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War and the Austrian School: Ludwig von Mises
and Friedrich von Hayek

Christopher Westley, William L. Anderson, and Scott A. Kjar

To understand the thoughts of Ludwig von Mises and Friedrich von Hayek on
war, it is necessary to understand their fundamental views on economics. Like
their Austrian School predecessors—Carl Menger, Eugen von Böhm-Bawerk,

and Friedrich von Wieser—von Mises and von Hayek believed that a free economy
was the natural outgrowth of a free society. Free men voluntarily transact with each
other in free markets, and society itself is an outgrowth of these voluntary
transactions.1 Further, free markets serve as a method of allocating society’s scarce
resources: In particular, prices serve to highlight consumer desires, and entrepreneurs
are guided to business decisions that support consumer preferences.

War necessarily violates the market by overriding consumer preferences in favor
of the preferences of governments and their militaries. Likewise, prices as a guide to
resource allocation are distorted by wartime edicts including price controls, quotas,
and outright confiscation. It is on these foundation that Mises’s and Hayek’s views
on war are to be understood.2

The early professional years of Ludwig von Mises

Although Mises wrote his best-known works after he came to the United States as a
refugee from world war II and the Nazi onslaught, even his pre-world war I writings
demonstrate his commitment to classic liberalism and free markets. In his first major
work, The Theory of Money and Credit (1912), Mises argues that free markets and an
honest monetary system based on gold would preserve social harmony. Later, in
Omnipotent Government (1944a), Mises argues that the wave of protectionism
proceeding the outbreak of world war II only heightened the prospects of international
conflict, while the liberal (free market–free trade) economies would help preserve
peace.

When world war I broke out in 1914, Mises served in the Imperial and Royal
Army of Austria-Hungary. Badly injured, he was given a position on the Scientific
Committee for War Economics, part of the War Ministry. His pro-market, hence not
pro-war, views made him unpopular with other members of the Committee.
According to Hülsmann, Mises was a dissenting voice “on the prospective economic
benefits of military victory. He definitely did not believe that conquests in the East
would convey any economic advantages for the future Austro-Hungarian economy.”3

Following the war’s end, which split the former empire of Austria-Hungary into
two small countries, Mises wrote Nation, State, and Economy (1919) in which he

addressed economic issues of war.
Prophetically, he warns against a
government policy of revenge:

“To retaliate for wrong suffered,
to take revenge and to punish,
does satisfy lower instincts, but
in politics the avenger harms
himself no less than the enemy.
The world community of labor
is based on the reciprocal
advantage of all participants.
Whoever wants to maintain and
extend it must renounce all
resentment in advance. What
would he gain from quenching his thirst for revenge at the cost of his own
welfare?” [p. 181]

Mises roundly criticizes war socialism—defined as increased state control of the
economy during wartime—in Germany and Austria, claiming that it hastened their
final collapse. In both countries, socialists and democrats rushed to fill the void left
by the destruction of the monarchy, but neither group held to the classic liberalism
that had dominated European political thought for a century.

In 1920, Mises wrote an essay, “Economic Calculation in the Socialist
Commonwealth,” in which he laid out a critique of socialism based on his belief that
a pure socialist economy could not exist. Expanded to book length in Socialism
(1922), Mises portrays world war I as total war—a war that required the complete
mobilization of people and resources.4 To Mises, war combined all of the illiberal
things he most despised, the marshaling of resources along with the activities of
once-free individuals to satisfy a “national purpose.” Contrary to beliefs of Marxists,
Mises did not believe that capitalism had internal contradictions that required periodic
wars in order to keep from spiraling into recessions. Rather, Mises believed that
periodic wars were themselves contradictions to capitalism and classic liberalism.

Mises, war, and socialist calculation

The key to Mises’s views on war and socialist calculation are found in his criticism
of central allocation of goods and government control of methods of production. In
“Economic Calculation in the Socialist Commonwealth,” Mises made an important
point about the role prices play in resource allocation, and especially in allocating
factors of production. For him, prices of final goods are determined by the interplay
of suppliers and demanders in the market, and, following Menger, the prices of these

War necessarily violates the market by
overriding consumer preferences in
favor of the preferences of
governments and their militaries.
Likewise, market prices, as signal and
guide to resource allocation, are
distorted by wartime edicts that
include price controls, quotas, and
outright confiscation. It is on these
foundations that von Mises’s and von
Hayek’s views on war are to be
understood.
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final goods in turn are imputed to their higher-order factors of production. The value
of the factors of production used for any class of goods, such as war goods, is
compared with the value of those same factors used in the production of other goods.
This allows resource owners to better select how to allocate scarce resources among
competing products, and allows entrepreneurs to select production methods among
alternate allocations of capital, labor, natural resources, and time.

