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Abstract:

From the epistemological point of view policymakers transitional economies operated in
severely distorted information environment. Neittiezorists or decision makers paid attention tc
problem of economicalculation that was an integral part of a centralanned economy and |
immediate institutional followers in transitic Interventionists (political and government emplog)
made investment, production and redistribution slenos based on their siective judgment and
preferences trying to perform cyclical or countetmal policy. Their knowledge of the busine
cycle as superficial and not based on a solid sfierase. In fact they considerable increa
transformation costs and built fragiinstitutions prone to recurrent crises. Theoristgransition
failed to single out the subject of economic aci— homo agens. Erroneouslyhomo oeconomicus
was taken as a doer and he was put in the framevadr&quilibrium models. Aggregate indicai of
these models distorted the reality of actual discpvprocess by acting individuals even furtl
Macroeconomic approach to the analysis of transfiphenomena could not provide the informa
and insights that Austrian school of economics #asn methodological subjectivism cou
Interventionists focused their attention of neugial sc-called market failures instead
emphasizing government failures and severe econosacial and institutional costs of st
intervention. Interventionists reated the whole vocabulary to justify their actiomnd outcome:
Vague concepts like social welfare or \-being, sustainable development, national interesie
used to restrain political and economic competjtercountability of all cost and bert outcomes in
the SWOT analysis. The inclusion of theoreticali@ebments of Austrian school of economics i
the analysis of transformation processes consitiebmbadens and deepens our understanding of
human actions in transformation and theutcomes.

Transformation processes in g-socialist countries of Central, Eastern Europe @edtral
Asia are the object of scientific analysis many countries. They are complex and n-faceted. In
this work | will examine the epistemological probls of transfer from centralized plann
economy to the system of a free market from therthef Austrian Economic School. This
approach is different from the analysis based em#oclassical synthesis or econometric modke
as the methodology of humanities is different frdm natural sciences methodoloUsing the
right economic science methodology gives completbtferent results. Theyre valid both for
policymakersand economic subjects. The results of analysisystesn transformations using t
approaches of methodological subjectivism are @iffefrom analysis of static hypothetically eq
statements with the help afjgregate statements and models in which the cedtisionmakers
and economic subjects’ actions are not consideneldttze individual goi-setting is reduced to ¢
average materialistic interpretation of the cons@t‘benefit” and “welare”.

The systemic reformgpistemology supposes determining, receiving anagusbjective
scientifically valid information and knowledge fdine diagnostic of the state of significant
policymakers and decisionmakers parameters of esmnand institutioal field. First of all it is
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necessary to diagnose correctly the old systemchwiaund itself in the state of deep crisis. The
crisis became a reason for searching the paradifisystemic transformation. We speak about the
systemic transformation, because only small, casngetrections of old institutes and mechanisms
of interaction and coordination of economic sulgeand policymakers’ actions were impossible.

The system transformation should start with theemirdiagnosis of the state of an old
system, correct definition of its parameters anagseaand-effect relationships, sources of crisss, it
net beneficiaries, net payers and incentives of iien economic actors including public
administrations.

The necessary element of the complex schedule etemy transformation is the
determination of the quantity and quality parangetef the target system the policymakers are
planning to create. Than the reformers should noty acreate an action plan for public
administrations, but convert it into laws, decregegulations, procedural instructions, etc. A spleci
task on this step is to coordinate tens governrhéoidies and thousands policymakers. Formation
of some kind of hypothetic headquarters aimed tordioate the reformers’ actions can be
suggested as an ideal scheme. In this case thexsegef the coordination deficit of numerous
organizations and governance structures can bemazied. The complexity and multi-level nature
of tasks don’t allow us to expect the unambiguousrpretation and consistent decisions from
deceisionmakers on the transformation of old ios#&, organizations and mechanisms of
centralized planned economy to market economyhikdituation we don’t speak about subjective
gualities and the level of training of politiciardficials and analytics who prepare the decisions.
We speak about the theoretical problem of receivihg information, its processing and
coordination in conditions of significant epistemgical distortion.

1. The Absence of Objective Basis for Formation of Macet Prices

One of the objective parameters of informationalimmment was the absence of private
ownership on all factors of production. This staeant that in the centralized planned economy the
prices as a market phenomenon could not objectieeist. The quantitative indicators the rate of
which was established by the governmental bodiesdan factors and parameters which were not
connected or indirectly connected to real value @rsumer preferences of economic actors. With
such an epistemological nature of price in the &awrks of centralized planned economy we can
say that instead of the price in the economy wemnson units and calculations. Its dynamics
depended on non-economic or, more correctly, préagmily non-economic factors.

In the market economy based on a private ownerfigip prices are the informative
indicators for economic actors. They representréisalts of their actions and choice. They reflect
their subjective preferences, which are the mataifesis of achieving of the target sets on
maximizing the utility of within the frameworks @fxisting information field and institutes. Free
market prices is a must for full-scale market relahips and objective information field. Any
interventions of state powers to the prices ofdectof production, including money, distort the
most valuable thing in the market economy — systémoordination of all market actors. This
coordination is implemented through the mechanitimee prices. This is a fundamental difference
from the centralized planning system, which death wot the prices itself but their substitute.i.
the quantitative indicators chosen by the econamtors. | call them the managers of borrowed,
highlighting, first of all the relation of these nmagers to assets and property and secondly paying
the attention to the incitement of saving and maaimy value both for themselves and for
principal, i.e. the citizens.

The managers of foreign are the decisionmakerstiqg@ahs and officials, which take
political and economic decisions not within thenieworks of their private property, but while
distributing and administrating the public financetate assets and national property. The part of
national property in the centralized planned econevas up to 100%. In such systems all prices
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are distorted and this leads to huge distortionslewhllocating the resources, i. e. making
investment, consumer and other decisions.

At any given time the prices are the numeric expogsof real consumer’s and producer’s
preferences, i. e. supply and demand. We shoulel tiwat this choice is a result of analysis of the
data of the past. It is dotted and is connectey tn& particular moment of the past.

The price is definitely a fact of the economic bigt After a certain choice the economic
actor continues making other choices many of wiaiah of non-economic character. He analyses
the information ex ante (before the action) andesainto consideration his expectations. After a
choice the information ex post is also includedhis volume. This information is an aggregate
estimation of a number of parameters and phenonidrey, include the subjective estimation of a
goal, chosen means, personal satisfaction of aeiment/failure in reaching the goals and
reviewing the goals and the means for near andrditure.

