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INTRODUCTION TO THE LIBERTY FUND EDITION

The Economic Point of View: An Essay in the History of Economic
Thought was Professor Israel M. Kirzner’s first book. Kirzner published
the first edition in 1960 with Van Nostrand Press. The second edition
was published in 1976 as part of the Institute for Humane Studies series
Studies in Economic Theory. We are using the second edition for this
first volume of the Collected Works of Israel Kirzner being published
by Liberty Fund. The series comprising the Collected Works of Israel
Kirzner consists of ten volumes involving all major monographs, schol-
arly papers, and books that Kirzner wrote over a period of five decades
starting from 1960.

Israel Kirzner is one of the most important figures in Austrian eco-
nomics in the second part of the twentieth century. After a career of
almost fifty years, he retired in 2001 from his position as professor of
economics at New York University. At that point, he had written eleven
books, authored over a hundred scholarly articles (many of which were
published as books), and edited five volumes dedicated to the advance-
ment of Austrian economics. As he retired, Israel Kirzner was the lead-
ing economist in the field of entrepreneurship and market process the-
ory. He contributed immensely to the resurgence of the Austrian school
of economics and the demise of Keynesianism, notably with the graduate
program in Austrian economics at New York University that he started
in the mid-1970s.

With the growth of the field of entrepreneurial studies since the
1980s, theoreticians in business schools and scholars who study busi-
ness start-ups and other entrepreneurial phenomena have come to dis-
cover Kirzner’s work. Kirzner has achieved recognition in these sister
disciplines but not in the mainstream of his own profession, which has
remained somewhat unreceptive to the idea of entrepreneurship and the
discovery process—ideas that Israel Kirzner developed throughout his
career.

Nonetheless, Israel Kirzner’s influence in economics is likely to con-
tinue to grow in the future. Indeed, a good portion of the research in
economics has moved away from the dry and overly mathematical ap-
proach of general equilibrium that was popular in the 1960s at the time
when Professor Kirzner started thinking about ways to explain economic
change.

Xi
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Another reason Israel Kirzner’s influence will continue to grow is
the greater attention paid to innovation and knowledge in the field of
economics and its related disciplines. Kirzner’s theory presents a truly
endogenous approach to economic change, providing an explanation
for the generation of knowledge and its link to innovation in markets.
The fundamental issue of the dispersion and generation of knowledge
that Friedrich Hayek identified many decades ago found a solution in
the work of Professor Kirzner. Knowledge, innovation, and the role of
the entrepreneur are now more widely seen as cornerstones of the theo-
retical understanding of development and economic growth. There are
good reasons to believe that someday many economists will turn to the
Kirznerian theory of entrepreneurship to understand social change.

It is in this context that the present series, which includes the books
and most of the scholarly papers that Kirzner has written in his career,
has been organized. The stand-alone books are being published in
chronological order, while those volumes consisting of previously pub-
lished articles are arranged thematically. To these republished articles,
we have added some hard-to-find articles and monographs that have not
appeared since their first printing. (Some of these articles and others will
be published in the same volumes as the stand-alone books for thematic
reasons.) We hope that such an arrangement will demonstrate for the
reader the full extent of Kirzner’s influence, showing the evolution of
his thought and his contributions to the economics of entrepreneurship,
market process theory, capital theory, and other fields.!

The first four volumes are stand-alone books and include, in addition
to this volume, Market Theory and the Price System (Kirzner’s only text-
book); Essays on Capital and Interest; and his most famous book, Competi-
tion and Entrepreneurship.

The next three volumes present a thematic arrangement of Kirzner’s
scholarly papers. Austrian Subjectivism and the Emergence of Entrepre-
neurship Theory contains Kirzner’s most representative articles on these
subjects (including his seminal paper on entrepreneurship that he pre-
sented in 1967 at the Mont Pelerin Society meeting in Vichy, France).
The Essence of Entrepreneurship and the Nature and Significance of Market

1. Note to the reader: All the typographical errors that were discovered in the orig-
inal papers and books Israel Kirzner published have been corrected. We believe this
improves the readability of the texts.
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Process comprises a selection of articles on market process theory; and
Competition, Economic Planning, and the Knowledge Problem focuses on
the “knowledge problem”—a Hayekian concept that Professor Kirzner
developed and applied to various issues such as that of central planning.

