5-%111-,“
l&?l)l: 1t ﬂt:l:‘%ﬂﬂ hunnn wanto and needs which cun h; 0L0tlige
fied from soarde rocourcog; i1 1s poswpilble to show through anoly-
6ic ol cctions of people desling wit.h'fu_'i.filling thege neocds,
thng 1f & group of people nects and one lot A8 hngﬁ €0 pell
and the other wantc to buy horses, that a pricg ‘-‘i.‘l_'LLlrh Wﬁ :
at wpproxirately the point at which tho dooire to buy and the
dosire 1o pell Wu:‘l:‘.—plEﬂ* n Ll ws fomifran Quppty owd diwgud Cutnik f‘-'l'ﬁ*i’f-ci.d-] -
4B roprosonts the price i y m)

I|r which g m
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| i rhoy whidy
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3 ffles cross. L _E“_‘F‘F"?M ; Mf’—]
Gnn:::p'cu:ili:utiﬂn of the "rarket process" in thislwny Was M .
Lha ol Ao srontasth feut A the o plAt—1t ohowod th.t crice
‘resulted from human aotivity, and discarded foruver the notion

thet vilue was intriacic Iretetlng. (.Ln fidem Smith's occe, it

Was put thore by the amount of work oxpended in caking: the thing);

7@ huve a thorough—;olng operationnl definition or vicwroint of

price and vrdue. Vnlue is wint conebody 1o willing to ¢ive for
. Bor.ething, . = Ccth_ g bagetecol
“hlo chznyred conplctely nttitude to whnt prico ic and
whnt the cconomy ic, Yhut Lo ngw hero ia that price ic a gubjoctive
I S affedr. Prico 1z, thus, not an nttritute of tho itom but of the
person and of thie social rulx-.‘.;in:}i::hip. This twmns out to be so,
aven 17 {tho rice mafere tu?ﬁg;{;y. l.-;:anJ nnd 1-';hurJ' nnd also ¢on
ba extended to deoisiong zbout whather you will save or invect
or wiekher you will apend, lent, intoreuisc, wuseo——all ¢rn be

gggn in torms of thle formula, No further thoory is noeded 1o
Jakii




of the original context., Buch a Drocadure Witck mediens ame wboama ad -

economy to operational and situational terms vests im fke et - SoPtion ohi
approach to the economy &as an institutoc S CDCADS .
| o Ine gist of this formulation was rciven by lopver r msels ia nis Sosthumous
= 5 & -~:_ I.a-.dd' Al L |

WOT'Ks The actual economy, ne WI'oLe, consisveo of rands Loat =+ rovinT in the

process of production and exc ange, as well 28 of gersnns regtoo-sitla -

3
1

putting them in motion, whether their sCLivicy be caused by  anBuificianey
of the means [ecanﬂmizing direction) or oy wie resiulirerments of srodactisn

irrespective of such an insufficiency (fcchno-ecconomic direciio- « Googs witho
persons - persons without goods, cannot mzxe an economy, e wrott. For Larsons
Wno are economically active cannot be conceived of in the absernce o° ==in-s 2o

v L) | - i, - *__"I IJ_-: &1 ke, = - g . e : - il 1 "
wnich their activities relate; nor do things by themselves constizie o-

4 ~ = L T [F S PR e A K L, i I e s . X .
dre lnSeparadle consviwuents of the economy. Menrer takes his "arder of SO0CS " -

their distance from consumption --for zranted.
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ition of the economy is based on the concept of a provision for materizl want

Satisfaction, hence materiality ecnters both into the process oi procucuion znd

T T i ————

excnange, as well as into the situations responsible for the movemenss of ke

P

things on the other hand.
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performed, ensures
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ied may have

in substantive knowle

: than system-difficulties) which arose out of the procedurs
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Hence for comparative purpeses our patterns 4, ;_ [
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significance. %e must aim at comparinz corvessonding eulitars < aiss 48 L
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occur under those I...rdt-'[.-:.:!""."'.-'u- ST ERNGLATIC., ch f ildary ingatitutian 7

43 money, price)mr long-dist

onding economle culture traits in non-macr

013 :

fﬁﬁ—&he disginction between market and
f

he economy as a ™Role. The two non-market
sectors of the economy.~_Neverine

ldefinite economic traits as they ?a:HJpﬁiﬁﬁ vatber

Am

B
&,
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I|gtncraliza: how far do these trgiftesghow similar rLT'L:EKQ%ﬁ.”

.d"--- '
| __,,-r'"-'-.- 5 B & - ™,
| patterns? And ﬁventgglly”ta what extenuvy 1 any, do _zhcose ai;lh;Ti::&; LT
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to 1lain the weriing of the economy as a Whple under these DRTiLerns?
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mitiedly, semantic difficultifigirisc: navimg identified The\irail, as-
.-"'r...
S.g. money or price, in its fam%;{hr conmtext, wa must rexdefine thzt st
8
1 ) L =R i The

general terms; then compare this model (A) with its assumed 2galoffe in =

| context (B) and (C) and Tix its institutiona
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matter is how to-generalize the

Fs =

familiar edntext, yet Iermiixus leave us reaSonable freecdom to identify its var—

—

WI:IIJ gur definition of the economy offers a clue how to procesd. The
economic process is conceived as a locational or aporopriational movement of
toings while the institutional integument consists for us of "persons in situz
tions" causing the movements to hapoen. This should allow the

"economic!" traits to a combination of things in movement and cersons in situsa-

'\.---']".,r

tions. The movements of the Lthings can be circumscribed operationally, <

situations can be determinsd sociologically, thus avoiding such wveluational or

Sl e e et el i il e I T e i B e ma T e

motivational terms ithat. may be potentially biased by wvirtue of

e ————— ——————




indirectly allocated from a center (nn L STall scale the ublguitous peasant

i

household belongs herg}. b

A system of price-maxing ;”~t413?ia$_ ;L;f'ar{zcﬁnnr;litﬁ arg strucoural

rﬂ'quirﬂmﬂ'nts G'f 4 I-le tnr:r'E"F‘ I}II.'-\. ;.'Iu- -r:'-:-.:-\.--:.r'hlri-u--.-' [ -:-.. ah g ': ---.."-'.I I W m

. £* e - - — o - ol S —— e R R e T e T e
Apart from the market econon Yy BO8 DEAVLEDINIS ATre Not madvielly eXciusaryYe Iin
a particular economy, rather they wond To co-&Xisv With ong more proryirent
than the others long=distance trace Ior inScance, rah DeUreL.. 1Oe enpires
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ally collected and distributed by them

jstration. Similarly, isolated markets are Ireguently found interspersed with

non-market forms of integraticn.

Nevertheless, three patterns of movements are distincuvive znd simmiZicant
causing atability and unity, i.e., a certain measure of recurrence and ol
interdependence of the parts. These patterns have there

ER

function, Hence their designation as Ypatterns of integration’.

=

As a rula it is impossible to classify economies according :a}:;a;c
MUPI-L[IJ_H} becliydy Mm apd wanllet Lyt ‘ﬁd—kg
pattﬂrnﬂl since ire nowv a.n.-..-...-Ld.l.if exclusive, and dominance ‘.‘_..a"'”l"'-‘J"“-* =
rul?}be claimed for any one of them (except again, in case of the markel sysiem).
However, definite brarnches or levels of the economy, can be often ascrio
one of the patterns, which may then serve as a {rame oif
that sector. In ancient Tabmmex Israel or in Dahomey, reciprocity prevelled
on the village level, while on the nation level the redistiributive patitern
obtained. Similarly, int he domestiic sector of trade redistribution tocx care

of the movements of imported and exported goods, while in the forelgn Scotor

of trade as between the rulers, reciprocity prevailed.




[ marfeer |

'l.._;.-.

by an economic institution: the dirnita ey help boost t lag of
authorized worlk; or by exerting an influsnce on 2n eccoronmic institution as SUCT,
&.g., the book m&rnﬂlj the digaitary ray favor or frown upon consorshiis JlT—
erary publications --thus influencing the efifeetivencess of % S5 il

Analysis must obviously start with the cistinsuisiins of —aricet aco=smies
from non-market economies.

While owing to the sbsence of market instiiutions to im, the

Lk A . dtsrelenie lofio of

economilst WasS prevenited 1Tom Denevraving the Sotio—culturzl man : _1 Noag
Societies, the social scientists, thnougn experis in ¢ iral 5 ines tnat
discount "rational movives', nevertheless failed to explain © iroe of The
economlic proCess, Since no alternaiive patiern underliying the sconomy asJezred

available to serve 3s a referent.

What, it appears, has not been sufficiently considerasd was the possicility o
that under the surface other explanatory pailverns might operate, differsnt Zr-on

exchanggjand not yet explored.

Y

Market economies are as we have seen, readily identifiable by

At 1T, a

over the whole of alself-r@r{ulati 1g system of price-making marxets; non-
market economlies in comirast show a baffling socio-cultural variety of pazicrns.

However, such economies have been found to be instituted in iwo basie patiem
reciprocity and redistribution, or a combination of

market exchange this raises the nurmber of patierns here

f_: AW et 1 eed - - aluhed Aetanial, é‘"iﬂ-u&» Goccld, Al .dﬁw.-:.:j,]

o N g
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l».r..J.E’ m"-:'-..n.- a..i.-*-"-:h-ub

A LM thfglraﬁ#{'

a self-regulating system of price-making markets, aT\e:-:c hange patt

Under a market system thi n"EK re moving at

ern unicue
to our times. (A)

Fom— P =] R
iore symretricallj

Reciprocity implies that things are moving between two or

placed persons or groups. (B)
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categorically Irom “advanced™ ones; nor was this tried later Ly olaer sacial
scientists. For the purposes of such a task, involving as it cozf & compirisen
of market aznd pre-industrial non-markel cccolomies, a broader aporoncl Lo tos
J economy may be needed. Such a concept of Lhe cconomy may indsed Ge found <0
| lia.naarar to the classical than Lo the nec—classical school of economic ToouZnt.

Basic !DuIb--u_t. ) .Iu.'{z",&'fu{'rh't"-

The economy as a sub-system in Socicly mey Dc dellngC &5 a process oz
continuous material supoly channeled tn
consists of movements of things, ihe movemenis belng caused 97 323210 a ving

1 TRk b e B e

in situations created by those 1nSiivuvlons.

- AR 2 ' [, I niee) L -, R S . B . Jr——— - - - = = .
115 l_.-;_i:tl_lrﬂ OL Ll L E'l:l:lnl,_.lh;‘-' aa all 1TE vl el Li'....'-':h. P e e - e e T g

in mice all the semantic elements needed for our tnsorsvical DUlS0SSS. -aE
economic process and its institutional integunent made up of Poerscns in

]
=
N e R e LT g I R

situations", forms a complex whole. In ;ﬂtnality]uhihha and persons 1o
;ﬂapﬂnaaik,

t-i-:-nsl(art inseparably 1in‘r:eci)w'nile analytically they ;:"L.téi...-a-ﬂhc-

Institutions are called economic¢ if they typically cregic situesl

determine the movements of which the process consist

1

are elastic since the economic character of the institutions is a

degree of\bd{hAgs tﬂﬁhﬁljﬁﬁﬁﬁﬁﬂﬂg‘tha? contribute to the forming of thaise

tions, less indirectly affesting the process _are political, religious or oiher

= t ; ] . 3 = ot e i e L e s
wise non-economic. These exert their influence on ine eConomic DIOCESS

exceptionally-- either accidentally or peripherally —-for instan

who happens to De a succesSsiul

s« Tae Insvitutions 1=
together with the process form the ecconomy as a sub-system. ITs boundaries
\
: Hree il 1
untypical Eituatian%,as when a church dignivary wa i

As 3 rule non-—economit inscitutions

author claims royalties on a best seller. | s

Fi
& L

exert an influence -only by entering into a situation that is typically Creswss
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sconomy (Verkehrswirtschait

the excnange or market economy for which the "rrinciples ™ WEFe iy G,

[

one hand, and the nen-market or backward econmwies, on tae other.
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Only quite recently has atienilon
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under—developed and backward countries. kenger’s cdizcussion oi EBCOTIGTLL s o
ment has however been Iorgotlien. e sosthumous edition e gdistincvion

) ) J
betwesen the two directions af the sconomy 18 madz, Was Bevar lated 1058

r s T ity oL | o e = bt e P P e - e T s e = 4 s " Fu L Fr - Ay L R T i
ﬂrﬂgllﬁhi No ;rEEEﬂtnulﬂﬂ of neo-classical €CONOMLCS -l TS LUGELE onzl Spohins?
2 i L P,

2 e +1 TF TR I S A R =, e ¥ e ;
[l?_}; }-'- dealE T‘fltl'}‘l- Url- l.l"-l'-\:] '-—-llﬂ'—'c (WIS W e = a S B WL A .'.F_r:--_.nl ok HE Y e o i et S L

of the Wprinciples " in its rafe DOOK SErics (1933 chose Lhe Z1I3% 1%

Hayek, in a preface 1o this "replica" edition helped To remove == oo
Jof the Geconel sdditig

Menger from the consciousness of economists TY passing over ne _;;dg;;lerz

nfragmentary and disordered”. "For the opresent, at amy Iavts #rofescor heyes
concluded, "the results of ihe W ric of lenger's later years miSu US regEraed :
25 lost." OSome sevenieen years later, wien +he UPrinciples?, with F.=. Kniznu's
preface, were translated into Englisih (1950), the first ecition —-hal*?:h: siZe
of the EEGDHdE#;E once more selected. Loreover, the translatiion rencered
throughout the book the term mrirtschaltend” (literally: eng=gscd 10 econoxic
activitg) by "economizing". Yevy, according to Menger, GTOiS Was the eguivelent
not of "wirtschaftend", but of "spar ;d”, wnich he nad expressly introduced 1n
the posthumous edition in order to distinguish toe allocation of the imsulilcienc
means from another direction of the economy which does nov necessarily imnliy
insufficiencye.

Menger himself was content to universalize the .concepd ol economic =ctiViTy
by stressing its Two directiﬁnﬁ, and made no attempt to develop 4 particular

L '
set of terms for “backwardllecmnnm11§ which he was the first ©o distinguisa
E;?uck;r:-

5/ Menger uses several words to dssignate These haclkward® economics:

1ieben, ungivilisiert, unentwickel®.
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Menger was avowedly facec Ly A Sémanc.c difficulter. e tells us LAsET

for the phrase "economizZing cireculon’ e LouUnG no Jarman wold corrassoncing

precissly to the adjective Beconomizingf,

] - - . it e = = - o T | " e e o i L a
tﬂm IEEHTFHGT’ Epﬂcl-l-,}rlng L s Inl‘-'\-lii.J-lJ:,‘ UTET LB t-LKBH..D'J_:"’ 1TI1 l.-ll.ﬂl-:-l-rﬂ'.'":r. LI G 3 '._..i'."':'-r:J--r:l':.-..g,E""
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ijerend's He then added a special secitlon on the phenomena Lhat emelgsc 10
— e & -
the conjunction of the ‘'techno-econ mic? and ire economizing directions of the

numan economy.