The methodology of Austrian School of Econdrexplains the formation of the market
price through the actions of an individual withinetframework of his private property. This
approach is in the fundament of methodological\itlialism. According to this methodology
prices and other market phenomena are the resuliloés, preferences and subjective estimations
of individuals. The price of a loaf of bread, a gauter or a haircut does not depend on 1) “utility”
of these categories of goods, 2) value of stoclrza (the interpretation of the classical economica
school) — it depends on the satisfaction which a hm@pes to get from a definite amount of goods
or services at a certain time. So, the market piggends on an expected marginal utility for a
certain man. K. Menger said that: “The value ofrg\@mount of goods is equal to it simportance in
satisfaction of different human wishd8]. Later in the booklhe Money and Credit Theory[12] L.
fon Mises integrated the theory of a marginal tytiind the money theory. The necessary condition
of a free price is the absence of a price coranal the private nature of money based on ametal
standard. Only in this case the price of moneyislgective informational indicator, which fulfills
its coordinating function. In the case of monopofymoney production and the refusal from their
commodity (golden, silver) base of a price of moaeg established by the managers of foreign
(politicians and officials) and reflect not the &ate of preferences, values and tastes of homsagen
(an acting human), but the values and interestélyfa few people.

2. A Methodological Mistake: the Substitution of HomoAgens with Homo Oeconomicus

A principal difference between the neoclassical &wdtrian schools of economy is the
attitude to the actor, i. @ person who commits an act. Classics and neocldsscribe the actor as
a homo oeconomicus. It is a person, who is leadrly economical, financial motives, i.e. the
maximization of a benefit in money terms. For Aiastrschool of economy the main actor of the
economic theory is a homo agens, i.e. an acting iHaracts for the purpose of satisfaction of his
different needs, not only financial needs. Suchs@eracts in the unique informational field,
possesses the unique hierarchy of values and prides choice of means for achieving his
subjective goals is also unique. As long as theephof a “marginal utility” of goods or services
for a certain man objectively has not got a nunanumit and a person acts in the same way both
reaching his financial (expressed in monetary yrétsd non-financial (those, which can’t be
expressed in monetary units) needs (friendshipjtagion, love, self-respect, joy, etc.), the homo
agens is a natural, objectively existing objectdAmmo oeconomicus is only an artificial object,
which does not exist in real life.

The fundamental mistake of the German school oh@etry, American institutionalism and
the varieties of Keynesianism — and these veryrtegavere chosen as a basis for developing of
systemic transformation programs — was an intespogt of the economy on the assumption of an
ideal human (homo oeconomicus) behaviour. Thesg&ides deal with not a real person but with
some kind of hypothetical, ideal subject. He is lbgdexceptionally “economic” motivations, i.e. a
wish to “maximize” the benefit. Such phantom doesexist in real life. History deals with unique,
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one-of a kind events. A historic event cannot bgecdbed without mentioning people, places and
dates. The fact that a professor conducted a claéexperiment in his laboratory on May 31, 2012
is a certification of a historic event. Any chemtsin check the data of the experiment. He takes
only the data connected with his experiment. Hasfia@ms a historic event to an empiric fact of
natural science. In spite of their unique charaalidnistorical events have one in common — théy al
are the examples of human activity.

Austrian school of economy makes a clear distinctietween Economic history and
Economics. This school of economic research bedi¢hrat economic statistics are the reflection of
people’s action at a definite moment of the pasthkir opinion Economics is a universal science,
which use logic, sense and methodological individoafor analysis of any human action at any
place and any time.

The substitution of homo agens with homo oeconosleads to glaring mistakes both in
theoretical analysis and economic policy. Econoraiosed at describing our real life, searching for
objective cause-and-effect relationships, cleamenh fsubjective estimations and statements. If the
object of Economics is homo oeconomicus, whichnly @n artificial creature, the description of
will be fragmentary and incorrect. All mistakestbhfs approach are particularly evident when we
speak about such concepts as “optimization”, “efficy”, “social balance” or “improving the
welfare of the country”.

The definition of an “optimum” or establishmentani optimal way of economic resources
definition in the situation when the science ddmsia really acting man homo agens is possible in
the system, when every actor can (if he is notidia#n to do it by law or there is no additional
costs for his subjective goals) set his goalspshahe means to achieve them and estimate the
result by himself. Moreover, the concept of an fimpim”, “effective distribution” refers only to an
acting man (homo agens), not to the group of peapl@panies, sectors or the economic system on
the whole. This conclusion is based on subjectivaginal nature of a value. Only a man and only
ex post can estimate whether he has achieved hlsagd were the chosen means effective or not.
But even having such information he cannot say kndrehe has achieved an optimum or the
expected balance. To answer this question he need®mpare the achieved result with the
alternative usage of means and resources to aclesther goal. But such experiment is not
possible in real life. The experimental method barused only in natural sciences. Life cannot be
reversed. While in Physics and Mathematics we ngeeisonal, inanimate symbols, here we know
real cause-and-effect relations. And the reasoohahges is homo agens. His substitution with
homo oeconomicus is a major violation of laws obremmic science methodology, such as the
substitution of methodological individualism withet natural sciences methodology.

While estimating the state of economy at the \Eginning of systemic transformation and
the development of systemic reforms program ecosismand policymakers considered the man
homo oeconomicus, not homo agens. They wanted toniap the distribution of national
economy, carrying out the substitution of goalsjividual statements and preferences. The
representatives of neo-classic school carriedlmstibstitution of the goal-setting subject, that,
the context of huge distortions of all forms of italp(land, money, goods, labor force) and the
absence of objective price indicators (in viewaafabsence of private property) increased rapidly
not only the additional costs of systemic transfations, but also the number of mistakes.

3. Epistemological Imperfections of Aggregate Indexes

Finances is a special topic in transformation psees. For the analysis of finances
phenomena the Austrian school followers use thecjpies of methodological subjectivism and
individualism? The value of money as all other goods is determmetheir marginal utility for
acting subjects (homo agens).The state monopolynoney, severe regulation of the price of
money and active interventionism on the money anantial markets is a huge source of price
information distortion for making decisions in ecomy on the whole by the economic operators.
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Without the reconstruction of market mechanismghl@money market, without returning to the
goods standard money remains the factor of permamenmational asymmetry. One of the reason
of high additional costs of the transformation @®ses in emerging economies was an almost total
absence of theoretical discussion on a monetaoyytend nature of business-cycles.