The last three volumes in the series begin with Discovery, Capitalism,
and Distributive Justice, a stand-alone volume that includes additional ar-
ticles on the same theme. Reflections on Ethics, Freedom, Welfare Econom-
ics, Policy, and the Legacy of Austrian Economics includes two interviews
with Kirzner that have already been published, as well as a more recent
interview we conducted in July 2006. The last volume of the series,
Ludwig von Mises: The Man and His Economics, presents Kirzner’s study
of Mises, who was his dissertation adviser, as well as other articles on
Mises. An observer will have noticed the centrality of Mises in Kirzner’s
work: the series starts with a book inspired by Mises and ends with a
book about Mises.

Israel Kirzner was born in London on February 13, 1930. He spent his
early years in England and lived in South Africa between the ages of ten
and eighteen. He was educated at the University of Cape Town (1947—
1948), the University of London (1950-1951), and then Brooklyn College
(1952-1954). After graduating from Brooklyn College summa cum laude
in 1954, Kirzner attended New York University (NYU), earning an MBA
in accounting in 1955. While at NYU, Kirzner enrolled in Ludwig von
Mises’s class on economic theory.

In searching for classes to fulfill his course requirements for the MBA,
Kirzner examined the university catalogue and the publication list of the
faculty. He enrolled in Mises’s class for the simple reason that Mises had
the longest list of publications among the faculty at the NYU School of
Commerce. When Kirzner registered for the class, he was told by admin-
istrators and fellow students that Mises was an old man out of touch with
the modern world. These comments didn’t deter Kirzner. From the start,
Mises’s analysis of the market economy intrigued Kirzner, and sparked
his interest in the discipline of economics. In 1996, Kirzner told the story
of his first day at Mises’s seminar:

That occasion was . . . my first meeting with Ludwig von Mises, and it
is etched deeply in my memory. . . . His very opening substantive sen-
tence that evening [was], “The market,” Mises began, “is a process.”
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Coming as I did from a rather spotty undergraduate training in eco-
nomics (and mainly along Keynesian lines) Mises’ statement, [ recall,
left me completely puzzled. I had thought of the market as a place,
an arena for exchanges, as an abstract idea referring to voluntary ex-
change transactions. I could not fathom what on earth could be meant
by the observation that the market is a process. I now, in retrospect,
consider that all my subsequent training and research in economics,
both before and after obtaining my doctorate under Mises, has con-
sisted in learning to appreciate what it was that Mises meant by this
assertion.?

After completing his MBA, Kirzner made the decision to study eco-
nomics in more depth. Mises had advised him to study for his PhD at
Johns Hopkins University under the guidance of Fritz Machlup, Mises’s
former student in Vienna. Mises even offered to arrange a fellowship
for Kirzner to study with Machlup as he thought that would be the best
path for this promising young scholar of economics. Mises’s reasoning
was straightforward—Machlup was younger, a renowned and talented
teacher, and possessed great professional connections in the world of
academics. Machlup would make the path to professional success much
easier than it would be studying with Mises. Kirzner decided he would
rather stay at NYU and study firsthand with Mises. It is under the influ-
ence of Mises that Kirzner came to write on the topic of the definition of
economics, as Mises suggested that he explore the various definitions
that have been accepted throughout the history of the discipline. The Eco-
nomic Point of View was the result of his doctoral dissertation work done
under the auspices of Mises, who had become Kirzner’s mentor and su-
pervisor. Kirzner graduated in 1957 from NYU with a PhD in econom-
ics. After earning his PhD, Kirzner joined the faculty at NYU, where he
taught throughout his career.

Two other background issues are important to stress with regard to
Kirzner’s career in economics. At the time he entered the profession of
academic economics, the discipline had been transforming in ways that
would come to adversely affect Kirzner’s influence.

2. Quoted in Richard Ebeling, “Israel M. Kirzner and the Austrian Theory of
Competition and Entrepreneurship,” August 2001, Freedom Daily, http://www.fff
.org/freedom/o8o1b.asp.
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First, the discipline had moved from a “book culture” to a “journal cul-
ture,” as scientific contributions were not communicated through books
but through journal articles. Kirzner was a book writer, and what he set
out to do once he joined the faculty at NYU was to revise his disserta-
tion into a book, and then to write two other books during the 1960s—
Market Theory and the Price System and An Essay on Capital. While
Kirzner wrote journal articles, it was not his primary scholarly activity.