Because of the brilliant and formidable achicevemenis of srica iaesory

5 = - -
opened up by Menger, tne new "eCONOM1ZiLg O 10TMAaL WMELi- =eanomid Saosns
th - i —— l—""'d J_HF" tp 5 i = | J‘ﬂd"*_-'l."l—'.i'.'r""‘_ T 1 — s '-_"-'"_l-'u '-\'"-r-;"-'_.r- T e LT _---\"
& Mesllng, =l wildl More Wadlololinl Ul Sslcellipgdyf Woaos Ve .. e S
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"materialiﬁﬁ:}"h‘which Was 7ot scarcity-bound, lost academic SLaliS anc was

o] <+ o, b 5 e e e B Ly e ’ o 4 .
eventually forzotten. Neo-classical economics was ICUNGSC OGN WS L& LSeel-y

while at the same time the old, material or substantive mecinlng fadea fion
>
consciousness and lost its ideatity for economic Thougnve.
S == ) & -]F.‘_ =tn = B LT
I A 2y i fam ald b u':}

Later, Menger wished to supplement nis “u'J,r:hj.;:il.:z:a'tE o f

being studied by the new social sciences. Cultural antnropoleyy ravealsc 2

variety of non-gainful motivations which i ndvced man teo take Dart in oroguction;

sociology refuted the myth of an all-pervading utilitarian bias; anciens nIsTory
|
L 1
shnowed cases of high cultures having no market system. Ilengzcr was now ZnxXlons
to limit the strict application ol his UPrinciples " to the modern exchange
Eﬁ The Tormal and the substantive meanings of !'economic™ as previously develozed
by the author contrasted 'economizing' with 'material'. This lsiter meaning i3
common to all the Vsubdisciplines" of the social sciences goouped £00Ve, &3
economic. In speaking of the economic process, we are referring therefore IS he
substantive meaning of !'economic¥.”In brief, the institutional aporoadt To tha

economy implies the substantive meaning ol leconemic ' whichk thus becomes
ping-stone towards the definition of +he economy as given here. {See Irad
Market in the Early Empires, Chapter XIII).

|

Menger rimself seems to have held that economizing attitudes involve diilitar-
Ian value scales ip a sense which we should regard to-day as an unduc limitasion
of the logic of the ends-means relationship. This may hawve been one pf the vesEons

B
R

vwhy he hesitated to embark on any theory other than that af "advanced” €O
where such Wwalue scales could be assumed.
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man's livelihood. This was the first stctement of the postulate of scareity
or maxXimization. As & succincet fomulation of the lomic of raticral action with
reference to the economy, it ranks high among the &chicvaments of The numan

minde.

A : N : _ ;
Its inportance was ennanced DY a supcrb relevarce o the acuuel operstion

of market institutions which, due to their maximizing ellacis in cay=ito=-Ca3y

operations, were by their verv naiure amenable Lo such &n anorosCh.

As Menger explained, however, in a posthumous ecCliticon of nis word,; puzlichez

o

in 1923, the econcmy has two "basic dircctions'ly cnly onz of whichw 25 the

<= = e ] T

= - = - R « MRS . = i r S - i e mm.
economizing direction stemming from the insulficiency of means, while the

b G L —-acononic direChion 85 he called 4% erivine fyom the
gther was the "techno-econ " P c ¢ 5 :

requirements of production regardless of the'sufficiency or insuificicncy of the

meanses For rationmally production is called for if consumable ZoOdS ara &bSend,
&,
wnile the factors are available.
In a section of Chapter IV entitled "The Two Basic Directilons ol the

Human Economy'!, Menger wrote:

Jﬁf all these two directions that the
uman economy c¢an take = the technical zanc

the economizing —--basic [Fﬁlnar glementa
ddﬂul’ though these appear as a rule, indeed, al-
tﬁ?*q ' most always linked witnh each other, th
‘du¢ﬁa nevertheless spring from causes that are
essentially ciiferenc and independsnt from

one anotner, and in some branch L Lhe
economy actually maxke their a ;
'alone... The technical cﬁ-uuaim: of the
human economy is neither necessarily depend-
ent upon the economizing one, nor is 1%
necessarily linked with i:}{ E

) 1/ Modern readers might mistake Venger's "technical or "techno-etonomic® Zor
Theachpological. The latter as Menger was the first to recognize, was 1n Iic

-

5
ey

purpose aliogether different from the economy . The economy is limited to provid-
ing for the means of want satisfaction, whether by economizing or by procduciian.

e e S

'-LL}IWU

ox T

‘Aﬂzi Technology as such is a sphere of activily not necessarily aimeC atl &y piroose
And =
q,:t

of this kind, but may include scientific or military purposes or be enjoyed 19
its own sake, according to Menger.

2/ Ttalics in the original, translation miney K.




historians of antiquity the mytn of an invisible marie: pattern has come o
overlie the economic life of the Near bast, ninderineg the acceptance of a less
Eammerﬂial and more realistic interpretation of the foets about the sccrsnies

of the Oriental empires. Even ihis is not all. Apart from the .*gm._ parcet
frame of rtfc;:ncctﬁf.at was here foreed upon non-mariet societins, thers vwas
that fragmentation of knowledge aboutl non-marict economica, the releovant fzcis
being domiciled in the different social sciesnces. Hence, [ iyt clice of Toe

1)
economy in Enciuty*pwnuld mean o the anthropolomizi; itz slaes 1. the culte

oS e e et Bl T L

spectrum; to the sociologist, 1ts place as g sudsystem in & Liractured Society:
to the historian, its place on a time scale. Differences of szantic ¢o
would in this way tend to produce a puzzle of non-fitting iterns. Zeacirns

scholars in vain strained to reverse the trené fowards departrenctz]izadicn.

The historian of antiquity, Eduard Meyer, the economic historians denry 5. Waine,

Carl Buecher, Oito Hintze, Xax W_eber and Mare Bloch, the soclolozists Durkhainm

and Manss, the anthropologist Richard Thrursrald, advocaved an Inlegrazion of
the disjecta membra of what might De teniatively called non-mariet econcmics,
Ednard Meyer and Max Weber launched out on the task, but found no followers.

B. Laum's explicit atiempis at a general history, trying to reconsiruct the mech-

] 'J-I J_I

anism of primitive and archaic economic institutions, was zbortive, not leoast
for lack of a unifying frame of reference. G
il peroic

i
This calamitous uncertainty about the concept oﬂ(tnc eConomy harks back,

we Submit, to the founding of the neo-classical school of econocmics, with its

somewhat confusing influence on the study of non-market economies.

Neo-classical ecnnumins was established on Carl Menger's premiss theil iis

appropriate concern was the allocation of insufficient means Go provide Ior
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of "rational! principles of behavior. M; the phoence of market institu=

!il il
I
Y1008 wWa idﬂntﬂlﬂal with that tandency towards "irrationa Ldb—& vhich Stulitiliers

}g_ﬁ {i-Sgopemisadd endeavors at comprehension.

-— £ - Ly - R T i e w w = " . o » :
. In terms of empirical research tine dispersal of ecomomic infommation tmeng

the social sciences should have suppested a linking up of those enclavas of

ST (ol LRR. ot fos fetegicol, omdaouslogial for wed

/{lmm?ledgn +0 form a whole. But azain the Stavus gained “-.:._;:{;-:.:_—_ ie analysis
in this general field of study ciscouraged sach atiempts: Lognomics in 1ts

full-fledged intellectual armour tended To monopollze IndUiaiivi In promiSive
ecanomics, economic hiﬁﬁﬂ:‘fg and ecoriomic sociolopgy alike. <Tne prevailin
climate of opinion set a premium on common-sScnse maxims cloinel Ln acacemic

govms, which were then substituted Tfor empirical reSearca anl of Tical anslyais,
Faced with the choice between an advantagoous and a leses advaniarcous course,

most men tend to chooSe the fcrr:ner;l_?:as a typical promouncement of conventional

'h - -
.i'l-"" —— " e o — LRl =] - s -

wisdom and was deemed sufficient to posit the axiom of galniulness &5 & univer-

s5al principle of human behavior. Once intrcduced, such an aXZom Woulc scTve
to justify ihe reception of the ambiguous Terms of supply and demsnd wherever

"bh:.mgs were available (supply) that could be employed as means ©O 2 DLIDIES
~ - duy ,m;mf—t&, %’ﬁw nfﬂ-m;, fésrad nfu&a_?

(demand). Unwittingly, the human worldfwould thus be transformed indo & solsn-

Mmﬁﬂﬂﬂ# Lyt J—F - -
tial market system 'rrit.hé't-rade and/money &as logical corollaries. -F::* empirdcal

l §
5
i
(o
|
el
i
[T
=l
§=
!
ol

engui herea was now neither neceﬁj‘t{rﬁmr wA2 room leff
price-making markets would be seen p.hm:g‘n none were presentn:ucraﬂfar‘(:?a:a Abld
. “m ekt il
#'v money occurred, and"ecr:rnnmic:s.!@h would take over, leaving the SpsCizic
sub-disciplines where they were. A{ times such economistic 1ini "luences Ilooded
Figw
faﬁémnpmit& pued Pre-mdusarad fuston B |
not nnly the economic sub-disciplines ut the main sciences themselves. ;&,%c
ﬁnthrupulagr 1tself was affected by the allcocational 'definition with 1ts waxe

of a utilitarian psychology and a one-sided exchange definition of money; more

recently sociology developed a rationalistic Tendency culminsulng 1in =3 ingenious

L

scheme of extending economic theory to the totality ol sociely; with economi
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. All the more, it may have come as a surprise that neither Aave Lhooa
"sub=disciplines" which speciazlize non=mar<et institutions reschsa any
lﬁ*‘f MG-':U.«;IMM.ETHJ
notable accuracy in describing ML agicrexd countries, nor did attensic in

T o

this field attain to any insipghts oven comparable to our understanding of ths

market economy, which is indeed remarkable.

,p;.ml.-?
on price differentials unfﬁﬁzm goods such as land, labor and row milerials

) o weld 04 aniledo fun
which have markets of their DWﬂalfffilETithb food and other coosumer’s gcoSs. .

w

Trade is a two-way movement of goods througn ih

o e i i T

SR T e e i . . : 55 e R gt | e L
facilitating such a2 movement. oOince prices &rs ZTomsa in

and money a means ol
M .-.'_':lwnm':ru&'f’

markeﬁﬁ}'tradc is market trade and money 15 essentially exca::q;i oneyr. Soth

trade and money can then be regarded as functions of the market, ana = sel

regulating system of price-making markets may clearly result in 2 continuous
supply of goods. The economist's question is only, how does it all work?
iifferencs. For

As to non-market economies, the position is completely ciiicre

Jude b on Tectllisya? dﬁ#ﬂdﬂ,

ancient Babylonia or the West African Negro empir %ﬁ we posSsess no instituiional |
..191"' & fc:[-\‘!’.&.h s

frame of reference to hold on t.caJ such as p -making ':m. L_.u5£’ nence, thers

"q '_&( ¢ Comauiy _f?fﬁ""“'a”?—)

is no agreement about what exactly we ”1uh o rnﬂ ﬁk
It wstigetocs L e
ﬁmﬁwm nor what 11ne..~xa ,Ja*a_+cl with market economies should

I'.Je '1.J-'="GL

follow. GCulture Lﬁiﬂ@&a& resembling trade or money ey occur, but there
is no underlying pattern such as that of the market system To explalin uie move-

§ M Mu}-ﬁwwt-m avd anctbage mmé“},
ments of the things. Iatﬂ:.here 15ﬁ, contimious supply of material googs, Laatl

is, an econony.

This was largely the burden of the complaint ol the econowmist, when blazine
fﬂ_;_g.aﬂmf U din Ef'lu:i!“ﬁ I_,.-,_.tw

his lack of WMEWM of e ecunami inlb ackward countiiss on

those alien socio-cultural ?ﬂlu&&ﬁpdajﬁﬁﬂbgﬂﬁﬁwk that impede tne application
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Ccarl Menger's Two Meanings of 'Economic!

Karl Folanyil

b (g

‘LJ-Il-'lr"t {0
i The economics of pupMadcvelopment is giving rise o orobless at varying

levels of abstraction. utstanding amorne

question of the theoretical handling of early ceconomies Unal DoS56e88 no mirkst

systems. Such efforts must be condemned to failure a2z long at lnvestizationggg

.Jiiuyﬁﬁhl&f\hﬂﬁaﬂﬁﬁﬁ is arbitrarily 1init;i ua COnLImBoTary I Se o T g
&H ‘8- ;:iuldﬂ-ﬂw‘(

= o P 4 s - & "'-"19”{:} Li'i.: ‘ 1 5 .'-'.'_!I- A riTa
A _wmf&[ #L8 LHL- u‘u—ﬂp
and the ﬁmericaﬁﬂﬁmﬂﬁt of the highly eivilized empirces ol anilguiiy, wnlch also
naupjp seconaary 1naustr1msﬁLnar #l markev sys::%ﬂ Ang inceed Lherae 1s The s=me

lack of understanding of the manner in which the eccnomy operavcl 1h il Dre—
industrial non-market areas, whether big or small, poor or rich, coniemporary
; e I =4 d%UtgﬂﬂﬁﬂlﬂI&ﬂzﬁ?ﬂ it d g
ﬁl or long past. the Tr& rianders we must rniot forget sumer ard :11#"LLE
Egypt. No serious theory of non-market aconomies can ignore Theé recorc oI Tie
wealthy civilizations of ancient DistoTy.

Two fields of organized knowledge into man's livelibood are cn recprd,
economics proper and those fragmenis of knowledge tnat concern pre—-nodern
types of livelihood. These we will designate as tThe sub-disciplines" ol

A omom i At onew (L
f%ﬁhpéti#huﬁﬁflalfigzéﬂpéhuy1i?unrnpalngy 1%& istory. The correSponcing

economies can be contrasted as "advanced" and ”EEE£WE?%£9 specifiable as max

N
economies and pre-industrial non-markel economieS.