The followers of Keynesian and Monetary schoolguis the money from the position of
aggregate indexes, which are the derivatives afribe not connected with the money marginal
utility theory. In such analysis the main indexes ‘general level of prices”, “nominal wages” and
“the Central Bank discount rate”. J. Keynes andclistemporary followers do not pay attention to
relative prices. F. von Hayek estimated the agdesgpproach form money analysis:

If... the monetary theory still tries to reveal a salurelationship between the

aggregate indexes and general averaged indexesais, that the monetary theory

hangs behind the development of the economy inrgenAggregate indexes and
averaged amounts do not influence each other. Veatetheir cause-and-effect
relationship is impossible, but such relations banbetween individual phenomena,

individual prices, etc. [4].

The microeconomic approach of Mises — Hayek, winitlects the essence of their methodological
individualism, is totally different from J. Keynegoint of view. This fundamental difference
became a source of discussions about the utilitgtatistical analysis in social sciences on the
whole. The problem of validity of the initial datahich is included into difficult calculation
formulae has an epistemological nature. People, wifen use such calculations, put forward
different theories and do not refuse of them evehair opponents provide empirical evidence of
their falsity. Such situation was, for example witle revealing of cause-and-effect relationships in
so-called Phillips curve.

Austrian school followers are critical to econonetnodels and predictions based on them.
Their main imperfection has an epistemological ratiPerforming mathematical operations with
the data, which does not reflect real life is eqaahe alchemists’ actions on the production dfigo
or the philosophers’ stone.

Modern econometric models assume some static gteuof individual actions or some kind
of a given, from the analysts’ point of view, pagmd of changes. If the nature of individual
relations and the essence of preferences charggpredictions based on such models automatically
become false. It is definite, that in real life, iahn should be studied and described by Economics
only changes are permanent. Preferences and tddtesno ages change. And they are the reasons
of changes in the economy on the whole. This caysgal absent or simplified in formulae and
econometric models. F. Von Hayek doubted the \gliofi macro economical analysis on the whole
[2].

In 195" there was an intensive methodological argumenvémt the representatives of
Austrian and Keynesian schools. The followers otmaconomical analysis, i.e. the active usage
of aggregate values and natural sciences tools feerthe active usage of statistical analysis on
purpose of building a more faithful world, wheree tprinciples of equality and humanism realize
successfully. They thought that with the help obremmetrics humanities would become more
exact. The result of such pseudoscientific methmglodl mix of Keynesianism and Mathematics
was the updated theory of state interventionismtelsive centralized planning based on the
conclusions and recommendations of econometric lmddd to misallocation of resources and,
accordingly, to investment mistakes. Other negatmesequences were the following: the capture
of administration bodies by beneficiary lobbyistsbadget programs, corruption, expansion of the
non-market monopolistic relations and loss of humghts and freedoms. F. von Hayek said that
“the peculiarity of social sciences phenomena ishat the empiric testing is almost impossible,
because the characteristics of all individuals,clvtgenerate an economic order are too difficult and
cannot be described with the help of statistics5].[1This conclusion is equally related to
mainstream macroeconomic indexes (GDP, aggregatartk national savings) and to the index
of welfare estimation, suggested by the UN and OESd&xiological studies, expert assessments
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and indexes or rates based on them do not havkiagyh common with the estimation of value of
the acting man.

Austrian school analyses social aggregates (reltieaonomy) as a product, a result of
human activity. K. Menger described such approackdcial phenomena: a “national economy”
phenomenon is not a direct indication to life af thation or a direct result of the “economic ndtion
activity. It is a result of a great amount of econo actions of certain people in a nation, thatlisy
they cannot be studied within the frameworks ofneeoic theory from the point of view of the
indicated fiction. The “national economy” phenomensehould be theoretically studied and
interpreted as a result of individual economic ef0[9].

After the Soviet Union collapse and eliminationsafcialist totalitarian system in Europe
and Central Asia in the scientific mainstream disse there was not the only epistemological topic
dominated in scientific disputes of Austrian andciassical schools. We speak about the problem
of economic calculation , i.e. the presence ofaijective epistemological foundations for prices as
valid market indicators, which coordinate the hoagens. The attempts of modification of the
aggregate estimative indicators of the economidcpalesults, which ignore this fundamental
problem, are not a development of the economicgy tare only the modifications of
pseudoscientific accounting. Only return to metHodical individualism in economic theory
allows us to get valid epistemological data, neagsd$or economic policy development in a
transitive country.

With the point of view of methodological subjectimn social scientific explanations should
start from the analysis of subjective mental stafegudied homo agens. The explanation of human
activity out of context of human perception andnglés incorrect.

The objectives of the opponents from Keynesiaotlber economic schools against using the
Austrian methodology were amounted to false thewis people live as atoms - separately from
each other. L. von Mises denies this accusatiaisting on methodological individualism validity
for the economic analysis:

The main part of human daily actions is routine...pArson does many things,

because he was taught to do them in childhoodecause other people do them and it

is accepted among his friends. A person getting tselo different things, developing

automatic reactions. But he forms his habits, beedwe likes the results of them. As

soon as he detects that usual work can stop hexhreving his goals, or that there is

another more desirable goal, he changes his atituBraxeology does not deal with

changing content of an action, it deals with hesaclform and its category structure.

The studying of social context, the environment diifitrent human actions is a task

for history [10].

The supporters of the state interventionism thdorythe achieving of the social optimum and
effective resource distribution on purpose to adrtbe “market failures” makes a lot of mistakes.
First of all, they ignore the human factor and geuliarities of objective pricing process as a
market indicator. It means, they do not accountyrtauman activity axioms, such as how people
respond to incentives, every man is a unique, m&tional and axiological system, people make
choices in the conditions of incomplete, asymmeifrigrmation.

Secondly, they overestimate the harm of the sledaaharket failures (without monetary
calculations, basing on statistics ex post andevaldgments of economic actors and the managers
of foreign), underestimation of informal institutasd idealization of administrative and legal state
actions. Neoclassical economic schools do not attcoutheir optimization models of enhancing
the effectiveness of national public resourcesitfies of corruption, bribery, monopolistic pracsce
and the capture of administration bodies by corjpardobbyists.

Thirdly, the opponents of Austrian school of eamyoartificially divide human activity to
economic and non-economic. Using of simplified alttion methodology by taking “all things
being equal questioned the validity all such catahs on the whole. The epistemological context
of human actions, expressed in numbers, formulgsaphs, which claim the predictive function, is
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distorting the reality and enhancing the risks dakatiocation of the resources by the acting
subjects.

4. The Epistemology of the Economic Calculations Issge

A special field of methodological subjectivism is aconomic calculation. This topic was
described in details by L. von Mises in his bddle Socialism [11], but neither policymakers, nor
scientists paid any attention to this problem ajamization and functioning of planned economy
and interventionism at beginning of systemic transftions in Europe and Central Asia. As long
as the interventionism (mixed economy, a socialigraied market economy), came to substitute the
centralized planned economy in most of the coustrignoring the problem of economic
calculation became the source of many mistakedlocaéion both public and private resources.