Mises did not specifically address war socialism in his 1920 essay, but neither did
he make an exception for it. He believed that government demands upon individuals
to carry out a “national purpose” were abhorrent, something he addressed in later
writings. For Mises, war socialism was not a way to rationally direct war production,
which is how its supporters justified it. Instead, he believed that total wars such as the
two world wars empower the state in a way that enable it to enforce wartime
production rules.5

Mises held this position even when he emphasized the need for Hitler and the
Nazis to be defeated. For example, in Omnipotent Government: The Rise of the Total
State and Total War (1944a), Mises wrote that the Nazi regime sought “world
hegemony” in order to enjoy a higher standard of living through conquest:

“The essential point in the plans of the German National Socialist Workers’ party
is the conquest of Lebensraum for the Germans, i.e., a territory so large and rich
in natural resources that they could live in economic self-sufficiency at a standard
not lower than that of any other nation. It is obvious that this program, which
challenges and threatens all other nations, cannot be realized except through the
establishment of German world hegemony.” [p. 1]

Mises further emphasized that war and conquest are not in fact necessary for a
higher standard of living. A simpler and better way is to practice free trade and have
free institutions:

“Within a world of free trade and democracy there are no incentives for war and
conquest. In such a world it is of no concern whether a nation’s sovereignty
stretches over a larger or a smaller territory. Its citizens cannot derive any
advantage from the annexation of a province. Thus, territorial problems can be
treated without bias and passion; it is not painful to be fair to other people’s claims
for self-determination.” [p. 3]

Mises believed he was standing against totalitarianism and believed that war—and
especially the total wars of the 20th century—empowered the state and collectivism.
His warnings came during the 1920s and 1930s when collectivist ideals grew in
Europe, becoming fascism in Italy and Germany and communism in the Soviet Union.

As an anti-collectivist Jewish intellectual, Mises knew he was not safe in Vienna
and so, in 1934, he and his wife moved to Geneva, in neutral Switzerland. In 1940,

as Germans marched across France and the Low Countries, the von Mises’s fled for
the United States, arriving in a country that was soon to go to war as well.

Writing Omnipotent Government (1944a) and Bureaucracy (1944b) during the
world war II years, the former identifies National Socialism as a form of collectivism
not unlike the socialism of the U.S.S.R. Mises declares that modern wars are not the
result of “unfettered” capitalism but rather of economic nationalism, promoted both
by autocratic and democratic governments:

“The fateful error that frustrated all the endeavors to safeguard peace was
precisely that people did not grasp the fact that only within a world of pure,
perfect, and unhampered capitalism are there no incentives for aggression and
conquest. President Wilson was guided by the idea that only autocratic
governments are warlike, while democracies cannot derive any profit from
conquest and therefore cling to peace. What President Wilson and the other
founders of the League of Nations did not see was that this is valid only within a
system of private ownership of the means of production, free enterprise, and
unhampered market economy.” [pp. 4-5]

In Bureaucracy, Mises argues that government cannot effectively run an economy
in the same way as would be done in a free-market system. He blames world war II
and all of the resulting economic dislocation on the growing power of the state:

“Economic interventionism is a self-defeating policy. The individual measures
that it applies do not achieve the results sought. They bring about a state of affairs,
which—from the viewpoint of its advocates themselves—is much more
undesirable than the previous state they intended to alter. Unemployment of a
great part of those ready to earn wages, prolonged year after year, monopoly,
economic crisis, general restriction of the productivity of economic effort,
economic nationalism, and war are the inescapable consequences of government
interference with business as recommended by the supporters of the third solution.
All those evils for which the socialists blame capitalism are precisely the product
of this unfortunate, allegedly ‘progressive’ policy. The catastrophic events which
are grist for the mills of the radical socialists are the outcome of the ideas of those
who say: ‘I am not against capitalism, but ...’ Such people are virtually nothing but
pacemakers of socialization and thorough bureaucratization. Their ignorance
begets disaster.” [p. 119]