179,
Qur interaﬁul,hs m solely in the

_mffﬂhjﬁﬁhgdhmﬁﬁif;se backward countries have hitherto proved zccessible T

theoretical treatment almost exclusively at the fringes wic trade apnd mariets
\ . m g Mﬁmw |
of advanced countries reached them. DBeyond that ra ,Lf_4hnjua jo-goononic
\ structures of the underdeveloped countries seemed Lo obsiruct rationzl apall-
b |

siS}far lack of an institutional frame of referenca.
i
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T ten in 1952 and IEEQJ They are published Gin

here by permission of Ilonahk Polanyi and[Kari Polanyi Levitt_ Lol
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FOOTHOTES

chnical"

Modern readers might mistake Menger

chno-economic" “technelogical.” latter

Menger was the first to recognize, PUr pose

altogether different economy. The economy

limited providing satisfaction,

whethex ECONOMLE 1110 product
sphere of
include

enjoved

i

)

.‘f"

meanlindgs

developed by author contraste nizing'

F
Ilead Il Lizd)

sclences grouped

economl In speaking OneEmic pProcess,

referring therefore to

meanindg

Teconmmic.? In braef, the institui: approach to the

economy implies the substantive meaning of 'economic'

which becomes stepping- towards

of the economy as given here. (See Trade and

the Early Empires, Chapter XIII).

Menger himself attitudes

5 2 EE

economizing

involve utilitaria scales which should

regard today as an undue limitation logic of the

ends-means relati

JELalY LN,

reascns why he hesit to embark on any theory otherx

that of "advanced" countriegs where gcales

could be assumed.
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appear without the other.... The twe
directicns in which the human economy may
point are not mutually dependent upon one
another; both are primary and elemental.
Their regular joint occurrence in the actual
cconomy results merely from the circumstance
that the causative facters that give rise to

cach of them almost |my italics | without

xeeption happen to coincide.’

"The particular directicns in which man's
economic endeavors, under the invariably

det ermingtive influence of actual ciroum-

e, seek a vent, derive from the one or

fraom the cother of these elemental directions,
if not, as usually lmy italicsl), from their

conjunction. Accordingly, the particular

endeavors are merely variants or manifesta-

tions of those elemental dircctiocns Or a

e —

combination of the two [my italics ].

Chapter IV, Seection 1, "On the Economy and

Economic Goods

p. 60. "Thus every actual economy has a subjective
and an objective side to it. Under the

subjective aspect the economy represents an

allocation of the goods that are immediately

available to a person, who thus i1mparts to
them a definite directicn and a destination
aimed at providing for his ultimate reguire-

ments. Under its cbjective aspect, on the

other hand, the economy represents an
aggregate of the available goods themselves

as engaged in the actual movements induced by
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Chapter I, Section 3,"The Scarcity Definition of

Economics”

15. "“Scarcity of means toc satisfy ends of varied

importance is an almost |my italics | ubiguitous

condition of human behavio:r.

Chapter IV, Section 7, "Statics and Dynamics

(2 . 99 'In the light of all that has been saird the

nature of economic analys 15 should now be
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pleis.

o

series of postulales

are almost |lmy italics! universal faclo:

= e e e S ey i s iy P e i g j Tt -
O eXperience plresCllit WilcElle Ve, §REARET S

activit W has an economic as PECL . oo«

e 1 Rttt 7 , e : I i e kg o | TR T T -
MENGER - ':-_1.’1*':]_‘-‘{ ey IN., Section [:E.| - 2018 CTWE ELEIelitell CQlLEeCTI1an!

(1) p. 77- "I shall designate the two directions in which
the human economy may point —- the technical
and the econcmizing -- as elemental, for t
reascn. Although in the actual economy these
two directions as presented in the two previous

¥ =1
sections oocur a8 rule {tmy 1talics

and i1ndeed almost lmy italics] never found

v, they nevertheless spring from

e e

ly different and mutually indepen

sources [Menger's italics]. In some fields of

economic activity the two occux, in faect,
separately, and in scome not inconceivable types

of cconomies ecither of them may in fact regularly

-t

e

The first of the sections bears the title: "The technico-economic

allocation." The second is entitled: "The saving or economizing

of the human economy as induced by insufficiency of the avallable

means. "
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experience present whenever human activity has an economic
aspect ..." Menger, who also noted the fact that scarcity
"Aalmost" coverlapped with the economy, drew from this lack of
complete congruity the opposite conclusion, namely, that the
scarcity meaning of economic, could not be universalized so
as to cover the phenomenon of human livelihood in general.
What seemed to Robbins a negligible guantity, appeared in
this way to Menger as indisputable evidence for the need of

a substantive as against a formal meaning of "economic."

Instead of compounding as Robbins did, the secarcity and the
subsistence meaning into one universally applicable concept

of the economy, Menger, on the contrary, corstructed a
comprehensive definition of "economic" which while leaving
room for both meanings, would permit them to be related to

one another according to the empirical conditions which caused
A

them to be present.

The crucial sentence of Robbins' argument admits the
presence of a gap, which it nevertheless fails to bridge.
Menger noted the gap, and accounted for it by the two meanings
of econcmic which he calls "the two elemental directions of

/P Coads 1O
the human economy." chbinsl}gnoraﬂ the conseguences of the
gap, and produced a definition of econcmic exclusively suited
to the needs of [farmall cconomic analysis. Menger's superior
precision Evcntually created a concept of the human economy,
which can be consistently applied in all social sciences that

treat of the economy JHFluleF economic apalysis itself.
ﬁ* — 2 o Y
-,,/"'/ The guotations given below are from Menger's Grundsaetze,

second edition (posthumous) cf 1923, as translated from the

German original.

Robbins' Nature and Significance of Economic Science,

second edition, revised and extended 1935, reprinted 1946.
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paradox, was no more than the incessant confusion of the tw

o

meanings of "economic," the one appreopriate to the discipline

economic analyeis, the other to the othex social sciences.

|

O

In his second edition Menger extended the range of inguiry
. o 4 }

so as to comprise the facls of anthropology, sociology and

economic history. Thegretically, this reguired a system of

wants and needs, which 3

ould permit & distinction becitween man's
physiological requirements, and the cultural definition of
those requirements in terms of needs; a d letinction betweer
cefinite consumer's goods and the variety of combinations of
different

goods of higher order which according to the state

I S | S ¥ 2y - . T e g e P rok L i - -
of technological skill, might serve to produce them; and above

7 : = =58 |

= e - | i i Tl B A L o Sy = T o, - —_ s s —— = - r —
all, a distinction between CLNe econom, AS Ehe SphRere ol all - =

¥ ' -1 1 - r - H Fe i S L s 2T o e R .
livelibood, and the differeni orms of integration through

which the economy as a unit was institultlonalize

= T X atis e Ly E e o) S e it ol 2 L AR = el L Y it = = L
It is eacy to see that E—see—an-expansion of the Grundsaetze

rw&ﬂPWthiﬂﬂu::DJ — A
 To makte room for a theory of wants and needs; For the l1istinc-
L o I

tive determination' of modes of production, but more than any-

i Pﬁﬁri I #ﬁHnL

chirng else fﬁﬁia definition of hhﬁ

¥

economy” which would

satisfy the reguirements of the social sciences dealing with

the economy in general without sscrificing the criteria of an

economy instituted through a competitive market system.

It is at this point that the achievement of the post-

humous edition of 1923 becomes strikingly apparent. Take
g4y <Pk

Lionel Robbins' well-known popularization of the scarcity

LRI}

definition as an example. Robbilins wrote: Scarcityv of means

to satisfy ends of warying importance 1s an galmost |lmy italics,
K.P.| ubiguitous condition of human behavior™ (p. 15). And
accordingly he concluded: "In the light of all that has besen

said the nature of economic analysis should now be plain. It

consists of deductions from a series

of which are almost lmy italics, K.P.

of postulates, the

univexrsgal facts

clhief

of

=,
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Too much, I i"-’*-:‘.'lfx-.'u.'.; here lefr unsaid. Few wmen, xf any,
in the long history of human intellectual effort paralleled ,
and none surpassed Menger in his dedication to the unremitting
search for the truth, at the risk of self-obliteration. He
had refused to permit either a reprint or a translaticn of the
text of the first edition, which he deemed in need of completion;:
@iy at

he resigned his c the University of Vienna in order to

k| =
i |

devote himeself execlusi '\.'f"-ll'l,r Lo that tasics after an eiffort oL

erttogether fifty years during which he seems to have agaln and
again reverted to the tacgk, he left & manuscript behind ham,

which included four fully completed new chapters. At least

one of these is of prime theoreltical inporiance for the problams

of definition and method that presently exercise the minds of

It was mainly after Menger's death that the influences
began to be felt which transcended the econcmists’ treatment

-

of economics and pointed towards the need for broader terms.
Cultural anthropology and primitive economics as represented
by Boas or Malinowski, sociology on the lines of Durkheim or
Pareto, general economic history as first formulated by Max
I

Weber were more hampered than helped by the "scarcity

" Q_.‘_':_H\i-—-"
definition of economicd™ -- as it waehesennsnse t0 be called e

-t

T fewg?r. This was the pericd when cultural

anthropologists excelled in discovering economic institutions
of strikingly "anti-economic" character such as the potlatch,
the knla trade, or the matrimonial finance of the Manus

Exre -
Islanders. | A rationalist and utilitarian like Parelto —ewel-
indulged in the construction of 'irraticonal' residues as the
roots of history; and Max Weber, who in economics strictly
followed Menger and Mises,devoted a decade to tracing the

religious origins of business ethics from Confucian China to

Benjamin Fraklin's America. Yet what then appeared as a




or else he was r:]e‘:.i_ming that Menger got soft in the head, ox
else that jann did not know what he was doing in publishing

the second edition). Menger was translated, agalin as PRINCIPLES

OF ECONOMICS % ot R R o B Frank H. Enight wrote an introduction.
]

There was a footnote expl aining tae 1'-:'1171.|_1'_:|[_11t-'-,j‘.w" ~—- that footnote

said that wirtschaf 13ch would be translated as “economl rcal”

a2 fheath mw:w:l'
(ext in the German, = 2150 ]"JC@ the meaning of conomic T P"v"!‘-‘-—n"j"izﬂ

the substantive econol ':'I'} - Enight knew of the posthumous w oYk
. s ]{::'q'-.-n._a' ¥
but he and the translators rejected the second edition Jijt the
edRor
on the ground that it was the f':irs_slj\*.-;hj-:':h influenced economlcs
r'f.EJ

aﬁ‘n_u:uc csecond cont sined mich irrelevant maEterial.

When Menger's classic of modern economic theory was at long
act published 1 Eiiglieh the translators decided , —tpee, to use

for that purposc rhe text offered by the first edition ol
. E ¥

1 e i " St IR R S +£ 1923 S I e S e g SR O ashy e
Tne secohd 1 Jised €alLiOll Ol ML, WLITCH Lte LEAL eXpanclcu |5 8
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twice the original length, was passed over with the briefesl

of explanations. It 1s fervently to be hoped that it will not

-

+ake another 79 rears before the English epeaking public 1is
b E J E

enabled to benefit from that posthumous edition of Menger's

‘Grundsaetze' with its theoretical anticipations the full

significance of which can perhaps be gauged only in our days.
108
But let me guote the translators themselves So¢ their

reasons for ignoring the Lext of the second ediltion.

"ghe translation presented here," they write in their

Preface, "is a complete rendering of the edition of the

Grundsaetze which was published in vVienna in 1871. & SECONC

Cerman edition was published 1n Vienna (in 1ﬂ23}, two years

after Menger's death. We rejected the possibility of a varigrum

translation because it was the first edition only that
sinfluenced the development of economic doctrine, because of
the posthumous character of the second edition, and because

the numsrclis Adifferences between the two editions make =

variorum translation impractical.”

fir

st
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at this theory was not, in fact

—

Menger himself thought th
capable of answering all of the gquestions which were, more or
less carelessly, put to it and explained by it. As a result,
he never let his book be reprinted or translated because he
wanted to find an even more general theory. Menger intermit-
tently worked on this more general theory for about 50 years.
After his death, it was published. In the second edition of

the Grundsatze (1923), he retained his orxiginal theory -- he

retained, in fact, every word ot the original book —--— but made
a more general theory of the economy in order that he could

make a place for h:’s:i‘ﬁ}'x;, anthropolegy, and sociology. In this

s |

second edition, he q—-—‘.—d that there are iwo meaning of “economy.

=

The recaction of economists was to assume that poor old
Menger had not understood his own theory. It was not necessary
they felt, to bring in a more general theory in order to under-
stand perfectly all economic activity. The price mechanisms,
with the additions to it —-- those made by Jevons and the
mathematical economists, the restatement of it as the marginal
theory of utility —- could explain everything. (It is precisely
Lk et
this position that the anthropologist must attack: he dees not
try to say that economists are wrong, but only that their theory
is not the most general theory. He has been left out in the
cold, and he is trying to gel back into grace; an economist,
Menger, pointed the way to thig state of grace, and instead of

that the economists have settled for a theory, alsoc Menger's

shich allows them only a pleasant corner outside the gates.)

A second editieon of Menger appeared posthumously, which was

prepared by his son, the mathematician. _&.&uhlishmﬂ not

the second, but the first edition of Menger's work.- 2 Hayek

e e R —

B —

wrote an introduction in which he said that some papers of

Menger had been left, more or less in confusion (either he

did not, thus,; know of the existence of the second edition,
m ok lecays Tt-a[mmriw_ﬂj-emﬂhfﬂ?
J-L-éﬂ-a‘-—&/»ie.l'\wﬁﬁ.t_ﬂﬂu)w ﬁv«mln L. E L’b
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Teconomic” traits to & combination of things in movement and

persons in situations. The movements of the things can be

circumscribed operationally, the situations can be determined

cociologlcally, thus avoiding such wvaluational or motivational
terms that may be potentially biased by virtue of the associa-—
tions of the original context. Such a procedure which reduces

=

any phase of the economy to operal ional and situational terms
rests in the last resort on our approach to the econcmy as an

instituted process.

The gist of this formulation was given by Menger himself
in his posthumous work. v, e wrote, con-
sisted of goods that are moving in the process of production
and exchange, as well as of persons responsible foxr putting

+them in motion, whether their actiwvity be caused by the 1n-

. ey & b S o el g e I e,
cunfficiency of the means (economizing Alrection) oOx by the

1 Ty i, it [

requirements of production irrespective of such an insuf
ciency (techno-econcmic direction). Goods without persons --
persons without goods, cannot make an economy, he wrote. Foi
persons who are econpmically active cannot be conceived of in
the absence of things to which their activities relate; nor
do things by themselvees constitute an economy in the absence
of persons who are acting in relation to them. The two are
inseparable constituents of the economy. Menger takes his
"order of goods" ~- their distance from consumption —- for
granted. He can do so, since his definition of the economy

is based on the concept of a provision for material want
satisfaction, hence materiality enters both into the process
of production and exchange, as well as into the situations
responsible for the movements of the things on the other hand.