Neoclassicals and Marxists, which operated theeggde values, said, that without private
property and free prices of all factors of prodostthey can define equal prices, i.e. change the
market mechanisms and distribute the resources meea effectively in administrative regulation
regime by liquidation, from the point of view of lpgymakers and interventionism theoreticians the
so-called market failures.

This argument is based on the fact that the théigabthority of central planning will have
full and timely information from the market for mag decisions. In real life, which should be
described by the science, it is impossible. Theeg#ion, sending and processing of the
information takes a lot of time. People is not aptex of software for a computer, which get a
command and make a work in a second. Time and mesawosts of receiving, verification and
processing the information are objective and th@mational asymmetry is objective too. This is a
state, when every acting man (homo agens) possélsesnique information, methods and
peculiarities of its processing. Informational diedf every person only partly connected with other
people. That is why any operation of economic ergkasupposes the asymmetry. Keynesians and
the representatives of other schools of economgregthis factor together with the factor of time,
necessary for information receiving and processing making a decision based on its analysis.
Such transaction costs are inherent to every aatall exchang®.That is why the neoclassical
theory of perfect competition is incorrect. It igas the epistemological component of catallactic
exchange of homo agens and imposes the subjectderstanding of normal in distributing public
resources or even in the world economy both toarebes and policymakers. The concept of a
“norm” in relation to the way, volume, charactedarontinuity of economic activity and the choice
is contrary to economics, because it colors thedathje, sustainable regularities with subjective
axiological statements and estimations.

From the point of view of the Austrian school @baomy such approach does not reflect
the nature of information and knowledge. Neocladseconomists operates the concept of “the
current” clearing it from the unimportant from theoint of view parametres. But such method of
determination of important and significant is basetlon the analysis of subjective preferences and
the preferences of homo agens, but on the subgeatisessments of analysts and policymakers. It is
a rough methodological substitution, which destries scientific basis of economic analysis “The
Current” is only an affirmation of subjectivism. &@wmists should start studying the economic
processes with the acceptance of homo agens. & doé mean that the economist knows
everything the acting subjects know, that is a norrihe neoclassical theory. The Austrian school
followers confirm with apodictic certainty that $ud&nowledge is not only unknown to the
economist. They cannot be known. “When we admitfdet, that the main part of knowledge
connected to economic coordination is subjectivewkadge of definite circumstances of time and
place it becomes clear, that this knowledge cahagiut into one head or in the heads of a group of
people” [11] says L. von Mises.

The essence of market from the point of view of “‘hestrians” is in using the subjective
knowledge of homo agens through intersubjectivaagyin the forms of prices and “profit — loss”
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mechanism. They are the unintended results of gestibjects’ interaction, which form the supply
and demand. Neoclassicals fail to understand tlsenes of the market process because of
misunderstanding and distortion of the methodoklgstibjectivism essence. V. von Hayek thinks
that “the market is a process of creation and ugieg<nowledge, which is formed from subjective
mental statements of the individuals” [3]. And theectations in economy are also subjective. This
fact was described in details by another repreteataf Austrian school of economy, German
economist Ludwig Lachmann [8].

Austrian school of economy asserts that usingaddinal sciences methodology is incorrect
and inadequate. In the equation of utility maxirticma of general equilibrium theory there is no
place for homo agens with his subjective knowledggectations and values, i.e. the cause-and-
effect relation is distorted. In econometric modahel equations acting subjects do not make any
real choice. The subjective estimations and expeot are beyond them, they are considered
irrelevant or insignificant. As a result we havemag constructs separated from real life, the
authors of which pretend on high quality of theanclusions and recommendations, which are the
results of their application.

The method of economy studying through a generailibgum in economy was also
adopted in the models of economy school of ratiemgkectations. They repeat the mistakes of other
neoclassicals, which use aggregate values andahatiiences methods of processing and analyzing
the information.

The rational expectation school followers suppbse the acting man would use all relevant
information for forming his expectations. Such agmh repeats the mistakes of the “perfect
competition” context, this hypothetic, unreal sttaa of equilibrium, in which there is an unlimited
amount of sellers and customer of one goods aectfrenake deals and cannot influence on price
level and volume of deals. A freedom of free enggrand leaving the market is provided together
with this. The researchers are mistaken, when aisegrt, that the same full information is available
to all acting subject in the model of equilibriumdaeffective resource distribution. From the point
of view of Austrian methodological subjectivism timain problem, which requires an explanation
is a problem of coordination of acting subjectamditions of real informational asymmetry and
transaction costs of receiving and processing fafrimation and making decisions. The moving
process from the individualized knowledge of hongerss to market coordination is excluded in
neoclassical models, including the rational exgesta school models.

Austrian school of economy followers assert theihg free market prices of all factors of
production as an objective unit of economic caliofa is an only way to neutralize the
epistemological distortions and imperfections fomwo agens. First of all, free market prices are
formed under the influence of axiological staterseot all market participants. Secondly, free
market prices give an opportunity to estimate tfiecveness of resource using by all market
participants. Thirdly, as long as the market presidhe interchangeability of goods, there is an
opportunity of choice of a universal value — theneya L. Von Mises thinks that:

in conditions of private property the scale of eaus a result of every independent

society member’s action. Every person plays a double in its formation — as a

consumer and a producer. As a consumer he elaboth&e estimation of final

consumer’s goods. As a producer he uses these godtist they give the best value.

So, all the high rated goods are rated accordirgxisting production conditions and

social requirements. The interaction of these twar@sses guarantees the observance

of principle of effectiveness both in productiordaztonsuming. The result of this is a

systemof exact prices, which gives a possibilityeterybody to form the demand

taking into account the economic reality [11].

It is obvious, that while using the financial cd&tions it is impossible to take into account all
external effects. We cannot express beauty, hdreadth and self-respect in USD or Euro, but these
factors affect the nature of monetary calculationrdy the exchange operations. This factor make
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corrections in behavior of homo agens. The ignaan€ them in aggregate models make
epistemological distortions on the market stronger.

