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What is Austrian Economics and how is it different from “regular” economics? This is
a much more difficult question to answer than it might seem. One may be tempted to
answer, “how long have you got?” and risk losing the audience immediately. One has to
find the right entry point, the hook necessary to draw in the curious and lead them to an
understanding that comes from the commitment to reexamine one’s presumptions
concerning meaning and method. In this slim volume Randall Holcombe had risen to
the challenge. If read carefully it provides a comprehensive and accurate introduction
for the serious student wanting to know what Austrian Economics is all about.

To be sure, it is an “advanced” introduction, meaning, it seems, that some prior
knowledge of economics and some conceptual maturity is assumed. Neoclassical equi-
librium economics is the standard against which Austrian market process economics is
compared throughout. The goal is to achieve understanding by contrast. Whereas equi-
librium economics builds models distinguished by the equilibria they embody, Austrian
economics examines the real-time processes by which people’s actions are ordered in a
disequilibrium world, a world in which, although people’s plans are never completely
coordinated, economies function effectively to peacefully produce valuable goods and
services.

So, rather than beginning with a standard account of the origins and development of
Austrian economics (which, in fact, is the subject of the last chapter) Holcombe jumps
right into the key conceptual difference that characterizes Austrian Economics—it is
disequilibrium economics. The first chapter, “the Market Process” thus uses the idea of
the dynamic market process to explain fundamental Austrian ideas, namely, spontane-
ous order; the nature and role of time and knowledge in economic activity; equilibrium
as market clearing; the role and importance of entrepreneurship; the nature of real-
world competition not as a state of affairs, but, rather as a discovery process; and,
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crucially, the importance and implications of the subjectivism of value and expecta-
tions, and, therefore, uncertainty (as distinction from risk).

It might seem ambitious to include all of these related but disparate ideas together in
the same short chapter, but, and this is the effectiveness of his pedagogical style,
Holcombe manages to connect the ideas in such a way that one appears to emerge
logically and naturally from the other. For example, the fact that knowledge is both
widely dispersed and largely tacit in nature, implies that the process of competition is
the mechanism by which people get to benefit from the valuable knowledge of others,
absent which such benefits would not be available. Thus before even knowing who the
Austrians are, the reader is able to understand some key ideas that stand in marked and
provocative contrast to standard economic teaching.

Having introduced many of the important themes of Austrian Economics upfront,
Holcombe then proceeds, in the next two chapters to a more in-depth examination of
two important Austrian ideas, knowledge and calculation. The nature and role of
knowledge is a preoccupation not only of the founders and early developers of the
School, from Menger to Lachmann and Kirzner, but also features prominently in the
work of the post-revival scholars. Calculation is more clearly a pivotal concept in the
early development of Austrian ideas—associated with the specific episode of the
socialist calculation debates involving Mises and Hayek in the 1920’s and 1930’s.
But in both chapters Holcombe uses these ideas as a springboard for the development
of related Austrian ideas. So, for example, in chapter two, on knowledge, Holcombe
develops the Austrian view of the business firm and its role in the market process
(something to which he himself has made notable contributions, see for example
Holcombe 2013). From this we learn about the nature of opportunity cost and its
relationship to profit, the importance of tacit knowledge in the firm, how uncertainty
leads to search and discovery and the process of competition as involving both the
creation and destruction of value. Clearly there is some repetition of key ideas
throughout the book and this is part of the strategy.

Similarly, although economic calculation, as first expanded by Mises in the context
of the debate about socialism, is seen to be a key fundamental concept, we see its
broader meaning and importance in other more general contexts. We learn about the
importance of profit and how it varies under different institutional arrangements and the
key role played by innovation and product differentiation.

This strategy of focusing on key ideas and building from one to another, rather than
on doctrinal issues, also allows Holcombe to seamlessly include the various strands of
Austrian Economics under one roof cooperating together to provide a coherent ap-
proach to the study or real world economics. From time to time he does allude to the
differences of opinion that reside within the Austrian tent, but this is an aside and
decidedly not key to understanding what Austrian Economics is about.