{f Appendix i
y ' a

' Trans ion of Menger's Grundsaetze
L fra ;fm—-Thﬁ rranslation of Menger's Grundsaetz

LY

——
el

1 F
—l--.

When Neo-classical economics was born in 1871, it was




Nevertheless, three patterns of movements are distinctiwve
and significant causing stability and unity, i.e., a certain
measiure of recurrence and of interdependence of Lthe parts.

These patterns have therefore an integrative function. Hence

their designation as "patterns of integration.”
As & rule, it is impossible to classify eccocnomies accord-
ing to a single basic pattern, since reciprocity, redistribu-

tion, and market exchange are not mutually exclugive, and

dominance cannot, as a rule, be claimed for any of them

(except again, in case of the market system). However,
definite branches or levels of the econemy, can be often
ascribed to one of the patterns,; which may then serve as a

frame of reference in regard to that sector. In ancient
Israel or in Dahomey, reciprocity prevailed on the willage

level, while on the naticn level the redistributive pattern

=

obtained. BSimilarly, in the domestic sector of trade,
redistribution took care of the movements of imported and
exported goods, while in the foreign sector of trade as
between the rulers, reciprocity prevailed.

|

Hence for comparative purposes our patterns A, B and €
have a particular significance. We must aim at comparing
corresponding culture traits as they occur under those
patterns. For instance, such familiar institutional traits
as meney, price, or long-distance trade should be compared

with broadly corresponding econcmic culture traits in non=

market economies.

Our definition of the e omy offers a clue how to
proceed. 7The economic process is concelved as a locational
or appropriational movement of things while the institutional
integument consists for us of "persons in situations" causing

the movements to happen. This should allow the reduction of

.




Market econcmlies are as we have: seeon

; readily identifiable

10.

by the dominance over the whole of a network, a self-regulating

=3

trast show a baffling socio—cultural wvariety of patterns.

However, such economies have heen found to be instituted in
two basic patterns: reciprocity and
combination of the

raises the number of patterns here distinguished to threc.

Under a market system things ["commodities! -- natural

resources. lIabi goods, and :".""'-.'-"l.'..."-| are moving at the mosd

favorable rate within & s8¢
markets, a widely integrative exchange pattern unigue to ouw

Eimes. (1)

A system of price-making markets, institutional symmetry
and institutional centrality are structural requirements of

the three basic patterns, respectively.

r

rstem of price-making markets; non-market economies in con-—

Apart from the market economy, the patterns are not mutually

exclusive in a particular economy, rather they tend to co-exist

Ny

with one more prominent than the others. Long-distance trade

for instance, ran between the empires of antiguity regularly

as gift-trade, between the rulers, i.e., on reciprocative

!

lines, while the things exported and those imported by the

rulers were domestically collected and distributed by them

|

through the redistributive channels of a central administzration.

]

Similarly, isolated markets are frequently found interspersed

with non-market forms of integratiaon.




situations that determine the movements of which the process

consists. The institution together with the process form the
economy as a sub-system. Its boundaries are elastic since the
economic character of the institutions is a matter of the degree
to which they contribute to the forming of those situations and
the immediacy with which these affect the process. 0Other

: inastitutieons; less indireclly affecting the process, are
palitical, religious cor ctherwise "non-economic." These exert
their influence on the economic process only exceptionally --
either accidentally or peripherally -- for instance by creating

untypical situations, as when a chureh dignitary who happens

[‘|I

to be @ successful author claims royalties on a best seller.

As a rule, non-economic institutions exert an influence only

by entering into a situation that i1s typically created by an

economic institution: the dignitary may help boost sales of

an authorized work; or by exerting influence on an economic

institution as such, e.g., the book market, the dignitary may
favor or frown upon censorship of literary publications —

{ maxket.

thus influencing the effectiveness of the boo

L L
]

Analysis must obwviously start with the distinguishing of

market ecconomies Lrom non-market economies.

=
Qe

e

While owing to the absence of market institutions to gu

]

him, the econcmist was prevented from penetrating the socio
caltural tangle in underdeveloped sociegties, the social
scientists, though experts in cultural settings that discount

-

"rational motives," nevertheless failed te explain the course

,\ of the economic process, since no alternative pattern undexlying

: the economy appeared available to serve as a referent.

A e R B SRS R rorwss o E

What, it appears, has not been sufficiently considered was

the possibility that undexr the surface other explanatory

patterns might operate, different from [market ) exchange, and

not yet explored.




by "economizing." Yet, according to Menger, this was the

egquivalent not of "wirtschaftend," but of "sparend," which he

had expressly introduced in the posthumous edition in oxrder to
distinguish the allocation of the insufficient means from
another direction of the economy which does not necessarily

imply insufficiency.

Menger himself was contenl to universalize the concept of
economic activ i Vi ]'-":,-' stressi g 1ts two directicons ,  an d made no
attempt to develop a particular set of terms for "backward®

economies which he was the first to distinguish categorically

-

-

118 tried later by other socaial

from "advanced’ oOnes;: nor was t

cscientists. For the purposes of such 2 task, i1nvolving as 1t
does a comparison of market and pre-industrial non-market
economies, a broader approach to the economy may be needed.
Such a concept of the ecconmy may indeed be found to lie nearer

to the classical than to the nec—classical school of economic

thought.

Basic Patterns of Integration

e

The econcmy as a sub-system in scciety may be defined as
a process of continuous material supply channeled through
definite institutions. The process consists of movements of
things, the movements being caused by persons acting in

-

situations. created by those institutions.

This picture of the economy as an instituted process
contains, I believe, in nuce all the semantic elements needed
for our theoretical purposes. The economic process and i1ts

institutional integument made up of "persons in situations,
forms a complex whole. ITn actnality, things and psrsons in
situations are ingeparably linked, while analytically they

are separable.

Institutions are called economic if they typically create




Later, Menger wished to supplement his “Principles" of
1871, so as not to appear to ignore the primitive, archaic,
and othexr early societies which were being studied by the new

social sciences. Cultural anthropglogy revealed a variety of

non—-gainful motivations which induced man Lo take part in
producticon; sociclogy refuted the myth of an all-pervading

utilitarian bias; ancient hislory showed cases of high

A/

Mengoer was now anxious

cultures having no market systen

I3

to limit the strict application of his "Principles” to the

modern exchange economy (Verkehrswirtscheft). The posthumous
edition abounds in references to the cxchange or market economy
For which the "Principles" were designed, on the one hand, and
[«
-

the non-market or backward econcmics, on the pther.=

the economy of the under-developed and backward countries.
Menger 's discussion of economic development has, however,
been forgotten. The posthumocus edition, where the dis
between the two directions of the economy is made, was never
transiated into English. HNo presentation of nec-classical
economices -—- including Lionel Reobbins' (1935) -— deals witlh
the "two directions." The London School of Economics editiom
of the "Principles" in its rare book series (1933) chose the
firsi edition. Hayek, in a preface to this “replica" edition
helped to remove the posthumous Menger from the consciousness
of economists by passing over ihe manuscript |of the second
edition] as "Eragmentary and disordered." "“For the present,

at any rate,” Professor Hayek concluded, "the results of the
work of Mengexr's later years must be regarded as lost." Some
seventeen years later, when the "Principles," with F.H. Knight's
preface, were tranelated inte English {(1950), the first edition
—— half the size of the second -- was once more selected.
Moreover, the translation rendered throughout the book the

term "wirtschaftend" (literally: engaged in economic activity)




In a section of Chapter IV entitled "The Two Basic

Directions of the Human Economy," Menger wrote:

T call these two direclions that the human
economy can tdke —-- the technical and the
economizing —— basic [German: elementar J);
though these appear as a rule, 1indeed, al-
most always linked with each other, they
nevertheless spring from causes that are

essentially different and independent from

one anothexr, and in some branches of Lthe

economy actually make their appearance
alone... The technical directieon of the
human ceconomy is nelther necessarily
dependent upon the economizing one, nor 1is

. 2/

it necessarily linked with it.

Menger was avowadly faced by a semantic difficulty. He
tells us that for the phrase "“economizing direction" he found
no German word corresponding precisely to the adjective

ir

“"economizing.," and sc he used the closest available texm

'sparend’; specifying its meaning unmistakably in brackets

as 'okonomisierend' He then added a special section on the

phenomena that emc from the conjunction of the "techno=

economic" and the nomizing directions of the human economy.
Because of the brilliant and formidable achievements of

price theory opened up by Menger, the new "economizing"” or

formal meaning of economic became the meaning, and that more

traditional but seemingly pedestrian meaning of "materiality,’
which was not scarcity-bound,; lost academic status and was
eventually forgotten. Neo-classical econcmics was founded onh
the new meaning, while at the same time the old, matexrial or
substantive meaning faded from conscicusness and lost its

. 3
identity for economic thought.—



L

advocated an integration of the disjecta membra of what might

be tentatively called non-market economics. Eduard Meyver and
Max Webexr launched -:ruILI on the task, but found no followers.
B. Laum's explicit attempts at a general histery, trying to
reconstruct the mechanism of primitive and archaic economic
netitirtions, was abortive, not least for lack of a unifying

frame of reference.

This calamitous uncertainly about the concept of "economic"

and the "economy" harks back, we submit, to the founding of the
neo-classical school of economics, with its somewhat confusing

inFluence on the siudy of non-market economies.

The Posthumous Carl Mendger

Nec—-classical economics was established on Carl Menger's

premise- that its appropriate concern was the allocation of in-

sufficient means to provide for man's livelihood. This was the

first statement of the postulate of zcarcity, or maximization.
As a succinct formulastion of the logic of rational action with

reference to the economy, it ranks high among the achievements

of the human mindg.

Its importance was enhanced by a superb relevance to the
actual operation of market institutions which, due to their
maximizing effects in day-to-day operations, were by their very

pature amenable to such an approach.

As Menger explained, however, in a posthumous edition of

his work, published in 1923, the economy has two "basic

directions,” only one af which was the economizing direction

stemming from the insufficiency of means, while the other was
the "techno-economic"™ direction as he called it, deriving

from the reguirements of production regardless of the

sufficiency or insufficiency of the means. For rationally,

production is called for if consumable goods are absent, while

+he factors are available.

g 8




logical corollaries. There was now neither necessity nor room
left for empirical enguiry. Eventually, price-making markets
would be seen -- though none were present —— wherever any sort
of trade or money coccurred, and market economics would take
over, leaving the specific sub-disciplines where they were.

At times such economistic influences flooded not only the
economic sub-disciplines lof economic anthropology and pre=
industrial economic history] but the main sciences themselves.
Enthropology itself was affeclted by the allocational definition
with its wake of a utilitarian psychology and a one-sided
exchﬁnqc definitaon of money; more recently sociology developed
a raticnalistic tendency culminating in an ingenious schene o
extending economic theory to the totality of society; with
economic historians of antiguity the myth of an invisible
market pattern has come to overlie the economic life of the
Near East, hindering Lhe acceptance of a less commercial and
more realistiec interpretation of the facts akbeout the economies
of the Oriental empires. Even this is not all. Apart from
the market frame of reference that was here forced upon non=
market societies, there was that fragmentation of knowledge
about neon-market economies, the relevant facts being domiciled
in the different social sciences. Hence, "The place of the

economy in society" would mean to the anthropeologist, its

i

place in the cultural spectrum; to the sociologist, it
place as a subsystem in a structured society; to the historian,
its place on a time scale. Differences of semantic coloring
would in this way tend to produce a puzzle of non-fitting

items. Leading scheclars in vain strained to reverse the

trend towards departmentalization. The historian of antiguity,
Eduard Meyer, the economic historians Henry S. Maine, Carl
Buecher, Otto Hintze, Max Weber and Marc Bloch, the scciologists

Durkheim and Mauss, the anthropoleogist Richard Thurnwald,




market system to explain the movements of the things. Yet in
every primitive and archaic society, there is continuous

supply of material goods, that is, an economy.

This was largely the burden of the complaint of the
economist, when blaming his lack of theoretical understanding
of econcmies in backward countries on those alien socio-cultural
values that impede the application of "rational" principles of
behavior. In effect; the absence of market institutions was £o
him identical with that tendency towards "irrationality" which

stultified his endeavors at comprehecnsion.

In terms of empirical research the dispersal of economic
information among the social sciences should have suggested a
linking up of those enclaves of historical, anthropological,
and sociological knowledge to form a whole. Put again the

status gained by formal economic analysis in this general

field of study discouraged such attempts. Economics in its
full-Ffledged intellectual armour tended to monopolize initiatiwve
in primitive econcmics, economic history, and economic sociology
alike. The prevailing climate of opinion set a premium on
common—-sense maxims clothed in academic gowns, which were then
stibstituted for empirical research and critical analysis.

Faced with the choice between an advantageous and a less
advantageous course, most men tend to choose the former:s this
was a typical pronouncement of conventional wisdom and was
deemed sufficient to posit the axiom of gainfulness as a
universal principle of human hehavior. Once intreduced, such

an axiom would serve tc justify the reception of the ambiguous
terms of supply and demand wherever things were available
(supply) that could be employed as means to a purpose (demand).
Unwittingly, the human world —1:any society, anywhere, at any
period in histnri]—w would thus be transformed into a potential

market system with commercial trade and commercial money as
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24 STUDIES IN ECONOMIC ANTHROPOLOGY [AST

persons; the goods may be available by virtue of the natural or of the social situation; the
goods shall be understood to include labor services, whether the person’s own or those

belonging to others; the allocation itself may be for use in technological production or use in
exchange.”

NOTES

' These drafts were written in 1958 and 1960, soon after the publication of Trode and Markel
in the Early Empires (1957). They are published here by permission of llona Polanyi and Kari
Polanyi Levitt. Ed.

* Modern readers might mistake Menger's “technical’ or “techno-economic' for*'technological.”
The latter, as Menger was the first o recognize, was in its purpose altogether different from the
economy. The economy is limited to providing for the means of want satisfaction, whether by
economizing or by production. Technology as such is a sphere of activity not necessarily aimed at
any purpose of this kind, but may include scientific or military purposes or be enjoyed for its own
gake, according to Menger.

_'Er_a.tiﬂs in the original, translation mine, K. P.