For making exact financial calculations two cormis are necessary. First of all it necessary
to have a free market not only of final goods aadvises, but also of the factors of production
market, including capital. Or it is impossible take a choice among the unlimited amount of
alternative ways of using goods and services. SHgpthe money, which fulfill the function of
exchange means is necessary. A free market is ess@y condition for generation of objective
information about the state of catallactic exchaoigéhe market and cleaning the epistemologically
valid information from the subjective statementspalicymakers and the managers of foreign
(politicians and officials, which are not the owsi@f public resources, assets and money). In case
of saving the state monopoly on money (all 29 ftargscountries of Asia and Central Europe acted
in the same way), homo ages receive the distortdmation about the most important factor of
production and cannot make exact calculations striduting their resources. As a result homo
agens make many investment, production and consornistakes. A rather high concentration of
them explains recurring recessions and economsexriThe greater amount of prices are distorted
by the state, the greater volume of resources asetsare excluded from free market exchange in
the system of division of labor, the higher is gnebability of mistakes for homo agens in choosing
the means for their subjective goals.

The attempts to solve the problem of economic daticun in the system of interventionism
are justified neither theoretically nor practically. Pareto, E. Barone and O. Lange tried to
theoretically justify the possibility of economialculation in the market socialism model, i.e. the
system without private ownership of capital goodd amoney. They assert that the market prices
formation is possible, when the managers of forgligst of all know the scale of preferences, that
guides individual consumers, secondly, have tha datdifferent alternatives exchange conditions
and thirdl, they have the information on preserfoeapital goods.

Only within the frameworks of ideal, utopian madehich ignores the factor of time and
transaction costs of collecting, sending and prsiogsof information it is possible to fulfill therét
condition. Without it it is impossible to receivieet information on very important second factor.
That's why the actions of the centralized plannbagly on word of mouth would be aimed at
market equilibrium on different capital goods maskeout really they would help to achieve the
subjective goals of homo agens, who have the atoestate resources, assets and money. O. Lange
thinks that by trial and error the centralisechpiag body would achieve more material and social
success that within the frameworks of private maga®nomy model. Results of the activity of the
countries that have worked within this theoretipafadigm, together with the results of those,
which have chosen the capitalistic model, i.e pevaroperty, political, civil and economic
freedom, unimpeded action of “profit — loss” medsamn prove that the theorems of supporters of
different interventionism forms were false. Marketth of resources, goods and services “producer
— consumer” was superior to the way “producer +redéined planning body — consumer”, proposed
by most of interventionists.

5. The Costs of Goal-Setting

The methodology of Austrian school of economiceetg not only the holistic methodology
to the classical school of economics, but alsohtiseorical method of German historical school.
While conducting the systemic reforms in post-siagti@ountries of Europe and Central Asia, the
methodological mix of classical methodology and r@am historical school was used.
Decisionmakers put holistic goal of efficient distition of resources, optimization of social
welfare and sustainable economic growth, etc. énviéry wording of the purpose it was assumed
that the state should use the broad economic ptiiglg to achieve these goals. Common tools of
state intervention are fixing maximum and minimuricgs, credit expansion, the selection of so-
called strategic enterprises, “growth points” ahd tlelivery of budget loans on favorable terms,
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exchange rate manipulation, tariff and non-tarfjulation of foreign trade, licensing procedures

and the exclusion of certain economic activitiesl aesources from the market relations of

exchange, i.e. the establishment of a state mopoptdre we speak about the so-called natural
monopolies, land, production of alcohol, tobacangd, weapons, as well as certain sectors of the
financial market.

Holistic approach to goal setting, ignoring theuna of human activity and nature of price
as an indicator of basic information for economitoes became the reasons for transformation
problems in the transition economies, and instndl defects that were the result of the reforms.
Austrian school of economics is based on the fettto only human can act, i.e. can make choices
in order to achieve his subjective goals, in higue value-axiological field. The animation of the
concepts of aggregate values and simple verbalpieta of the “national economy”, “industry”,
“people”, “economy”, “real economy” is a huge medbéogical error. They cannot set goals and to
choose the means to achieve them by definition.

Decisionmakers or managers of foreign commit masisiterventions to the economy under
the guise of abstract goals, which they call pulsiicgovernmental interests. In this case, by
definition they pursue their personal goals, whick often not verbalized. Their targets include
getting material resources (salaries with taxpayamey, social benefits, pension payments, the
possibility of rolling back the distribution of pverty, assets and money) and nonmaterial
(administrative, human resources for campaigningjas$ status, prestige, the ability to provide a
range of services, etc.).

In the centralized planned economy, there waszairgeof a formal goal-setting, on behalf
of the state and society by the Communist Partybéginning of systemic transformations this
function goes to democratically elected governnieltalies (the president, the government, the
parliament) or by pressure groups, who carried adiall or partial state capture. Anyway, the
decisionmakers declare the most common, usuallyjuemtitative goals for the sake of “public
welfare”, “overcoming the systemic crisis”, “econianibalance” or “creation a hew economic and
social institutions.” Neither in the programs oflipcal parties and movements, nor governmental
programs there is no clear description of the taogeguidance or instructions on using the state
property, resources and assets, which are fornmdlged by the state. This allowed decision
makers to focus on achieving their personal goals.

In condition of limited political competition, regttion of access to relevant information on
the using of state property, assets and budgesfoamation of power structures and vessels in the
independent economic actors, who market their sesyicomplete imbalance of pricing mechanism
of economic activity coordination and significargstrictions on the action of “profit — loss”
mechanism there was a redistribution and concemtraif resources, assets, and money in the
hands of those who were real, not formally naméxtreficiary. Their rapid enrichment, creating
regulatory development process and economic deemigking by these beneficiaries, widespread
discriminatory practices of monopoly, corruptiompop governance, the protection of selected
sectors and economic agents from the competiticth @sponsibility (bankruptcy) is hardly
synonymous to the achievement of such formal gamlpublic welfare” or “balanced development
of the economy,” even if at that time GDP annuallyreased by 5 — 10%.

The problem of formulating economic policy objges and transformation processes is
clearly underestimated by scientists and analifstisere is no clearly defined, preferably expresse
in some quantitative indicators target, it is ingibke to assess whether it is achieved or no§ it i
impossible to assess the adequacy of applicatsinguand selection of resources and assets with
the alternative. The aggregated, holistic goal teie@n unsolvable epistemological problem, not
only for evaluating the effectiveness of varioustimes, mechanisms and tools of resource
allocation, but also for the decisionmakers iteelthe applicants to perform their functions.

6. The Difficulties in Defining the Concepts of “Prosgrity”, “Wealth”, and “Points of
Growth”
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The attempt to clearly define the value of a carggregate, metaphoric value faces the
inevitable difficulties arising from the very natuof such concepts. The vague goal, varietiessof it
interpretation creates a broad manipulative fietst policymakers. Aggregate targets have
significant epistemological defect neutralizatidnwanich is not possible even in conditions of an
open political competition and free civil society.