In 1949, Mises published his most important work, Human Action. This includes
a chapter titled “The Economics of War.” In it he again stresses that free markets are
based on peaceful cooperation and how this cooperation falls apart when “citizens
turn into warriors” (p. 821). One virtue of the combined idea of limited war and free
markets was the recognition that free trade was a necessary prerequisite for peace
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because it makes little sense for a country to wage war against its trading partners. In
the absence of free trade, conflicts over territory, religion, ideology, culture, and a
host of other issues fester with no countervailing reason for calmness or rationality
among the belligerents. While a nation might not wish to engage in war with its
trading partners, it has no such constraints concerning those with whom it does not
trade. As such, many conflicts cannot be fixed by creating new bureaucracies (such
the League of Nations or the United Nations) because the participants in war have no
reason to stop (p. 821).

War reduces the international division of labor because it reduces opportunities
to engage in trade. Mises argues that if the tailor goes to war against the baker, then
he must bake his own bread. What is more, if the tailor does this, he will soon be in
worse shape than the baker. This was one of the reasons why, Mises wrote, the South
lost the American civil war, and why Germany lost both world wars. These problems
arise because of the existence of what Mises calls the “inter-regional division of
labor” (p. 829).

Finally, Mises writes that it is humans’ ability to cooperate that separates them
from other animals. To cooperate, they first must overcome innate tendencies for
aggression, and in so doing they become better off because they extend the division
of labor. “Interventionism generates economic nationalism, and economic nationalism
generates bellicosity. If men and commodities are prevented from crossing the
borderlines, why should not armies try to pave the way for them?” (p. 832). Mises
laments how far we have come from the era of limited war. In the 1940s, 50 million
were killed in war, reflecting what Mises calls the spirit of conquest that, if not
countered, will result in the destruction of civilization.6 Mises concludes that the
ideologies that generate war—collectivism and statism—must be discarded and
replaced with the ideologies of freedom and free markets:

“The market economy involves peaceful cooperation. It bursts asunder when the
citizens turn into warriors and, instead of exchanging commodities and services,
fight one another.” [p. 817]

The early years of Friedrich von Hayek

Like Mises, Hayek is in many ways a product of his lineage, both intellectually and
biologically. His family was involved in medicine and biology, and young Friedrich
was encouraged to study these disciplines. Indeed, Hayek worked for a time in the
Institute of Brain Anatomy. This would help pave the way for such works as The
Sensory Order (1952). At the University of Vienna, Hayek took doctorates in both
law and political science. (The Faculty of Economics was located in the school of
law.) There, Hayek became a devotee of his teacher, Friedrich von Wieser, and was
strongly influenced by the work of Carl Menger. After graduation, upon Wieser’s
recommendation, Hayek went to work for Mises in the Austrian government. The pair

would continue their collaboration at the Austrian Institute for Business Cycle
Research. Works that developed from this time in Hayek’s career include Monetary
Theory and the Trade Cycle, and Prices and Production.

In 1931, Hayek was persuaded to join the London School of Economics (LSE).
This was at the behest of Lionel Robbins (who, incidentally, eventually examined the
topic of economics and war himself in The Economic Problem in Peace and War,
1947). At the LSE, Hayek both influenced and was influenced by Karl Popper. Hayek
was also an early reader of Wittgenstein’s works. Philosophy and the history of
science became important elements in Hayek’s work. Also at LSE, Hayek famously
exchanged letters with Keynes. Some of the ideas developed during this time would
later appear as his primary thesis in The Fatal Conceit (1988). One of the keys to his
thought is the idea of a spontaneous order, or a cultural order that develops from the
voluntary interactions of society’s participants, rather than from the planned structure
imposed by government or other authoritative force. We see that both the influences
on Hayek and those whom Hayek influenced in turn as being broad and diverse. To
understand and apply Hayek’s thought to war, we need to view him not only as an
economist but as a broad social thinker with influences in philosophy, psychology, the
history of science, political science, and culture.

Hayek on war

We trace Hayek’s views on war through several key writings, starting with “Socialist
Calculation” (1935). Writing the introduction to a book on the socialist calculation
problem, which included an older essay by Mises, Hayek lays out what he considers
as the great and insurmountable problem of socialism: Even if a planner knows what
needs to be produced, how does he know how to allocate the necessary resources to
produce the goods? Since there are many factors of production that can be applied to
many different final goods, and many different ways to produce each good, the
allocation problem is not merely of what to produce, but of how to produce it, as well
as what not to produce. Absent prices, the opportunity cost of the foregone allocation
cannot be understood.