" The formal and the substantive meanings of “economic” as previously developed by the
author contrasted “economizing'’ with “material.”’ This latier meaning 5 common to all the
“subdisciphnes’” of the social sciences grouped above, as economic. In speaking of the economic
process, we are referring therefore to the substantive meaning of “economic.” In brief, the
institutional approach to the economy implies the substantive meaning of “economic" which thus
becomes a stepping-stone towards the definition of the economy as given here. (See Trade and
Market in the Early Empires, Ch. XIII )

* Menger himself seems to have held that economizing attitudes involve utilitarian value scales in
a sense which we should regard today as an undue limitation of the logic of the ends-means
relationship. This may have been one of the reasons why he hesitated to embark on any theory
other than that of “‘advanced™ countries where such value scales could be assumed

“Menger uses several words to designate these “"backward’ economes: zuruckgeblieben,
unzivilisiert, unentwickelt.

"The first of the sections bears the title: “The technico-economic allocation.” The second is
entitled: “The saving or economizing of the human economy as induced by insufficiency of the
available means "
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Menger as indisputable evidence for the need of a substantive as against a formal meaning of
“eponomic,” Instead of compounding as Robbins did, the scarcity and the subsistence meaning
into one universally applicable concept of the economy, Menger, on the contrary, constructed a
comprehensive definition of “economic” which while leaving room for both meanings, would
permit them to be related to one another according to the empirical conditions which caused them
to be present.

The crucial sentence of Robbins’ argument admits the presence of a gap, which it nevertheless
fails to bridge. Menger noted the gap, and accounted for it by the two meanings of economic
which he calls “the two elemental directions of the human economy.” Robbins proceeds to ignore
the consequences of the gap, and produced a definition of economic exclusively suited to the
needs of [formal] economic analysis. Menger’'s superior precision eventually created a concept of
the human economy, which can be consistently applied in all social sciences that treat of the
economy including economic analysis itself.

APPENDIX

The quotations given below are from Menger's Grundsatze, second edition (posthumous) of
1923, as translated from the German original.
Robbins' Neture and Simnificance of Economic Seience, second edition, revised and extended
1935, repnnted 1946,
Robbins
Ch. 1, Sect, 3, “The Scarcity Definition of Economics’
(1) p. 15. "Scarcity of means to satisfy ends of varied importance is an almost [my italics|
ubiguitous condition of human behavior.”
Ch. IV, Seet. 7, “Statics and Dynamics™
(2) p. 99. “In the light of all that has been said the nature of economic analysis should now be
plain. It consists of deductions from a series of postulates, the chiefl of which are almost [my
italics| universal factors of experience present whenever human activity has an economic
aspeet . . ."”
Menger
Ch. IV, Seet. (¢), “The two elemental directions of the human economy™
(1) p. 77. ™1 shall designate the two directions in which the human economy may point—the
technical and the economizing—as elemental, for this reason. Although in the actual
economy these iwo directions as presented in the two previous sections’ oceur as a rule [my
italics | together, and indeed o/mos! [ my italics] never found separately, they nevertheless
spring from essentially different and mutually independeni sources |Menger’s italics]. In
some fields of economic activity the two occur, in fact, separately, and in some not
inconceivable types of economies either of them may in fact regularly appear without the
other ... The two directions in which the human economy may point are not mutually
dependent upon one another; both are primary and elemental. Their regular joint occurrence
in the actual economy results merely from the circumstance that the causative factors that
give rise to each of them almost [my italics] without exception happen to coincide.”
“The particular directions in which man’s economic endeavors, under the invariably
determinative influence of actual circumstances, seek a vent, derive from the one or from the
other of these elemental directions, if not, as usually [my italics], from their conjunction.
Accordingly, the particular endeavors are merely variations or manifestations of those
elemental directions or a combination of the two [my italic:s.}' :
Ch. 1V, Sect. 1, “On the Economy and Economic Goods™
(2) p. 60. “Thus every actual economy has a subjective and an objective side to it. Under the
subjective aspect the economy represents an allocation of the goods that are immediately
available to a person, who thus imparts to them a definite direction and a destination aimed
at providing for his ultimate requirements. Under its objective aspect, on the other hand, the
economy represents an aggregate of the available goods themselves as engaged in the actual
movements induced by the alloeative acts. The subject may be a single person or a group of
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But let me quote the translators themselves on their reasons for ignoring the text of the second
edition.

“The translation presented here,” they write in their Preface, “is a complete rendering of the
edition of the Grundsidize which was published in Vienna in 1871. A second German edition was
published in Vienna [in 1823], two years after Menger's death. We rejected the possibility of a
variorum translation because it was the first edition only that influenced the development of
economic doctrine, because of the posthumous character of the second edition, and because the
numerous differences between the two editions make a variorum translation impractical.”

Too much, [ feel was here left unsaid. Few men, if any in the long history of human intellectual
effort paralleled and none surpassed Menger in his dedication to the unremitting search for the
truth, at the risk_of sell-obliteration. He had refused to permil either a reprint or a translation of
m text of the first edition, which he deemed in need of completion; he resigned his chair at the
University of Vienna in order to devote himself exclusively to that task; after an effort of fifty

~years during which he seems to have apain and apain reverted to the task, he left 2 manuseript
behind him, which included four fully completed new chapters. At least one of these is of prime
theoretical importance for the problems of definition and method that presently exercise the
minds of contemporary scholars in this field.

[t was mainly after Menger's death that the influences began to be felt which transcended the
economists’ treatment of economics and pointed towards the need for broader terms. Cultural
anthropology and primitive economics as represented by Boas or Malinowski, sociology on the
lines of Durkheim or Pareto, general economic history as [irst formulated by Max Weber were
more hampered than helped by the “scarcity definition of economics™—as it came to be called.
This was the period when cultural anthropologists excelled in discovering economic institutions of
strikingly “anti-economic’’ character such as the potlatch, the kula trade, or the matrimonial
finance of the Manus I[slanders, Even a rationalist and utilitarian like Pareto indulged in the
construction of “irrational” residues as the roots of history; and Max Weber, who in economics
strictly followed Menger and Mises, devoted a decade to tracing the religious origins of business
ethics from Confucian China to Benjamin Franklin's America. Yet what then appeared as a
paradox, was no more than the incessant confusion of the two meanings of “‘economic,”’ the one
appropriate to the discipline of economic analysis, the other to the other social sciences.

In his second edition Menger extended Lhe range of inquiry so as to comprise the facts of
anthmp-ulag_;:‘sa-::inlﬂg}f, and economic history. Theoretically, this required a system of wants and
needs, which would permit a distinction belween man's physiological requirements, and E'.hﬂ
cultural definition of those reguirements in terms of needs; a distinctinn_between deﬁu.ue
consumer’s goods and the variety of combinations of different goods of higher order which
according to the state of technological skill, might serve to produce them; _El“d above all, a
distinction between the economy as the sphere of man’s livelihood, and the different forms of
integration through which the economy as a unit was institutionalized.

It is easy to see that the expansion of the Grundasitze (was made) so as to make room for a
theory of wants and needs; for the "l:list:'nct'ﬂrg‘d_ﬁl,-grrqin&_tiﬂn" of modes nffmd_ur:tmn, but more
than anything else for the purpose of providing a definition of the “economy” which would satisfy
the requirements of the social sciences dealing with the economy in general without sacrificing Lhe

1teri onomy instituted through a competitive market system. ol
ﬂﬂt{*‘;ﬂiﬂs g: T;i:cpnint i’rhat the achievement of the pnsth?mc:lrua edition of 192_3 hemmgﬁ_atnkmgly
apparent. Take Lionel Robbins' well-known popularization of the scarcily definition as E“:
example. Robbins wrote: “Scarcity of means Lo satisfy ends *_:'1'1*:31‘1“@ importance is r;n P;m”;
[my italics, K. P.] ubiquitous condition of human behavior  (p. lﬁ}, And_ accordingly he
concluded: “In the light of all that has been said Lhe nature of economic ana!yals shm;ld n?w be
plain. It consists of deductions from a series of postulates, the chief of _wlhmh areif';ﬂs [m_}r
italics, K. P.] universal facts of experience present whenever human activily T‘ﬂlfti“ st
aspect . . .” Menger, who also noted the fact that scarcity almost _UWI'IEPF"E"'r“"t Ehg"-":_’““"_?“
drew from this lack of complete congruity the opposite conclusion, namely, that t f?ml y
meaning of economic, could not be universalized 50 as o COVEr the Phﬂﬂﬂmﬂ'?ﬂf;; “mig
livelihood in general. What seemed Lo Robbins a negligible quantity, appeared in this way
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other wants to buy horses, that a price will emerge at approximately the point at which the desire

to buy and the desire to sell overlap as in the now familiar supply and demand curve analyses,
Conceptualization of the “market process” in this |supply and demand] way was one of the

greatest feats of the human mind—showed that price resu Ited from human activity, and discarded e

forever the notion that value is intrinsic (deriving from the amount of work expended in making

the thing). We have a thorough-going operational definition or viewpoint of price and value, Value

is what somebody is willing to give for something. s
This changed completely our theoretical attitude to what price is and what the economy is.

What is new here is that price is a subjective affair. Price is, thus, nol an attribute of the item but
of the person and of the social relationship. This turns oul to be so, . even if the price “refers to the
price of money, land, and labor; and also can be extended to decisions aboul whether a person will
save, or invest, or whether he will spend. Hent, interest, wages—all can be seen in terms of this
formula. No further theory is needed Lo get a clear understanding of the figures which have
emerged in the world economy—this is one of the grandest simplifying theories ever p[_q_&ﬁ&:'

What becomes important is that there is a network or system of interrelated markets and prices: I
the system of prices and the system of markets is the theory of economics. Everything else was
super-added to this theory.

Menger himself thought that this theory was not, in facl, capable of answering all of the
questions which were, more or less carelessly, put to it and explained by it. As a resu It he never let
his book be reprinted or l;ran:;la.ted because he wanted to find an even more general thEﬂl‘}f MEHEET
intermittently worked on this more general theory for about fi EI‘.} years. After his death, it was
published. In the second edition of the Grundsitze (1923), he retained his original theory—he
retained, in fact, every word of the onginal book—but made a more general theory of the economy
in order that he could make a place for history, anthropology, and sociology. In this second
edition, he stated that there are two meanings of “economy.”

The reaction of economists was to assume that poor old Menger had not understood his own
theory. It was not necessary they felt, to bring in a more general theory in order to understand
perfectly all economic activiw, The ptice mechanisms, with the ndditiﬂnﬁ to il—thuse m&de by
uulity—mu'ld Expl&jn Ever}fthing [Et 13 prems.ei:, this pusltmn that the anthropologist must attack:
he should not try to say that economists are wrong, but only that their theory is not the most
general theory. He has been left out in the cold, and he is trying to get back into grace; am
economist, Menger, pointed the way to this state of grace, and instead of that the economists have
settled for a theory, also Menger’s, which allows them only a pleasant cormner outside the gates.)

A second edition of Menger _appeared posthumously, which was prepared by his son, the
mathematician. When Hayek became the (intellectual) leader of the London School of Economies,
L. S. E. published not the second, but the first edition of Menger's work. Hayek wrote an
, introduction in which he said that some papers of Menger had been left. more or less in confusion
(either he did not, thus, know of the existence of the second edition, or else he was claiming that
Menger got soft in the head, or else that the son did not know what he was doing in publishing the
. second edition). Menger was translated, again as principles of economics, in 1950. Frank H. Knight
wrote an introduction. There was a rnntnnte'explammg the termmnlugy—-that footnote said that
Wirtschaftlich would be translated as “economical” (although in the German, the word also has
the meaning of “economic™—relating to the substantive economy). Knight knew of the
posthumous work but he and the translators rejected the second edition in favor of the first on the |
ground that it was the first edition which influenced economics, and that the second contained-/
—much irrelevant material.

When Menger's classic of modern economic theory was at long last published in English the
translators decided to use for that purpose the text offered by the fi rst_edition of 18T1. The
second revised edition of 1923, with its text expanded to twice the original Iengt,h was passed over
with the briefest of explanations. It is is fervently to be hoped that it will not take another
seventy-nine years before the English speaking publie is enabled to benefit from that posthumous
edition of Menger's ‘Grundsitze’ with its theoretical anticipations the full significance of which
can perhaps be gauged only in our days.
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Redistribution postulates centrality; that is, things are directly or indirectly allocated from a
center (on a small scale the ubigquitous peasant household belongs here). (C)

A system of price-making markets, institutional symmetry and institutional centrality are
structural requirements of the three basic patterns, respectively.

Apart from the market economy, the patterns are not mutually exclusive in a particular
economy, rather they tend to ¢o-eXist with one more prominent than the others. Long-distance
!‘.mde for instance, ran betweef the empires of antiquity regularly as gifi-trade. between the rulers,
1.e., on reciprocative lines, while the things exported and those imported by the rulers were
dnm!&s_hcally collected and distributed by them through the redistributive channels of a central
administration. Similarly, isolated markets are frequently found interspersed with non-market
forms of integration.

Nevertheless, three patterns of movements are distinctive and significant causing stability and

unity, i.e., a certain measure of recurrence and of interdependence of the parts. These patterns
have therefore an integrative function. Hence their designation as “patterns of in tegration.”

As a rule, it is impossible to classify economies according to a single basic pattern, since
reciprocity, redistribution, .and market exchange are not mutually exclusive, and dominance
cannot, as a rule, be claimed for any of them (except again, in case of the market system),
However, definite branches or levels of the economy, can be often ascribed to one of the patterns.
which may then serve as a frame of reference in regard to that sector. In ancient Israel or in
Dahomey, reciprocity prevailed on the yillage level, while on the nation level the redistributive
_patiern obtained. Similarly, in the domestic sector of trade, redistribution took care of the
movements of imported and exported goods, while in the foreign sector of trade as between the
rulers, reciprocity prevailed.

Hence for comparative purposes our patterns A, B, and C have a particular significance. We
must aim at comparing corresponding culture traits as they occur under those patterms. For
instance, such familiar institutional traits as money, price, or long-distance trade should be
compared with broadly corresponding economic culture traits in non-market economies.

Our definition of the economy offers a clue how to proceed. The economic process is
conceived as a locational or appropriational movement of things while the institutional integument
consists for us of “persons in situations’ causing the movements to happen. This should allow the
reduction of “economic” traits to a combination of fhings in movement and persons in situations,
The movements of the things can be circumseribed operationally, the situations can be determined
sociologically, thus avoiding such valuational or motivational terms that may be potentially biased
by virtue of the associations of the original context. Such a procedure which reduces any phase of
the economy to operational and situational terms rests in the last resort on our approach to the
economy as an instituted process.