What does the words “public welfare” or “public pperity” actually mean? By what
criteria, parameters and estimates can their lfudiht be judged? How adequate was the means
chosen for them? Who and how much became the largfiof implementation of certain
economic policy measures? The answers to thesetiouesare interpreted by policymakers
themselves. The variety of answers creates conditim which the common semantic,
methodological and psychological manipulation tgatbeyond economics, and even economic
policy.

One approach to aggregate goal-setting involvegaitmeulation and implementation of the
guantified targets: GDP growth, the level of waged pensions, the number of people living below
the poverty line, unemployment, investment (expqe&s capita, etc. Each of these indicators is not
able to clearly indicate the performance of, foareple, the goal of public prosperity. Even an
increase of common indicators such as gross domnastduct (GDP) growth is not equal to public
welfare growth.

The second approach is the assess of target indieatpublic prosperity growth” with the
Gallup Poll and expertise. This approach is evenremsusceptible to manipulation. The
composition of the questionnaire, the sample okeesgor the survey, interpretation of results|- al
this do not let us to speak about the scientificitst evaluation method of achieving an aggregate
goal.

In recent years a number of international orgaiomat have attempted to introduce an
indicator instead of GDP, which would reflect, imetr view, the other aspects of wellfare. The
systemic is the report of the Organization for Emoic Cooperation and Development (OECD),
“How are you? Measuring the well-being” [5]. Thetlaars try to introduce a new aggregate
indicator based on research of Nobel-winning ecastmidoseph Stiglitz, A. Sen and J. Fitusi on
economic development and social progress. If in |#ieer the indicators are aggregated, but
guantitative, the well-being index OECD brings tibge the opinions, judgments, estimates and
numerical targets.

The citizens’ income generated abroad is not aexuin the indicator of “gross domestic
product”, but the income earned by foreigners m ¢buntry is included there. It does not include
the value of intermediate goods used in product®DP overestimates the amount of possible
consumption of manufactured goods at a fixed chgliteck. Another claim to this indicator is that it
does not show how the income is distributed amaosmgple. GDP does not include a variety of
services that people produce at the household (sueh as caring for children and parents, child-
upbringing and household work). Certain types divaies that are included in the GDP on the
contrary reduce human welfare, for example, aregming of the transport services cost: more time
is needed to get to work, to offset the costs iopailution). In GDP there is no estimation of hbal
personal safety and quality of social relationseylare all important for a human and affect his
well-being. In this case, all these factors cafmeoexpressed in some monetary units.

OECD experts are aiming to bring a digital indicaty which one would rank all countries
of the world to highlight the best practices anddermize the economic policy of developing
countries. Thus the desire of economists and expérb carry out the substitution of the object of
economic policy (homo oeconomicus instead homo ggehe target of a specific person with
subjective goals of policy-makers who ignore thgeolive asymmetry in the information field is
reflected in the simulation even more inaccuratescientific and manipulative indicator than GDP.
They go beyond economics when trying to presentritaa with his values, goals and preferences
as a digital value from "0" to "1".
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In recent years, the attempts to present some gafgek indicator of well-being were taken
by different organizations. So, the Legatum Ingdittn 2009 presented its LPI (Legatum prosperity
index [14]). It consists of eight parameters, eatlwhich is divided into separate 89 factors. The
economy, entrepreneurship, governance, educatiealth) safety, personal freedom and social
capital should be evaluated. OECD proposes thatwikebeing should be determined by 11
parameters, which are divided into 46 factors. foit@ index combines the indicators, the results of
opinion polls and expert assessments. The authses thie tools and techniques of higher
mathematics and econometric modeling are tryingdemntify those institutional features and
mechanisms that contribute to welfare. In theiswipeople's answers to the question, whether they
like their work and the local environment, if thiegve health, if they spend enough time with their
children and friends, whether they trust their hbigys and whether they are satisfied with their
lives and all this in a digital indicator are atbetway to determine the level of well-being and,
consequently, the quality of economic policy thiaa GDP.

OECD experts are experiment in the same vein. Theye brought together all the
indicators of well-being to three groups: the mateconditions of life, quality of life and
sustainability. The index should measure welfagayoand tomorrow, to focus on households and
individuals, not on aggregate economic conditionganeral, focus on the results of well-being and
not on its stimulants and point to the distributafincome, and not on its volume. In other words,
the Index of well-being must include objective meas and subjective evaluations. Objective
indicators of the OECD are income, employment, husSubjective indicators are health, balance
between work and leisure, education and social edions, civil engagement and the quality of
public administration, environmental quality, arss@ss of people's own well-being.

This kind of juggling with different in nature, ctent, and methods of obtaining data has
nothing to do with economics, but it is a sensetgsstemological mix, based on which it is very
problematic to make scientifically substantiatedrections in economic policy. It further extends
the field of policymakers’ manipulation and doe$ pmvide valuable information for homo agens.

Thus, the goal-setting of policymakers during gyste transformations, expressed in
multiple aggregate values, or the composite indsescot allow to neutralize the epistemological
imperfections in the development of content, t@old techniques of economic policy, in building a
system of incentives for policymakers in asses#iiegperformance of managers of other people's
property, assets and resources (politicians andaiff).

7. Real Market Process Against Idealistic Non-Market Euilibrium

Another epistemological problem of transformatiorogesses is the assessment and
determination of cause-and-effect relationshipthan market process on the one hand and the so-
called market equilibrium on the other. The supgsrof neoclassical school adhere to the concept
of perfect competition and information symmetry falf market participants. L. Von Mises
describes the participants of market process irtate f permanent ignorance. Such state is
different from the state of ignorance by choicee Tinst condition implies the complete lack of
knowledge of some aspects of activities that defingerson's choice. You can, for example, say
that someone, who did not read the L.von Miskshan Action, but know about this book, its value
and the time it takes to read it. A person choos#go read, because the costs of reading outweigh
the gained value (benefit) ex ante. This is a sihignorance by choice.

Another situation is when a man does not know ahlibet existence of this book.
Accordingly, he does not imagine the benefits that would receive if invested time and
consideration in reading it. This is an exampleradical ignorance. If a person discovers the
“human activity”, it is not the result of his comsas purposeful action. He does not know about
such choice, as reading the book.

To avoid the infinite regress it is necessary terpret the perception of costs and benefits
as an act of knowing the world and obtaining tHerimation that homo agens did not know before.
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The market exchange may not occur because of tjie ¢osts of obtaining the information or
because the homo agens knows nothing about theesgsof such an option of choice.