Chapter 4 addresses Money, Banking and Business Cycles. Perhaps, because on the
question of business cycles and free banking there is a notable divide among various
scholars claiming to adhere to the “Austrian” view, this chapter seems more rooted in
one particular interpretation of the Austrian position than do the other chapters. Most
particularly, Holcombe emphasizes the role of fractional reserve banking in the gener-
ation of business cycles. The point, it seems, is that whereas in a 100 % reserve system,
private commercial banks have no ability to expand the supply of money independently
of reserves supplied to them by depositors or by the central bank, in a fractional reserve
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banking system, the banks can expand the money supply by drawing down excess
reserves, thus setting in motion an Austrian credit-induced business cycle. Holcombe
attributes this ides to Mises in his 1912 origination of Austrian business cycle theory
and has it carry over to Hayek’s extension of that theory. I would venture to suggest that
this is a much more controversial interpretation that Holcombe seems to think. It is
controversial in its interpretation of Mises1 and it is controversial in its economics.
Rather than the matter of fractional reserve banking, which has been shown to be quite
consistent with financial stability, and would theoretically have the effects attributed by
Holcombe only in the event that one could imagine substantial fluctuations in the ratio
of excess reserves to deposits, it is the question of control over the monetary base that is
the key driver. In current central banking systems it is the central bank that has that
control and exploits it to finance government expenditure. Absent that control, it is
doubtful that Austrian business cycles would occur even in the likely presence of
fractional reserve banking.

This is not to deny the important point made by Holcombe that the market process
being characterized by genuine uncertainty, errors are inevitable and will sometimes
manifest as endogenous cycles which should be understood as a natural part of the
economic process. Holcombe is thus able, perhaps surprisingly, but very effectively, to
use this chapter to expound on Austrian capital theory (a notable Austrian contribution,
but one often regarded as difficult and obscure) and on the theory of entrepreneurship.
We thus learn about the heterogeneity of capital and how this matters and about the
different ways of thinking about entrepreneurship as found in the work of Schumpeter
and Kirzner. Whereas Schumpeter sees the entrepreneur as a disequilibrator engaged in
“creative destruction”, Kirzner regards him as an equilibrator arbitraging differences in
market valuations. As Holcombe points out, both are probably right in that all action in
a dynamic world can have both coordinating and discoordinating effects. He thus
speaks of two kinds of entrepreneur active in the market process, Schumpeterian and
Kirznerian. This is perhaps unnecessary. Kirzner regards entrepreneurship as a function
separate from the person who embodies it and the same person may thus be both kinds
of entrepreneur simultaneously advancing the plans of some while disrupting those of
others. Holcombe does come to this conclusion eventually, but only after considering
the different types of entrepreneur, arguably an unnecessary detour.

Chapter 5, the final chapter, is an account of the origin and development of the
Austrian School. Placing it at the end, though again perhaps surprising, turns out to be a
great idea. The careful reader having digested the key components of the Austrian
approach now gets to understand them better by discovering the context in which they
were developed. Hopefully this whets his appetite for further research. Concerning
which, though space limitations probably precluded it, it would have been nice to have
seen something about the amazing proliferation of current work in Austrian economics
applying its approach to a wide range of contexts from prisons to pirates, from welfare
to war. It is a research program that has progressed from hard-core discussions to the
practice of “ordinary science”.

1 Holcombe briefly discusses the question of free banking in this chapter mainly to alert the reader and invite
him to do his own further investigation. Whether or not free banking should be considered as part of the
central core of Austrian economics is a matter for discussion, but it is one that revolves around Mises’s
position on the matter. It is very possible to read Mises as clearly supporting the idea of fractional-reserve free
banking.
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Many teachers of economics may have felt the need for a short, accessible and
reliable text on Austrian economics as a staple for their course on Austrian economics
or as a supplement to the teaching of economics more broadly. The good news is that
this is it.
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