The gist of this formulation was given by Menger himself in his posthumous work. The actual
economy, he wrote, consisted of goods that are moving in the process of production and exchange,
as well as of persons responsible for putting them in motion, whether their activily be caused by
the insufficiency of the means (economizing direction) or by the requirements of production
irrespective of such an insufficiency (techno-economic direction). Goods without persons—persons
without goods, cannot make an economy, he wrote. For persons who are economically active
cannot be coneeived of in the absence of things to which their activities relate; nor do things by
themselves constitute an economy in the absence of persons who are acting in relation to them,
The two are inseparable constituents of the economy. Menger takes his “order of goods™ -their
distance from consumption—for granted. He can do so, since his definition of the economy is
based on the concept of a provision for material want satisfaction, hence malerialt.t_:,_r enters both
into the process of production and exchange, as well as into the situations responsible for the
movements of the things on the other hand.

When Neo-classical economics was born in 1871, it was developed along the lines of Menger
(Grundsdtze, ond ed. 1923: 1st ed. 1871). It started from human wants and needs which can be
satisfied from scarce resources; it is possible to show through analysis of actions of people dealing
with fulfilling these needs, that if a group of people meets and one lot has horses to sell and the
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“sconomizing.” Yet, according to Menger, this was the equivalent "5'.,1'. E;‘_I*_*Eu_;'r;schﬂmnd:. but of
“sparend,” which he had expressly introduced in the posthumous edition in order to distinguish
the allocation of the insufficient means from another direction of the economy which does not
necessarily imply insufficiency. ‘

Menger himsell was content to universalize the concepl ol economic activity by stressing its
two directions, and made no attempl Lo develop a particular set of terms for “backward”
economies which he was the first to distinguish categorically from “advanced” ones; nor was this
tried later by other social scienlists. For the purposes of such a task, involving as it does a
comparison of market and pre-industrial non-markel economies, a broader approach to the
economy may be needed. Such a concept of the economy may indeed be found to lie nearer to the

classical than to the neo-classical school of economic thought.
BASIC PATTERNS OF INTEGRATION

The economy as a sub-system in sociely may be defined as a process of continuous material
supply channeled through definite institutions. The process consists of mayements of things, the
movements being caused by persons acting in situations created by those institutions.

This picture of the economy a.s an instituted process contains, I believe, in nuce all the semantic
elements needed for our theoretical purposes, The economic process and its institutional
integument made up of *‘persons in situations,” forms a complex whole. In actuality, things and
persons in situations are inseparably linked, while analytically they are separable.

Institutions are called economic if they typically create situations that determine the
movements of which the process consists. The institution together with the process form the
economy as a sub-system. Its boundaries are elastic since the economic character of the
institutions is 2 matter of the degree to which they contribute to the forming of those situations
and the immediacy with which these affect the process. Other institutions, less directly affecting
the process, are political, religious or otherwise “non-economic.” These exert their influence on
the economic process only exceptionally—either accidentally or peripherally—for instance by
creating untypical situations, as when a church dignitary who happens to be a successful author
claims rovalties on a best seller. As a rule, non-economic institutions exert an influence only by
entering into a situation that is typically created by an economic institution: the dignitary may
help boost sales of an authorized work; or by exerting influence on an economic institution as
such, e.g., the book market, the dignitary may favor or frown upon censorship of literary
publications—thus influencing the effectiveness of the book market.

Analysis must obviously start with the distinguishing of market economies from non-market
economies.

While owing to the absence of market institutions to guide him, the economist was prevented
from penetrating the socio-cultural tangle in underdeveloped societies, the social scientists, though
experis in cultural settings that discount “rational motives,” nevertheless failed to explain the
course of the economic process, since no allernalive pattern underlying the economy appeared
available fo serve as a referent.

What, it appears, has not been sufficiently considered was the possibility that under the surface
other explanatory patterns might operate, different from [market] exchange, and not yel
explored.

Market economies are as we have seen, readily identifiable by the dominance over the whole of
a network, a self-regulating system of price-making markets; non-market economies in contrast
show a baffling socio-cultural variety of patterns. However, such economies have been found to be
instituted in two basic patterns: reciprocity and redistribution, or a combination of the two.
Together with market exchange this raises the number of patterns here distinguished to three.

Under a market system things [*‘commodities”—natural resources, labor, goods, and services]
are moving at the most favorable rate within a seélf-regulating system of price-making markels, a
widely integrative exchange patlern unique to our times. (A)

Reciprocily implies that things are moving between {wo or more symmetrically placed persons
or groups. (B)
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statement of the postulate of scarcity, or maximization. As a succinet formulation of the logic of
rational action with reference to the economy, it ranks high among the achievements of the human
mind.

Its importance was enhanced by a superb relevance to the actual operation of market
institutions which, due to their maximizing effects in day-to-day operations, were by their very
nature amenable to such an approach.

As Menger explained, however, in a posthumous edition of his work, published in 1923, the
economy has tweo “basic dart-:.tmn-». onfYone of which was the emnuml?lng direction stemming
from the in:-.ufJ.'“-:-mney of means, while the other was the “techno-economic’® direction as he
called it, deriving from the requirements of pmdu{-l.inn“wg&n:ﬂess of the sufficiency or
insufficiency of the means. For rationally, production is called for if consumable goods are absent.
while the factors are available,

In a section of Chapter IV entitled *The Two Basic Directions of the Human Economy,”
Menger wrote:

[ call these two directions that the human economy can take—the technical and the
economizing—basic [German: elementar]; Lhnugh these appear as a rule, indeed, almost always
linked with each other, they nevertheless spring from couses that are essentially different and
__independent from one enother, and in some hranche*; of the economy actually make their
appearance alone ... The L'l"-li"‘ll'l]i,d] direction of the human economy i5 neither necessarily
dependent upon the economizing one, nor is it necessarily linked with it.”

Menger was avowedly faced by a semantic difficulty. He tells us that for the phrase
“economizing direction” he found no German word corresponding precisely to the adjective
“economizing,” and so he used the closest available term ‘sparend’, specifying its meaning
unmistakably in brackets as ‘okonomisierend’. He then added a special section on the phenomena
that emerge from the conjunction of the “techno-economic™ and the economizing directions of
the human economy.

Because of the brilliant and formidable achievements of price theory opened up by Menger, the
new “‘economizing’ or formal meaning of economic became fhe meaning, and that more
tradifional but seemingly pedestrian meaning of “materiality,” which was not scarcity-bound, lost
academic status and W as eventually Inggutten Neo-classical economics was founded on the new
mﬁngmﬁe at the same time the old, material or substantive meaning faded from consciousness
and lost its identity for economic thought *

Later, Menger wished to supplement his “Prineiples” of 1871, so as not to appear to ignore the
primitive, archaic, and other early societies which were being studied by the new social sciences.
Eulmhmpulngy revealed a variety of non-gainful motivations which induced man to take
part in produetion; sociology refuted the myth of an all- p-enadmg utilitarian bias; ancient history
showed cases of high cultures having no market : system Menger was now anxious to limit the
strict application of his “Principles” to the modern exchange economy|{(Verkehrswirtschaft); The
posthumous edition abounds in references to the exchange or markel economy for which the
“Principles” were designed, on the one hand, and the non-market or backward economies, on the
other.”

Only quite recently has attention turned again towards the economy of the underdeveloped and
backward eountries. Menger's discussion of economic development has, however, been ngg_q_tjen.

The pm'.thumﬂus edition, wherE the dlal:ncliun between the two dirwtinnﬁ of Ehe EL‘DHDII]}’ '

1 T gTgee— ATET T

Lmne! Robbins’ {1935}"—de.=1!5 with thE “two directions.” The Lﬂnd{lﬂ E-chnn] c:-l" Economics

edition of the “Principles™ in its rare book series [‘l‘}'ﬂ] chose the first edition. Hayek, in a preface
to this “replica” edition helped to remove the posthumous MEH_EE;L_FT_DFHJLL'IE consciousness of
economists by passing over the manusr:rlpl. [of the second edﬂ;mnl as “fragmentary and
~dis6¥a8red.” “For the present, at any tate,’ Professor Hayfk concluded, “the results of the work
of MEr:gers later years must _be regarded as lost.” Some seventeen years later, when the
“Principles,”” with F. H. Knight's preface, were (ranslated Cinto English {1950), the first

edition—half the size of the second—was once more selected. Moreover, the translation rendered

thoughout the book the term “wirtschaftend™ (literally: engaged in economic activity) by
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or money occur, but there is no underlying patiern such as that of the market system to explain
the movements of the things. Yet in every primitive and archaic society, there is continuous supply
of material goods, that is, an economy.

This was largely the burden of the complaint of the economist, when blaming his lack of
theoretical understanding of economies in backward countries on those alien socio-cultural values
that impede the application of “rational™ principles of behavior. In effect, the absence of market
institutions was to him identical with that tendency towards “irrationality™ which atulLtfaed his
endeavors at comprehension,

In terms of empirical research the dispersal of economic information among the social sciences
should have suggested a linking up of those enclaves of historical, anthropological, and sociological
knowledge to form a whole. But again the status gained by formal economic analysis in this
general field of study discouraged such attempts. Economics in its rH!|-ﬂEdgE[! intellectual armor
rEnded to njﬂnnpﬂﬁige initiative in primitive economics, economic history, and economie sociology
alike. The prma:lmg climate of opinion set a premium oOn comMMON-5€Nse mMaxims {:]c:thrd in
academic gowns, which were then substituted for empirical research and cntical analysig. Faced
with the choice between an advantageous and a less advantageous course, most men tend to choose
the former: this was a tvpical pronouncement of conventional wisdom and was deemed sufficient
to posit the axiom of painfulness as a universal prineciple of human behavior, Once introduced,
such an axiom would serve to justify the reception of the ambiguous terms of supply and demand
wherever things were available {supply] that could be employed as means to a purpose (demand ).
Unwittingly, the human world would thus be transformed into a potential market system “With
commercial trade and commercial money as logical corollaries. There was now neither necessity
nor room left for empirical enguiry. Eventually, price-making markets would be seen—though
none were present—wherever any sort of trade or money occutred, and market economics would
take over, leaving the specific sub-disciplines where they were. At times such economistic
influences flooded not only the economic sub-disciplines |[of economic anthropology and
pre-industrial economic history | bui the main sciences themselves. Anthropology. itsell was
affected by the allocational definition with its wake of a utilitarian psychology and a one-sided
exchange definition of money, more recently sociology developed a rationalistic tendency
culminating in an ingenious qeheme of extending economic theory to the totality of society; with
economic historians of antiquity the myth of an invisible market pattern has come Lo overlie the
economic life of the Near East, hindering the acceptance of a less commercial and more realistic
interpretation of the facts about the economies of the Oriental empires. Even Lhis is not all. Apart
from the market frame of reference thal was here forced upon non-market societies, there was that
fragmentation of knowledge about non-market economies, the relevant facts being domiciled in
the different social sciences. Hence, “The place of the economy in society” would mean to the
anthropologist, its place in the cultural spectrum; to the sociologist, its place as a subsystem in a
structured society; to the historian, its place on a time scale. Differences of semantic coloring
would in this way tend to produce a puzzle of non-fitting items. Leading scholars in vain strained
to reverse the trend towards deparimentalization. The historian of antiquity, Eduard Meyer, the
economic histonians Henry 5. Maine, Carl Buecher, Otto Hintze, Max Weber and Marc Bloch, the
sociologists Durkheim and Mauss, the dnthmpnlngmt Richard Thurnwald, advocated an integration
ol the dﬂ;ecm membra of what might be tentatively called non-marketl economics. Eduard Meyer
and Max Weber launched out on the task, but found no followers. B. Laum’s explieit attempts al a
general history, trying to reconstruct the mechanism of primitive and archaic economic
institutions, was abortive, not least for lack of a unifying frame of reference.

This calamitous uncertainty about the concept of “economic™ and the “economy’’ harks back,

we submit, to the founding of the neo-classical school of economics, with its somewhat confusing
influence on the study of non- -market economies. — e

THE POSTHUMOUS CARL MENGER

Neo- {:]mwﬂ% was established on Carl M EHEEI'S premise thatl its appropriate concern
was Lhe allocation of insufficient means to provide for man’s livelihood. This was the first

— e
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PART |
CONCEPTUAL ISSUES

1

Carl Menger’'s Two Meanings of “Economic™’

KArRL POLANYI (POSTHUMOUS)
CorLuMmpiAa UNIVERSITY

THE ECONOMICS of underdevelopment is giving rise to problems at varying levels of
abstraction. QOutstanding among these, s0 it appears to me, is the question of the theoretical
handling of early economies that possess no market systems. Such efforts must be condemned to
failure as long as investigation is arbitrarily Iiznitﬁ'ﬁitﬂnWrﬂpﬂrar}' peoples. Yet alongside today’s
developing peoples of Asia, Africa, and the Americas, non-market societies comprise most of the
highly civilized empires of antiquity, which also had neither secondary industries nor market
systems. And indeed there is the same lack of understanding of the manner in which the economy
operated in all pre-industrial non-market areas, whether big or small, poor or rich, contemporary
or long past. In our concentration on the Trobrianders we must not forget Sumer and Ptolemaic
Egypt. No serious theory of non-market economies can ignore the record of the wealthy
civilizations of ancient history.

Two fields of organized knowledge into man’s livelihood are on record, economics proper and
those fragments of knowledge that concern pre-modern types of livelihood. These we will
designate as the “‘sub-disciplines” of economic anthropology and economic history. The
corresponding economies can be contrasted as “advanced’’ and “backward,” specifiable as market
economies and pre-industrial non-market economies’

Our interest here is _s_gle.bf in the latter. These backward countries have hitherto proved
accessible to theoretical treatment almost exclusively at the _f_riﬂges where trade and markets of
advanced countries reached them. Beyond that range, the indigenous, alien, socio-economic
structures of the underdeveloped countries seemed to obstruct rational analysis for lack of an
institutional frame of reference.

All the more, it may have come as a surprise that neither have those “sub-disciplines” which
specialize in non-market institutions reached any notable accuracy in describing the
underdeveloped countries, nor did attempts in this field attain to any insights even comparable to
our understanding of the market economy, which is indeed remarkable.

Market-organized livelihood forms a conceptual whole through a system of market prices.
Production is carried on for gain made on price differentials, on pricing goods such as land, labor,
and raw materials which have markets of their own, as well as markets for food and other
consumer’s goods. Trade is a two-way movement of goods through the market, directed by prices,
and money a means of facilitating such a movement. Since prices are formed in markets trade is
market trade and money is essentially exchange or commercial money, Both trade and money can
then be regarded as functions of the market, and a self-regulating system of price-making markets
may clearly result in a continuous supply of goods, The economist’s question is only, how does it
all work?