The “profit-loss” mechanism is a central elementlef market process. The unknown and
undiscovered market opportunities generate lossdsdatected and corrected errors create the
profit. I. Kirzner uses the term “entrepreneurship’describe the aspects of human activity, which
is aimed at making a profit and loss prevention [7]

In the context of market process the essence oégeineurship is to identify the situations
in which, due to radical ignorance, the resouraesthe broadest sense are undervalued or
overvalued relatively to other ways of using theBocial institutions are used to identify and
promote the economic behavior that is aimed toiolianefits in the broad (not only the material
and monetary) sense. These institutions includesldgn protecting the rights of ownership,
determining the procedure of dispute settlementhaeisms of implementation of the decisions of
government agencies, etc. The institution of maa&y credit, the price system, banking, insurance
and the company are important. All these institgitogether form the market. The market process
is a spontaneous order, supported by the institationfrastructure, in which the private property
and free exchange dominate. It arises out of inu@at targets of actors, who plan and choose the
the means to achieve their goals in conditionsrofn@omplete, asymmetric informational field.
The managers of foreign cannot perform a uniquetfon of businessmen, because the aggregation
of goal-setting will inevitably lead to distortiona the choice of economic agents and, as a
consequence, in the structure of the economy.

From the point of view of the market process theding utility of a regulatory structure,
based on the balance, such as Pareto optimaliggvierely limited. The problem of knowledge in
the theory of market process is that decisionmalees in radical ignorance of the relevant
information, “scattered” among the various actdree impossibility of complete knowledge of
homo agens about current and future state of thielwizakes the Pareto’s assertion that the current
change produces an improvement doubtful.

The criteria based on the equilibrium states usefittal states in which all the corrections
made on purpose to reach the equilibrium were cdtedhand the entrepreneurial activity stopped.
While for normative criterion that focuses on thieqess (process-based normative criterion) is not
as important as the actual state differs from tleall It focuses on the existence of institutidre t
facilitate the detection of market errors. In thedament of this criterion there are preferences of
consumers and current distribution of resourcetséif has no value.

In the market process theory the necessary anttisaff condition for the competition is
free entry the market, the only requirement forahhis absence of monopoly on those factors that
are necessary for the production of goods and s=sviAs long as the market systematically
rewards the entrepreneurial perception errors, amnat say that a certain segment of the market
reaches a state of equilibrium or is close td thé coordination has some normative value, tist be
thing to do is to build such social institutionsattthelp to detect errors and recover them with
minimal costs.

In countries with developed, stable institutione #rror detection is much easier, because
the actors have a high degree of confidence tan8tgutions. They provide a predictable resulg th
same for all people. The standardization of corsgzepe adoption of the same rules of accounting,
regulatory standards of product and financial m@rkelp homo agens quickly detect the errors.
The wide spread of information technologies, thpasfunity to acquire various information and
check it using a variety of sources under the donds of freedom of speech and the strict rules of
the transparency of state and of the financial etankake the process of correcting the error fast
and efficient.

A completely different situation is in a transiti@ronomy. It does not have sustainable
institutions that provide predictable results aeduce the number of areas of uncertainty and
potentially high risk. In the absence of institotea free price to all factors of production, indilog
money, the natural structure of production and emmpkent, with significant distortion of the
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financial market (inflation, subsidies, cross-sdies, barter, tax and investment privileges, etc.),
the risk of incorrect assessment the epistemolbgssence of institutional combinations by the
economic actors increases dramatically.

National governments in the process of systemaosfiormations often used their own
special methods for calculating different indicatalifferent from the standard methodology for
calculation of quantitative indicators in the marlkeonomy. When copying a form of Western
institutions their content differed significantlyreventing economic agents form stable expectations
in connection to the institutions and rules of thame in the market. An extensive state
interventionism (cyclical and counter-cyclical mtarg policy, government funding of so-called
“points of growth”, debt relief, including in publiprocurement, tax incentives, protection against
competition from foreign producers (import) and d@tic competitors (the system of licenses and
permits) makes institutional field the source dbrmation distortions, which creates a dangerous
epistemological noise for decision-making. In thesmditions, the probability of investment,
production and consumption of errors increasesdhapiThe unpredictability at the macro level
adds to the uncertainty and destruction of the amgh mechanisms in micro-level. The managers
of foreign within the frameworks of neoclassical dets pursued a policy of replacing a unique,
market function of the entrepreneur.

The nature and character of epistemological problewere not taken into account by
governments of transition countries. And from hgoes the high costs of transformation processes,
including the costs of lost revenue. Nature of th8cal discussions among economic elites of post-
socialist countries shows the misunderstanding e knowledge issues, the role of the
entrepreneur, the “profit — loss” mechanism anceoihstitutions and mechanisms of the market
economy.

In the absence of deep analysis of the value systemincentives and preferences of the
actors, using the aggregate indicators, econommiitels to determine the trajectory of the future
development and for economic policy developmentrsexample of a chaotic, non-systemic
selection of economic policy parameters. The empl@s a hypothetical equilibrium in economic
policy leads to an underestimation of constants;astremental changes in the intermediate states,
which may have a significant impact on the achiexeinof the declared objectives of policy-
makers.

Mainstream economic science has turned into a dlassf-reproducing system that
describes not real life and not acting man. In téalthe process is constant and the equilibrium
state is a hypothetical scholastic tool for stugyihe “action” phenomenon. The attempts to find
effective and optimal behaviors with the help ofesce methodology demonstrate knowledge in
mathematics, cybernetics or econometrics, but igagre the theory of value and the market
process.

The supporters of Austrian school of economics tstdad the market process broader than
the neoclassical school representatives. The nitigrehces are shown in Table 1.
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The market equilibrium theory

The market processiti

1. There is a full coordination (reinforcir
expectations) of the plans of the individl
agents, when the plans are in line with
underlying preferences, technology
resources.

g

1. Plans, at least of some of the actors ar
conflict and are not compatible with t

e in
he

information of the market, although a partial

coordination retains a degree of continuity
the market.

of

2. Behavior is “rational” when all else beit
equal (ceteris paribus) and all information
relevant, the actors maximize utility |
choosing the least-cost means of achie
their goals.

2. The action is the “purposeful” when act
seek to improve the perceived state of

DI'S
the

world, though they are not aware of all the

possible means to achieve this goal.

3. All changes are predictable, whi
eliminates the possibility of original errg
surprise or regret.

3. Actors do not have full knowledge of t
relevant information, they make mistak
make unexpected changes, regret and wong

he
bS,
ler.

4. Economic gains and losses, be
incompatible with a state of equilibrium do
not exist or are very transient.

4. Persistent and recurrent economic result
the form of profit and loss are the ma
elements of the market process.

S in
AN

5. The equilibrium price dominates, whi
ensures the consistency of the actors’ p
and the information underlying the activity.