Second, the discipline of economics was moving in a direction that
increasingly marginalized works in the intellectual history of economics
and works that sought to address the fundamental philosophical issues
of the discipline, which were the domains of Kirzner’s main contribu-
tions. These two issues fit together—contributions to the history of eco-
nomics and to the philosophy of economics are best communicated in
book form rather than through the normal science discussions that take
place in the journals of the discipline.

It is within this changing context of economic scholarship that Kirzner
entered the profession and offered The Economic Point of View. Kirzner
argues that economics begins with a recognition and then a puzzle.
The recognition is that there are systemic forces at work in the market
economy that produce social order. This is the “Paris gets fed” idea that
Frédéric Bastiat promoted with vigor when explaining what economics
is about. The puzzle is how precisely the market economy achieves this
degree of social order in the absence of centralized control. The recogni-
tion and the puzzle help define the object and subject of the study of
economics. As Mises explains in his foreword to the book, “Economics
shows that there prevails in the succession and interdependence of the
market phenomena an inescapable regularity that man must take into
full account if he wants to attain ends aimed at.”* This fundamental po-
sition is at the center of Kirzner’s book, in which he carefully explains its
emergence and how it came to be accepted. In his first book, Kirzner pro-
vides a historical account of the evolution of the debate and establishes
the path that led economics to become the science of human action.

The Economic Point of View was published during a period when the ob-
ject and subject of economics had been totally transformed by the Keynes-
ian revolution. Keynesian macro-theories dominated the mainstream of
economic education and economic research by 1960. In that context,
Kirzner published a book on the microfoundations of the discipline.

3. See below in Mises’s foreword to The Economic Point of View.
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Kirzner argues for a particular form of the microfoundations of the
discipline—a consistent and persistent subjectivism. It is only by pursu-
ing the subjectivist position, he argues, that we can aspire to have an
objective science of economics. In this sense, he finds himself in the
company of Carl Menger, Eugen von Bohm-Bawerk, Knut Wicksell, and
Philip Wicksteed in the late nineteenth century, of Mises and Hayek in
the mid-twentieth century, and to some extent James Buchanan in the
later half of the twentieth century of economic thinking. In the process,
Kirzner would eventually seek to establish economic science as occu-
pying the middle ground position between the equilibrium economics
of Gary Becker and the indeterminacy of the radical subjectivism of
G. L. S. Shackle.*

The book reveals many of the themes that Kirzner would come to de-
velop later on in his career, especially the nature and role of entrepre-
neurial activity. We see the essential elements of Kirzner’s theory of the
entrepreneurial nature of human action that drives the market process
in his discussion of catallactics and later praxeology.

Finally, and as Mises explains in his foreword, Kirzner’s work enables
us “to re-examine the present state of economic theory in the light of all
attempts earlier generations made for their solution. In comparing our
point of view with past achievements and errors we may either detect
flaws in our own theories or find new and better reasons for their con-
firmation.”® This is especially relevant with regard to the development of
behavioral economics (including behavioral finance) in recent years. It
is also pertinent to the emergence of neuroeconomics and other related
disciplines currently influencing the foundational choice theory that con-
temporary economists work with. The work of Kirzner allows us to reaf-
firm the foundations of economic science and its relevance to explaining
the inescapable regularities of market phenomena. Economics has been
under attack from within since the Pigovian and Keynesian revolutions.
It has also been under attack from without since the Methodenstreit at
the end of the nineteenth century. The praxeological approach developed

4. This last discussion of situating economics as appropriately occupying the mid-
dle ground becomes a major theme of Kirzner’s work from the mid-1970s onward.
As one can see in his critique of plutology and the development of praxeology, the
basic pieces of his argument are already present in The Economic Point of View.

5. See below in Mises’s foreword to The Economic Point of View.
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by Mises and Kirzner provides the best tools to detect the flaws in new
internal or external competing views.