As to non-market economies, the position is completely different. For ancient Babylonia or the
West African Negro empires, such as traditional Dahomey, we possess no institutional frame of
reference Lo hold on to, such as price-making markets provide. Hence, there is no agreement about
what exactly we wish to know about the place of the economy in the society, nor what lines of
investigation a parallel with market economies should follow, Culture complexes resembling trade

16
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persons; the goods may be available by virtue of the natural or of the social situation: the
goods shall be understood to include labor services; whether the person’s own or those

belonging to others; the allocation itself may be for use in technological production or use in
exchange.”’

NOTES

' These drafts were written in 1958 and 1960, soon after the publication of Trade and Marke!
in the Early Empires (1957), They are published here by permission of [lona Polanyi and Kari
Polanyi Levitt, Ed.

* Modern readers might mistake Menger's “technical” or “techno-economic' for “technological. "
The latter, as Menger was the [irst to recognize, was in its purpose altogether different [rom the
economy. The economy is limited to providing for the means of want satisfaction, whether by
economizing or by production. Technology as such is a sphere of activity nol necessarily aimed at
any purpose of this kind, but may nclude scientiflic or military purposes or be enjoved for its own
sake, according to Menger.

 talics in the orginal, translation mine, K. P,

“The formal and the substantive meanings of “economic’ as previously developed by the
author contrasted “‘economizing’’ with “‘material.” This latter meaning is common to all the
“‘subdisciplines” of the social sciences grouped above, as economic. In speaking of the economic
process, we are referring therefore to the substantive meaning of “economic.” In brief, the
institutional approach to the economy implies the substantive meaning of “economic” which thus
becomes a stepping-stone towards the definition of the economy as given here. (See Trode and
Market in the Early Empires, Ch, XIII.)

E_"rir.—‘ngf‘r himself seems to have held that economizing attitudes involve utilitarian value scales in
a sense which we should regard today as an undue limitation of the logic of the ends-means
relationship. This may have been one of the reasons why he hesitated to embark on any theory
other than that of “advanced’ countries where such value scales could be assumed.

®Menger uses several words to designate these “backward” economies: zuruckgeblieben,
unzivilisiert, unentwickelt

TThe first of the sections bears the title: “The technico-economic gllocation.”” The second is
entitled: ““The saving or economizing of the human economy as induced by msufficiency of the
available means,”
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Menger as indisputable evidence for the need of a substantive as against a formal meaning of
“economic.” Instead of compounding as Robbins did, the scarcity and the subsistence meaning
into one universally applicable concept of the economy, Menger, on the contrary, constructed a
comprehensive definition of “economic” which while leaving room for both meanings, would
permit them to be related to one another according to the empirical eonditions which caused them
to be present.

The crucial sentence of Robbins’ argument admits the presence of a gap, which it nevertheless
fails to bndge. Menger noted the gap, and accounted for it by the lwo meanings of economie
which he calls “‘the two elemental directions of the human economy.” Robbins proceeds to ignore
the consequences of the gap, and produced a definition of economic exclusively suited to the
needs of [formal] economic analysis, Menger's superior precision eventually ecreated a concept of
the human economy, which can be consistently applied in ol social sciences that treat of the
economy including economic analysis itself.

APPENDIX

The quotations given below are from Menger's Grundsatze, second edition (posthumous) of
1923, as translated from the German original.

Robbins' Nature and Significance of Eronomic Scie nee, second edition, revised and extended
1935, reprinted 1946,
Robbins

Ch. 1, Sect. 3, ““The Scarcity Definition of Economics®

(1) p. 15. “Scarcity of means to satisfy ends of varied importance is an almos! [my italies]
ubiguitous condition of human behavior,"”

Ch. IV, Seet. 7, “Stalics and Dynamics"

(2) p. 99. “In the light of all that has been said the nature of economic analysis should now be
plain. It consists of deductions from a series of postulates, the chief of which are glmas? | my
italics] universal factors of experience present whenever human activity has an economic
aspect .. ."

Menger

Ch. IV, Seect. (c), “The two elemental directions of the human econamy™

(1) p. T7. “I shall designate the two directions in which the human economy may point—the

technical and the economizing—as elemental for this reason, Although in the actual
economy these two directions as presented in the two previous sections’ occur as a rule | my
italics] together, and indeed almost [my italics] never found separately, they nevertheless
spring from essentially different and muluaily independent sources [Menger's italics]. In
some fields of economic activity the two occur, in fact. separately, and in some not
inconceivable types of economies either of them may in fact regularly appear without the
other ... The two directions in which the human economy may point are not mutually
dependent upon one another: both are primary and elemental. Their regular joint occurrence
in the actual economy results mere Iy from the circumstance that the causative factors that
give rise to each of them almast [ my italics] without exception happen to coincide,
“The particular directions in which man's economic endeavors, under the invariably
delerminative influence of actual eireumstances, seek a vent, derive from the one or from the
other of these elemental directions. if not, as usually [my italics). from their conjunction.
Accordingly, the particular endeavors are merely variations or manifestations of thase
elemental directions or a combination of the two [my italics] !

Ch. IV, Sect. 1, “On the Economy and Economic Goods"

(2) p. 60. “Thus every actual economy has a subjective and an objective side to it. Under the
subjective aspect the economy represents an allocetion of the goods that are immediately
available to a person, who thus imparts to them a definite direction and a destination aimed
at providing for his ultimate requirements. Under its objective aspect, on the other hand, the
economy represents an aggregate of the available goods themselves as engaged in the actual
movements induced by the allocative acts. The subject may be a single person or a group of
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But let me gquote the translators themselves on their reasons for ignoring the text of the second
edition.

“The translation presented here,” thev wrile in their Preface, ‘‘is a complete rendering of the
edition of the Grundsatze which was published in Vienna in 1871. A second German edition was
published in Vienna [in 1923], two years after Menger's death. We rejected the possibility of a
variorum translation because it was the first edition only that influenced the development of
economic doctrine, because of the posthumous character of the second edition, and because the
numerous differences between the two edilions make a variorum translation impractical.”

Too much, | feel was here left unsaid. Few men, if any in the long history of human intellectual
effort paralleled and none surpassed Menger in his dedication to the unremitting search for the
truth, at the risk of self-obliteration. He had refused to permit either a reprint or a translation of
the text of the first edition, which he deemed in need of complelion; he resigned his chair at the
University of Vienna in order to devote himself exclusively to that task; after an effort of fifty
vears during which he seems to have again and again reverted to the task, he left a manuscript
behind him, which included four fully completed new chapters. At least one of these is of prime
theoretical importance for the problems of definition and method that presently exercise the
minds of contemporary scholars in this field.

It was mainly after Menger's death that the influences began 1o be felt which transcended the
economists’ treatment of economics and pointed towards the need [or broader terms. Cultural
anthropology and primitive economics as represented by BHoas or Malinowski, sociology on the
lines of Durkheim or Pareto, general economic history as first formulated by Max Weber were
more hampered than helped by the “scarcity definition of economics’ —as it came to be called
This was the period when cultural anthropologists excelled in discovering economic institutions of
strikingly "“antieconomic’’ character such as the potlatch, the kula trade. or the matrimonial
finance of the Manus [slanders. Even a rationalist and utilitarian like Pareto indulged in the
construction of “irrational” residues as the rcots of history; and Max Weber, who in economics
strictly followed Menger and Mises, devoted a decade Lo tracing the religious origins of business
ethics from Confucian China to Benjamin Franklin’s America. Yet what then appeared as a
paradox, was no more than the incessant confusion of the two meanings of “economic,” the one
appropriate to the discipline of economic analysis, the other to the other social sciences.

In his second edition Menger extended the range of inquiry so as to comprise the facts of
anthropology, sociology, and economie history. Theoretically, this required a system of wants and
needs, which would permit a distinction between man's physiological requirements, and the
cultural definition of those requirements in terms of needs; a distinction between definite
consumer’s goods and the variety of combinations of different goods ol higher order which
according to the state of technological skill, might serve to produce them; and above all, a
distinction between the economy as the sphere of man's livelihood, and the different forms of
integration through which the economy as a unit was institutionalized.

It is easy to see that the expansion of the Grundositze (was made) so as to make room for &
theory of wants and needs; for the “distinctive determination™ of modes of production, but more
than anything else for the purpose of providing & definition of the “economy” which would satisfy
the requirements of the social sciences dealing with the economy in general without sacrificing the
criteria of an economy instituted through a competitive markel system.

It is at this point that the achievement of the posthumous edilion of 1923 becomes strikingly
apparent. Take Lionel Robbins’ well-known popularization of the scarcily definition as an
example. Robbins wrote: “*Scarcity of means Lo satisfy ends of varying importance is an almos!
[my italics, K. P.| ubiquitous condition of human behavior” (p. 15). And accordingly he
concluded: *‘In the light of all that has been said the nature of economic analysis should now be
plain. It consists of deductions from a series of postulates, the chief of which are almost [my
italics, K. P.] universal facts of experience presenl whenever human activity has an economic
aspect . . ."" Menger, who also noted the facl that scarcity “almost” overlapped with the economy,
drew from this lack of complete congruity the opposite conclusion, namely, that the scarcity
meaning of economic, could no! be universalized so as lo cover the phenomenon of human
livelihood in general. What seemed to Robbins & negligible quantity, appeared in this way to
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other wants to buy horses, that a price will emerge at approximately the point at which the desire
to buy and the desire to sell overlap as in the now familiar supply and demand curve analyses,

Conceptualization of the **market process” in this [supply and demand] way was one of the
greatest feats of the human mind—showed that price resulted from human activity, and discarded
forever the notion that value is intrinsic (deriving from the amount of work expended in making
the thing). We have a thorough-going operational definition or viewpoint of price and value. Value
15 what somebody is willing to give for something.

This changed completely our theoretical attitude to what price is and what the economy is.
What is new here is that price is a subjective affair, Price is, thus, not an attribute of the item but
of the person and of the social relationship. This turns out to be so, even if the price refers to the
price of money, land, and labor; and also can be extended to decisions about whether a person will
save, or invest, or whether he will spend. Rent, interest, wages—all can be seen in terms of this
formula. No further theory is needed to get a clear understanding of the figures which have
emerged in the world economy—this is one of the grandest simplifying theories ever produced.

What becomes important is that there is a network or system of interrelated markets and prices:
the system of prices and the system of markets is the theory of economics. Everything else was
super-added to this theory.

Menger himsell thought that this theory was not, in fact, capable of answering all of the
questions which were, more or less carelessly, put to it and explained by it. As a result. he never let
his book be reprinted or translated because he wanted to find an even more general theory. Menger
intermittently worked on this more general theory for about fifty yvears. After his death, it was
published. In the second edition of the Grundsitze (1923), he retained his original theory—he
retained, in fact, every word of the original book—but made a more general theory of the economy
in order that he could make a place for history, anthropology, and sociology. In this second
edition, he stated that there are two meanings of “economy.”

The reaction of economists was to assume that poor old Menger had not understood his own
theory. It was not necessary they felt, to bring in a2 more general theory in order to understand
perfectly all economic activity. The price mechanisms, with the additions to it—those made by
Jevons and the mathematical economists, the restatement of it as the marginal theory of
utility—could explain everything. (It is precisely this position that the anthropologist must attack:
ne should not try to say that economists are wrong, but only that their theory is not the most
general theory. He has been left out in the cold, and he is trying to get back into grace; an
economist, Menger, pointed the way to this state of grace, and instead of that the economists have
settled for a theory, also Menger's, which allows them only a pleasant comer outside the gates.)

A second edition of Menger appeared posthumously, which was prepared by his son, the
mathematician. When Hayek became the {intellectual) leader of the London School of Economics,
L. S. E. published not the second, but the first edition of Menger's work. Hayek wrote an
introduction in which he said that some papers of Menger had been left, more or less in confusion
(either he did not, thus, know of the existence of the second edition, or else he was claiming that
Menger got soft in the head, or else that the son did not know what he was doing in publishing the
second edition), Menger was translated. again as principles of economics, in 1950. Frank H. Knight
wrote an introduction. There was a footnote explaining the terminology—that footnote said that
Wirtschaftlich would be translated as “economical” (although in the German, the word also has
the meaning of “economic”—relating to the substantive economy). Knight knew of the
posthumous work but he and the translators rejected the second edition in favor of the first on the
ground that it was the first edition which influenced economics, and that the second contained
much irrelevant material.

When Menger's classic of modern economic theory was at long last published in English the
translators decided to use for that purpose the text offered by the first edition of 1871. The
second revised edition of 1923, with its text expanded to twice the original length, was passed over
with the briefest of explanations. It is fervently to be hoped that it will not take another
seventy-nine years before the English speaking public is enabled to benefit from that posthumous
edition of Menger's ‘Grundsiitze’ with its theoretical anticipations the full significance of which

can perhaps be gauged only in our days.
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Hedistribution postulates centrality; that is, things are directly or indireetly allocated from a
center (on a small scale the ubiquitous peasant household belongs here). (C)

A system of price-making markets. institutional symmeltry and institutional centrality are
structural requirements of the three basic patterns, respectively,

Apart from the market economy, the patterns are not mutually exclusive in a particular
economy, rather they tend to co-exist with one more prominent than the others, Long-distance
f;rade for instance, ran between the empires of antiquity regularly as gift-trade, between the rulers
l.e., on reciprocative lines, while the things exported and those imported by the rulers were
domestically collected and distributed by them through the redistributive channels of a central

administration. Similarly, isolated markets are frequently found interspersed with non-market
forms of integration.

.NEU?TLhEJESE, three patterns of movements are distinctive and significant causing stability and
unity, i.e., a certain measure of recurrence and of interdependence of the parts. These patterns
have therefore an integrative function. Hence their designation as “patterns of integration.”

_A_n-: a.mlllau it is impossible to classify economies according to a single basic pattern, since
reciprocily, redisinbution, and market exchange are not mutually exclusive, and dominance
cannot, as a rule, be claimed for any of them (except again, in case of the market system}.
However, definite branches or levels of the economy, can be often ascribed to one of the patterns,
which may then serve as a frame of reference in regard to that sector. In ancient Israel or in
Dahomey, reciprocity prevailed on the village level, while on the nation level the redistributive
pattern obtained. Similarly, in the domestic sector of trade, redistribution took care of the
movements of imported and exported goods, while in the foreign sector of trade as between the
rulers, reciprocity prevailed.