In subsequent articles, Hayek grapples with Britain’s problem with Germany:
Given that war seemed inevitable, how was Britain to devise plans that allocate
resources for the war effort while minimizing any attendant economic disruption?
More bluntly, how does Britain mobilize for war against Germany without turning its
economy into a reflection of the German economy? For Hayek realized that many of
his intellectual opponents saw the impending war with Germany as an opportunity to
grow the state in ways that were not possible during peacetime. In this, Hayek would
develop a theme taken up by Robert Higgs (1987): the “ratchet effect” of government
expansion. Hayek saw that once planners expanded their hold on an economy, they
would not want to let go.

In “Prices versus Rationing” (1939a), Hayek recognizes that the military will need
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to extract resources from the economy first. Prior extraction, however, does not mean
that rationing, quotas, or other perturbations of the market are necessary. Instead,
Hayek says, during war, allow the military to extract what it needs and leave the free
market to sort out the rest. The market will equilibrate the remaining supply with the
civilian demand for increasingly scarce resources, and entrepreneurs will be motivated
to provide additional goods in precisely those areas where scarcity is deemed most
urgent by the populace, as evidenced by corresponding price changes. Any political
effort to fix prices or to establish quotas, he pointed out, will serve merely to cause
inefficient allocation of resources during the very period in which they are the most
scarce. If prices cannot rise, then they lose their signaling power to entrepreneurs and
investors. The result is waste, which reduces the current as well as the future civilian
standard of living, and also reduces the very availability of resources upon which the
military might need to draw later.

“The Economy of Capital” (1939b) follows the same logic, but applied to financial
markets. A key element in Austrian theory—from Menger and Böhm-Bawerk to
Mises and Hayek and then to Garrison and the modern Austrians—is that interest
rates are the intertemporal price of capital goods. High interest rates generate more
saving and the reduction of current consumption, but discourage capital formation and
what Böhm-Bawerk called “roundabout” methods of production since only highly
profitable projects can cover the interest expense over a long time period. Low interest
rates generate more desire by entrepreneurs to engage in capital-intensive long-term
projects and more roundabout production, but discourage consumers from reducing
current consumption and freeing up scarce resources. A free market equilibrates the
interest rate according to society’s time preference rate, thereby generating the mix
of consumption goods and capital goods desired by the society.

Government interventions that influence or set interest rates, Hayek noted, lead
to swings in capital allocation, and often generate business cycles. This idea, which
Hayek expressed in several writings, was one of the keys to his Nobel Prize award,
with the committee citing Hayek, along with Gunnar Myrdal, “for their pioneering
work in the theory of money and economic fluctuations and for their penetrating
analysis of the interdependence of economic, social, and institutional phenomena.”7

As in the goods market, Hayek recognized that the military might have a prior
claim on capital, but once the military has established that claim, the remainder should
be left to the market. Any government interest-rate fixing will merely generate the sort
of malallocation of capital that would hinder not only civilian production during and
after war, but could also hinder later military production both during and after war,
a state of affairs that could actually cause a nation’s military defeat. Thus, Hayek
argued, economic central planning during war is, if anything, even more self-defeating
than economic central planning during peace.

Hayek’s “The Economics of Planning” (1941) reiterates the argument concerning
the complexity of the economy and the impossibility of any planner being able to
manage the huge amounts of information necessary to allocate resources. In contrast,

Hayek points out, an entrepreneur does not need to plan for an entire economy. He
needs only to see a few prices around him, prices of potential competitors, prices of
factors of production, and prices that his own services can command in other employ.
In this way, he coordinates with other entrepreneurs in choosing how scarce resources
will be allocated, since they will be allocated to that entrepreneur who values them the
most, as evidenced by his willingness and ability to pay higher money prices for them.
Another point Hayek raises concerns the amount of central planning that occurs
during wartime as compared to peacetime. He notes that there is no deficiency in the
free market that necessitates increased planning. Rather, the deficiency lies in political
leadership and in the insufficient understanding of the workings of the economy. As
such, politicians make bad decisions that throw markets into chaos, and then propose
planning as a solution, rather than allowing the market to arrive at its own resource
allocation.