An example of the use of the praxeological approach, which is also
a direct application of the lessons of The Economic Point of View, can be
found in the debate between Israel Kirzner and Gary Becker on rational-
ity in economics. Becker argued that even if one were to assume rational-
ity away, market results would still be rational. In other words, even if
some individuals are assumed not to react to price changes the way ra-
tional beings would, they are forced by the nature of the opportunity sets
they face (after a relative price change) to alter their behavior. In what be-
came an important debate, Kirzner, applying the insights of praxeology,
replied that Becker implicitly assumed that individuals pursue objectives
and thus are rational. Indeed, what Becker described as an alteration of
behavior is really the market process at work.® Because of the importance
of this debate, we republish at the end of this volume the four articles of
the Becker-Kirzner debate.”

Most dissertations published as books never change the face of eco-
nomics.® Some commentators have seen Kirzner’s first book as part of
this endless supply of dissertations-turned-into-books which don’t ad-
dress essential problems and don’t make much difference to the state of
economics.’ It is true that Kirzner’s book is concerned with a problem
which generally does not attract much attention: the definition of eco-

6. In February 1962, Becker published “Irrational Behavior and Economic The-
ory” in the Journal of Political Economy. In August of the same year and in the same
journal, Kirzner published a critique of Becker’s paper: “Rational Action and Eco-
nomic Theory.” Becker’s reply was published in February 1963 along with Kirzner’s
rejoinder.

7. Note to the reader: We have made the changes to the texts that Gary Becker sug-
gested in the first footnote in his reply to Israel Kirzner. These changes do not affect
the meaning of the texts but improve their readability. We have also corrected a few
typographical errors that were present in the original publication of these articles.

8. Notable exceptions would include Frank Knight’s Risk, Uncertainty and Profit
(1921), Abba Lerner’s The Economics of Control (1944), Paul Samuelson’s Foundations
of Economic Analysis (1947), Kenneth Arrow’s Social Choice and Individual Values
(1951), Gary Becker’s The Economics of Discrimination (1957), and Mancur Olson’s The
Logic of Collective Action (1965).

9. See for instance Kurt Klappholz’s review of The Economic Point of View in Eco-
nomica 30, no. 117 (February 1963): pp. 89—9o.
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nomics. How economists define and see their own discipline is a subject
that is rarely part of the training that young economists receive. This
was already an issue at the time Kirzner studied,; it is even more acute to-
day with the quasi-disappearance of the history of economic thought as a
subject taught at the PhD level. However, almost fifty years after the pub-
lication of Kirzner’s book, many economists still define the discipline of
economics as being about large scale phenomena such as inflation and
unemployment.!

It would be wrong to consider Kirzner’s book as just a book on the
definition of economics. Indeed, in trying to provide a definition of eco-
nomic science, he offers a history of the development of economic think-
ing. This development takes us from the birth of economics as concerned
with the accumulation of wealth to economics as the science of econo-
mizing behavior. Understanding this development helps us realize the
importance of economics in the social sciences. By understanding the
development of economic thinking through the search for the ultimate
object of economic science, one comes to see the great accomplishments
of early economists. In this sense, the book is more than a definition
of economics, it is a voice in the most important contemporary debates
about the nature and achievements of economic science.

Kirzner’s achievement in The Economic Point of View is to illuminate
how the praxeological position emerged in the slow but continuous de-
velopment of economic science since the end of the eighteenth century.
Purposefulness (teleology), subjectivism, and rationality (economizing)
are the three pillars of the praxeological approach. Kirzner’s historical ac-
count of the evolution of economic science sheds light both on the nature
of economic science and on its object.

In retrospect, Kirzner’s first book foreshadows the great economist he
came to be. The book introduces the reader to a subtle and committed
scholar who is essentialist in explanation and clear and precise in his
writing style. It also establishes the foundations of his future work on the

10. For instance, David Romer, in his Advanced Macroeconomics textbook (New
York: McGraw-Hill, 1996), defines macroeconomics as “the study not just of aggre-
gate fluctuations but of other features of the economy as a whole” (p. 1). Edwin Mans-
field’s Microeconomics (New York: W. W. Norton, 8th ed.) states that “microeconomics
deals with the economic behavior of individual units such as consumers, firms, and
resource owners; macroeconomics deals with the behavior of economic aggregates
such as gross domestic product and the level of employment” (p. 1).
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role of the entrepreneurial function, the theory of the market process,
and the role of capital.
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