Henee for comparative purposes our patterns A, B, and C have a particular significance. We
must aim al comparing corresponding culture traits as they occur under those patterns, For
instance, such f[amiliar institutional traits as money, price, or long-distance trade should be
compared with broadly corresponding economic culture traits in non-market economies,

Our definition of the economy offers a clue how to proceed. The economic process is
conceived as a locational or appropriational movement of things while the institutional integument
consists for us of “persons in situations™ causing the movements to happen. This should allow the
reduction of “economic™ trails to a combination of things in movement and persons in situations.
The movements of the things can be circumscribed operationally, the situations can be determined
sociologically, thus aveiding such valuational or motivational terms that may be potentially biased
by virtue of the associations of the original context. Such a procedure which reduces any phase of
the economy to operational and situational terms rests in the last resort on our approach to the
economy as an instituted process.

The gist of this formulation was given by Menger himself in his posthumous work. The actual
economy, he wrote, consisted of goods that are moving in the process of production and exchange,
as well as of persons responsible for putting them in motion, whether their activity be caused by
the insufficiency of the means (economizing direction) or by Lhe requirements of production
irrespective of such an insufficiency (techno-economic direction). Goods without persons—persons
without goods, cannot make an economy, he wrote. For persons who are economically active
cannot be conceived of in the absence of things to which their activities relate; nor do things by
themselves constitute an economy in the absence of persons who are acting in relation to them.
The two are inseparable constituents of the economy. Menger takes his “order of goods™ -their
distance from consumption—for granted. He can do so, since his definition of the economy is
based on the concept of a provision for material want satisfaction, hence materiality enters both
into the process of production and exchange, as well as into the situations responsible for the
movements of the things on the other hand.

When Neo-classical economics was born in 1871, it was developed along the lines of Menger
(Grundsitze, 2nd ed. 1923; 1st ed. 1871). [t started from human wants and needs which can be
satisfied from scarce resources; it is possible to show through analysis of actions of people dealing
with fulfilling these needs, that if a group of people meets and one lot has horses to sell and the
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“economizing.” Yet, according to Menger, this was the equivalent not of “wirtschaftend,” but of
“sparend,” which he had expressly introduced in the posthumous edition in order to distinguish
the allocation of the insufficient means from another direction of the economy which does not
necessarily imply insufficiency.

Menger himself was content to universalize the concepl of economic activity by stressing its
two directions, and made no attempt to develop a particular set of terms for “backward™
economies which he was the [irst to distinguish categorically from “advanced” ones; nor was this
tried later by other social scientists. For the purposes of such a task, involving as it does a
comparison of markel and pre-industrial non-market economies, a broader approach to the
economy may be needed. Such a concept of the economy may indeed be found Lo lie nearer to the
classical than to the neo-classical school of economic thought,

BASIC PATTERNS OF INTEGRATION

The economy as a sub-system in society may be defined as a process of continuous material
supply channeled through definite institutions. The process consists of movements of things, the
movements being caused by persons acting in situations created by those institutions.

This picture of the economy as an instituted process contains, | believe, in nuce all the semantic
elements needed for our theoretical purposes. The economic process and its institutional
Integument made up of “persons in situations,” forms a complex whole. In actuality, things and
persons in situations are inseparably linked, while analytically they are separable.

[nstitutions are called economic if they Lypically create situations that determine the
movements of which the process consists. The institution together with the process form the
economy as a sub-system. Its boundaries are elastic since the economic character of the
institutions is a matter of the degree to which they contribute to the forming of those situations
and the immediacy with which these affect the praocess. Other institutions, less directly affecting
the process, are political, religious or otherwise “non-economic.” These exert their influence on
the economic process only exceptionally—either accidentally or peripherally—for instance by
creating untypical situations, as when a church dignitary who happens to be a successful author
claims royalties on a best seller. As a rule, non-economic institutions exert an influence only by
entering into a situation that is typically created by an economic institution: the dignitary may
help boost sales of an authorized work: or by exerting influence on an economic institution as
such, e.g., the book market, the dignitary may favor or frown upon censorship of literary
publications—thus influencing the effectiveness of the book market,

Analysis must obviously start with the distinguishing of market economies from non-market
economies.

While owing to the absence of market institutions to guide him, the economist was prevented
from penetrating the socio-cultural tangle in underdeveloped societies, the social scientists. though
experts in cultural settings that discount “rational motives,” nevertheless failed Lo explain the
course of the economic process, since no alternative pattern underlying the economy appeared
available to serve as a referent,

What, it appears, has not been sufficiently considered was the possibility that under the surface
other explanatory patterns might operate, different from [ market] exchange, and not yet
explored.

Market economies are as we have seen, readily identifiable by the dominance over the whole of
a network, a self-regulating system of price-making markets; non-markel economies in contrast
show a baffling socio-cultural variety of patterns. However, such economies have been found to be
instituted in two basic pattemns: reciprocity and redistribution, or a combination of the two.
Together with market exchange this raises the number of patterns here distinguished to three.

Under a market system things [“commodities”—natural resources, labor. goods, and services]
are moving at the most favorable rate within a self-regulating system of price-making markets, a
widely integrative exchange pattern unigue to our times. (A)

Reciprocily implies that things are moving between two or more symmetrically placed persons
or groups. (B)
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statement of the postulate of scarcity, or maximization. As a suceinet formulation of the logic of
rational action with reference to the economy, it ranks high among the achievements of the human
mind.

Its importance was enhanced by a superb relevance to the actual operation of market
institutions which, due to their maximizing effects in day-to-day operations, were by their very
nature amenable to such an approach.

As Menger explained, however, in a posthumous edition of his work, published in 1923, the
economy has fwo “basic directions,” only one of which was the economizing direction stemming
from the insufficiency of means, while the other was the “techno-economic”’ direction as he
called it, deriving from the requirements of production regordiess of the sufficiency or
insufficiency of the means. For rationally, production is called for if consumable goods are absent,
while the factors are available.

In a section of Chapter IV entitled “The Two Basic Directions of the Human Economy,”
Menger wrote:

I call these two directions that the human economy can take—the technical and the
economizing—basic [German: elementar]; though these appear as a rule, indeed, almost always
linked with each other they nevertheless spring from causes that are essentially different ond
independent from one gnother, and in some branches of the economy actually make their
appearance alone . The technical direction of the human economy is neither necessarily
dependent upon the economizing one, nor is it necessarily linked with it 3

Menger was avowedly faced by a semantic difficulty. He tells us that for the phrase
“economizing direction” he found no German word corresponding precisely to the adjective
“economizing,”’ and so he used the closest available term ‘sparend’, specifying ils meaning
unmistakably in brackets as ‘okonomisierend’. He then added a special section on the phenomena
that emerge from the conjunction of the “techno-economic™ and the economizing directions of
the human economy.

Because of the brilliant and formidable achievements of price theory opened up by Menger, the
new “economizing’' or formal meaning of economic became fthe meaning, and that more
traditional but seemingly pedestrian meaning of “‘materiality,”” which was not scarcity-bound, lost
arademic status and was eventually forgotten. Neo-classical economics was founded on the new
meaning, while at the same time the old, material or substantive meaning faded from consciousness
and lost its identity for economic thought.*

Later, Menger wished to supplement his **Principles” of 1871, so as not to appear to ignore the
primitive, archaic, and other early societies which were being studied by the new social sciences.
Cultural anthropology revealed a variety of non-gainful motivations which induced man to take
part in production; sociology refuted the myth of an all-pervading utilitarian bias; ancient history
showed cases of high cultures having no market svstem.’ Menger was now anxious to limit the
strict application of his “Principles” to the modern exchange economy (Verkehrswirtschaft), The
posthumous edition abounds in references to the exchange or market economy for which the
“Prineiples” were designed, on the one hand, and the non-market or backward economies, on the
other.”

Only quite recently has attention turned again towards the economy of the underdeveloped and
backward countries. Menger's discussion of economic development has, however, been [orgotten.
The posthumous edition, where the distinction between the two directions of the economy is
made, was never translated into English. No presentation of neo-classical economics—including
Lionel Robbins' (1935)—deals with the “two directions.” The London School of Economics
edition of the “Principles” in its rare book series (1933) chose the first edition. Hayek, in a preface
to this “replica” edition helped to remove the posthumous Menger from the consciousness of
economists by passing over the manuscript [of the second edition] as “fragmentary and
disordered.” “For the present, at any rate,” Professor Hayek concluded, “the results of the work
of Menger's later years must be regarded as lost.” Some sevenieen years later, when the
“Principles,” with F. H. Knight's preface, were translated into English (1950), the first
edition—half{ the size of the second—was once more selected. Moreover, the translation rendered
thoughout the book the term “wirtschaftend” (literally: engaged in economic activity) by
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or money occur, but there is no underlying pattern such as that of the market system to explain
the movements of the things. Yet in every primitive and archaic society, there is continuous supply
of material goods, that is. an economy.

This was largely the burden of the complaint of the economisl, when blaming his lack of
theoretical understanding of economies in backward countries on those alien socio-cultural values
that impede the application of “rational” principles of behavior. In effect, the absence of market
institutions was to him identical with that tendency towards “irrationality” which stultified his
endeavors at comprehension.

[n terms of empirical research the dispersal of economic information among the social sciences
should have suggested a linking up of those enclaves of historical, anthropological, and sociological
knowledge to form a whole. But again the status gained by formal economic analysis in this
general field of study discouraged such attempts, Economics in its full-fledged intellectual armor
tended to monopolize initiative in primitive economics, economic history, and economie sociology
alike. The prevailing climate of opinion set a premium on common-sense maxims clothed in
academic gowns, which were then substituted for empirical research and critical analysis. Faced
with the choice between an advaniageous and a less advantageous course, most men tend to choose
the former; this was a typical pronouncement of conventional wisdom and was deemed sufficient
to posit the axiom of gainfulness as a universal principle of human behavior. Once introduced.
such an axiom would serve Lo justify the reception of the ambiguous terms of supply and demand
wherever things were availabie (supply) that could be employed as means to a purpose (demand).
Unwittingly, the human world would thus be transformed into a potential market system with
commercial trade and commercial money as logical corollaries. There was now neither necessity
nor room left for empirical enquiry. Eventually, price-making markets would be seen—though
none were preseni—wherever any sort of trade or money occurred, and market economics would
take over, leaving the specific sub-disciplines where they were. At times such economistic
influences flooded not only the economic sub-disciplines [of economic anthropology and
pre-industrial economic history] but the main sciences themselves. Anthropology itself was
affecied by the allocational definition with its wake of a utilitarian psychology and a one-sided
exchange definition of money; more recently sociology developed a rationalistic tendency
culminating in an ingenious scheme of extending economic theory to the totality of society; with
economic histonians of antiguily the myth of an invisible market pattern has come to overlie the
economic life of the Near East, hindering the acceplance of a less commercial and more realistic
interpretation of the facts about the economies of the Oriental empires. Even this is not all. Apart
from the market frame of reference that was here forced upon non-market societies, there was that
fragmentation of knowledge about non-market economies, the relevant facts being domiciled in
the different social sciences. Hence, “The place of the economy in society” would mean to the
anthropologist, its place in the cultural spectrum; to the sociologist, its place as a subsystem in a
struclured society; to the historian, its place on a time scale. Differences of semantic coloring
would in this way tend to produce a puzzle of non-fitting items. Leading scholars in vain strained
to reverse Lhe trend towards departmentalization. The historian of antiquity, Eduard Meyer, the
economic historians Henry 5. Maine, Carl Buecher, Otto Hintze, Max Weber and Marc Bloch, the
sociologists Durkheim and Mauss, the anthropologist Richard Thurnwald, advocated an integration
of the disjecta membra of what might be tentatively called non-market economics. Eduard Mever
and Max Weber launched out on the task, but found no followers, B. Laum’s explicit attempts at a
general history, trying to reconstruct the mechanism of primitive and archaic economic
institutions, was abortive, not least for lack of a unifying frame of reference.

This calamitous uncertainty about the concept of “economic” and the “economy’” harks back.
we submit, to the founding of the neo-classical school of economics, with its somewhat confusing
influence on the study of non-market economies,

THE POSTHUMOUS CARL MENGER

Neo-classical economics was established on Carl Menger's premise that its appropriate concern
was the allocation of insufficient means to provide for man’s livelihood. This was the first
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Carl Menger’s Two Meanings of “Economic”™'

KarRL POLANYI (POSTHUMOUS)
CoLUMBIA UNIVERSITY

THE ECONOMICS of underdevelopment is giving rise to problems at varying levels of
abstraction. Outstanding among these, so it appears to me, is the question of the theoretical
handling of early economies that possess no market systems. Such efforts must be condemned to
failure as long as investigation is arbitrarily limited to contemporary peoples. Yet alongside today’s
developing peoples of Asia, Africa, and the Americas, non-market societies comprise mast of the
highly civilized empires of antiquity, which also had neither secondary industries nor market
systems. And indeed there is the same lack of understanding of the manner in which the economy
operated in all pre-industrial non-market areas, whether big or small, poor or rich, contemporary
or long past. In our concentration on the Trobrianders we must not forget Sumer and Ptolemaic
Egvpt. No serious theory of non-market economies can ignore the record of the wealthy
civilizations of ancient history.

Two fields of organized knowledge into man’'s livelihood are on record, economics proper and
those fragments of knowledge that concem pre-modern types of livelihood. These we will
designale as the “sub-disciplines” of economic anthropology and economic history. The
corresponding economies can be contrasted as “‘advanced” and “‘backward,” specifiable as market
economies and pre-industrial non-market economies,

Our interest here is solely in the latter. These backward countries have hitherto proved
accessible to theoretical treatment almost exclusively at the fringes where trade and markets of
advanced countries reached them. Beyond that range, the indigenous, alien, socio-economic
structures of the underdeveloped countries seemed to obstruct rational analysis for lack of an
institutional frame of reference.

All the more, it may have come as a surprise that neither have those “sub-disciplines” which
specialize in non-market institutions reached any notable accuracy in describing the
underdeveloped countries, nor did attempts in this field attain to any insights even comparable to
our understanding of the market economy, which is indeed remarkable.

Market-organized livelihood forms a conceptual whole through a system of market prices.
Production is carried on for gain made on price differentials, on pricing goods such as land, labor,
and raw materials which have markets of their own, as well as markets for food and other
consumer’s goods, Trade is a two-way movement of goods through the market, directed by prices,
and money a means of facilitating such a movement. Since prices are formed in markets trade is
market trade and money is essentially exchange or commercial money. Both trade and money can
then be regarded as functions of the market, and a self-regulating system of price-making markets
may clearly result in a continuous supply of goods. The economist’s question is only, how does it
all work?

As to non-market economies, the position is completely different. For ancient Babylonia or the
West African Negro empires, such as traditional Dahomey, we possess no institutional frame of
reference to hold on to, such as price-making markets provide. Hence, there is no agreement about
what exactly we wish to know about the place of the economy in the society, nor what lines of
investigation a parallel with market economies should follow. Culture complexes resembling trade
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