In his most famous work, The Road to Serfdom (1944), Hayek writes that planning
is “the deliberate organization of the labors of society for a definite social goal” (p.
56). However, in democracy no single social goal exists:

“And we all think that our personal order of values is not merely personal but that
in a free discussion among rational people we would convince the others that ours
is the right one. The lover of the countryside who wants above all that its
traditional appearance should be preserved and that the blots already made by
industry on its fair face should be removed, no less than the health enthusiast who
wants all the picturesque but unsanitary old cottages cleared away, or the motorist
who wishes the country cut up by big motor roads, the efficiency fanatic who
desires the  maximum of specialization and mechanization no less than the idealist
who for the development of personality wants to preserve as many independent
craftsmen as possible, all know that their aim can be fully achieved only by
planning—and they all want planning for that reason.” [pp. 54-55]

It matters not that the planner is some sort of specialist with a greater or different
education. It makes no difference that the planner has at his grasp reams of statistics
and data that an ordinary person does not have. The fact is that all central planning
requires a decision by the planner as to which goal is best and then which plan is best
to achieve that goal. The key Hayekian objection is that because no central planner
can possess all of the disparate pieces of knowledge found in society, no central
planner can allocate resources as efficiently as can the decentralized market. Since
war is coordinated by central planners, it necessarily follows that war planners will
generate resource misallocations and cause widespread inefficiencies in production.
Once these occur, they will have ongoing effects not only during war but also
thereafter since war allocation alters the very structure of capital in an economy. For
this reason, Hayek says, any planning that goes on—because of the nature of military
needs, not because of the nature of the economic structure—must be temporary,
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1. On the Austrian School founders, see Kjar and Anderson (2009).

2. The correct German names are, of course, von Mises and von Hayek. English usage
has reduced this simply to Mises and Hayek, and this convention is followed in the
remainder of the article.

3. Hülsmann (2007, pp. 274-275).

4. Also see Mises (1944a), Southerland (1998), and Bell (2007).

5. Hülsmann (2007).

6. 50 million: Denson (1999, p. xvii).

7. See http://nobelprize.org/nobel_prizes/economics/laureates /1974/hayek.html.

8. Quoted in J. Tucker, “Ludwig von Mises’s Memoirs.” http://www.lewrockwell.
com/tucker/tucker156.html [accessed 24 December 2010].

abandoned the instant an armistice is signed. Leaving any vestige of war planning in
place after war leads to Higgs’s ratchet effect, and to what Hayek feared would be a
Road to Serfdom in which much of the economy would be subservient to the demands
of government planners, both military and civilian.

Conclusion

By questioning the state as a force of social good, the writings of Mises and Hayek
on economics and war went against the intellectual tide of their day. Free markets, and
especially free trade, were not the causes of war; indeed, these served as bulwarks for
peaceful international relations. Mises especially saw socialism and statism as evils
that set people against one another, and he believed that “national purpose,”
emphasized by collectivist states, led to conflict and war. Hayek believed that
planning led to serious economic resource misallocation, both in the present and in
the future, leading people down a road to serfdom.

Neither Mises nor Hayek were pacifists, nor were they opposed to war on the basis
of principle. However, both men saw that the social, political, and economic
developments that accompanied the total wars of the twentieth century posed a danger
to the liberal order that they supported. Mises, in particular, was outspoken on this
subject and despaired of what he saw, especially in the post-world war I fall of what
had been old Europe, writing that “From time to time I entertained the hope that my
writings would bear practical fruit and point policy in the right direction ... I set out
to be a reformer, but only became the historian of decline.”8

For Mises, it was not just a case of opposing a particular war. Instead, he saw
modern warfare as the antithesis of civilization: “What the incompatibility of war and
capitalism really means is that war and high civilization are incompatible” (1949, p.
828). In Socialism (1922) Mises pursues the theme that private enterprise and
economic exchange promote peace, while war promotes destruction:

“Society has arisen out of the works of peace; the essence of society is
peacemaking. Peace and not war is the father of all things. Only economic action
has created the wealth around us; labor, not the profession of arms, brings
happiness. Peace builds, war destroys.” [p. 59]

Far from holding a “military  Keynesianism” view according to which war is good
because it promotes aggregate demand, Mises believed that economic disruption
created by war destroys the liberal civilizations that had characterized Europe and the
United States during the 1800s, and whatever the outcome of those wars, the legacy
of government economic planning created lasting harm:

“Modern war is merciless, it does not spare pregnant women or infants; it is
indiscriminate killing and destroying ... Nobody can foretell what will happen in

the next chapter of this endless struggle. But this will not alter things, it will
merely prolong for a short time the process of the complete destruction of
civilization.” [1949, p. 832]
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