5. There are non-equilibrium prices that refl

ect

a lack of coordination or discoordination. They

serve as a signal for the plan of generating
revenues and market corrections.

the

6. When these transaction costs the ma
allocates the resources to achieve the 1

6. The presence of error is the cause of
inefficient allocation of resources, which t

an
he

important goals. market tends to correct.

Table 1 The discrepancies between the market equilibtheory and the market process theory
8. Epistemological Imperfections of Neoclassical Thegrof Business Cycles

The discrepancy between Austrian and neoclassomalanics is in choosing the tools, the
methodology and logic on the one hand and policycadon the other are very evidently seen in
relation to business cycles. The representativeausitrian School of Economics, first of all,
Ludwig von Mises and Friedrich von Hayek had the&yue theory of business or trade cydlbey
establish a clear cause-and-effect relationshipse®n the state interventionism and fluctuations in
economic activity. Ludwig von Mises in a popularmar outlined the essence of the business
cycle theory. The architect has many subordinatedkevs. There are a lot of materials on building:
bricks, roofing, glass, beams, blocks, etc. Thekewormwho is responsible for counting the bricks
increases their number by 10% in the documents aftta@tect does not know and makes the house
plan, mistakenly believing that he has more britle it actually is. And because of this error he
launches a plan that cannot be realized until titefer the simple reason that there is not enough
bricks for completing the construction. The fagtex architect will detect an error, the bettehédf
does so immediately after the excavator dug a twléhe foundation, the loss will be only in the
form of additional labor and fuel to reduce therfdation area and adapt it to the actual number of
existing bricks.

The correction of an error is more expensive ifsitdiscovered after the production of
foundation or frame home. And he may not be ableuy the materials on the market — he has to
make a difficult choice. He may choose not to cleatige foundation, despite the fact that it is
bigger than it was planned. He needs to alter the  reduce the size of the house on the same
foundation. He needs to change the plan to rechesize of the house on the same foundation. A
certain amount of wood can be used again and samgeylou should be just thrown it away or
burnt down. Of course, the quality of the finishealise will not be so high as it was originally
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conceived by the architect not knowing the real benof bricks and other building materials. Let
us consider the following situation. The workeralime that they have made a mistake, but the
architect of this still does not know about it. Yheecide to keep him in the dark as long as
possible, using a tarp to cover the holes in theetying stock bricks. They comfort themselves
with the fact that all are happy at the constructsite, everyone wants to come to work every
morning and build a house. Since the architecnkabout the lack of bricks, optimism is much
less. At this stage of construction, for exampldydhree workers are necessary to build the third
floor, but on the basis of the actual number otksj this third floor may not be built at all. The
workers therefore prefer to hide the truth as laagossible, to do nothing and wait for better ime

In this example, the error of the architect —niseaample of not overinvestment, but the bad
malinvestment of the resources. The problem isntimaber of bricks, that is necessary to build a
house. The mistake is that the builder has spentrtany bricks to build the first floor. With each
brick in the wall of the house there are less amifor saving the project. In the worst case the
architect learns about the lack of bricks at thiy veoment the last brick is used. Facing with such
terrible situation, the architect can only makeirarentory of the remaining materials in the hope
that he can probably find enough things to clogedbnstruction site from rain or to conserve it.

This is a graphic description of the Austrian bess cycle theory. In the real economy the
central bank and commercial bank money is mislgpditonomic actors in the same way as the
workers have misled the architect. The correctiberoors at early stages of the project allows to
perform the fast reallocation of resources, inaigdiabor, and to avoid loss of those goods and
resources that can be used only for the projedtiwshould be closed or liquidated.

The principal difference between Austrian and nasgical schools is in that the neo-
classical and, above all, Keynesians do rough agssomof capital homogeneity. Capital can
appear in various forms in real life. Part of ina@ot only be “frozen” for an indefinite period,tbu
turned into a “dead” capital recycling or destrantiof which requires additional resources. The
reason of an economic boom (the first part of bessncycle) is the active cyclic policy of the
central bank and the government on increasing tibess of economic agents to certain types of
capital (money, land, real estate, etc.). The marsagf foreign try to guess the structure of the
economy and future demand and take measures ogcting the so-called market failures. One of
them is a very high price of debt capital. And frévare goes the most popular tool of cyclical
policy — reducing the value of money and artificedlucing of credit.

At the stage of falling which is characterized bggmation and recession the managers of
foreign use countercyclical measures. They actittseools that allow economic agents to get out
of the liquidity trap, service current debt obligas as well as to restore the production level.
Selecting the areas of investment, the benefigadgk budgetary resources and various state
programs are implemented according to subjectigesasnents of managers of foreign. It is a
paradox, but the action of cyclical and counterncgtipolicies are very similar. This is exactly the
case when the same instruments of state intervestinare used first of all to create a problem
during the boom (distortion of capital structurmypdoyment, business and consumer preferences),
and during the fall — to address it through thestetbution of resources in favor to the designated
“point of growth”.

Neoclassical economists underestimate the costshennegative impact of central banks
activity in the cyclical and counter-cyclical pagticThe representative of monetarist school Milton
Friedman believed that the cause of financial ibtg is a reactive policy of central banks, i.e.,
their counter-cyclical policy. In his view, to elimate fluctuations it is enough for the central ban
to increase the money supply at a fixed amount9B8, he said:

| would choose the following policy. It is necess&p pass a law that gives clear

guidance to the monetary authorities to increageatinount of money for a certain

amount. For this purpose | would define money aseogy in circulation, including

the money out of commercial banks plus all depasitsommercial banks. | would

clearly give the instructions to the Federal Resetlvat the amount of money should
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be increased every month, if possible, every ddth the annual growth rate of X

percent, within 3 — 5 percent. A clear definitiohmoney and precise definition of

growth are much less important than the final ch@t defining and determining the

rate of growth [1].

This approach to monetary policy for smoothinghhbsiness cycle shows that the monetarists have
no solutions to the problem of distortion of cabitathin the business cycle. Their simplifications
in considering the markets of goods and money digte real heterogeneous nature of money and
goods.

Another representative of neoclassicals Paul Karg@aso shows the misunderstanding of
the Austrian business cycle theory. He describespéradox of savings while overcoming the
crisis:

One of the most interesting moments of the semestghen the teacher of economy

explains how an individual virtue can become a pubice, how the attempts of

consumers to make the right additional savingsspail everything. The fact is that if

the consumers cut their expenses and nothing eptheir place, the economy plunge

into a recession, reducing the income of everyéméact consumers’ income may be

reduced more than their expenses. Their attempave more money turns to such

situation. This feature is called the paradox efregs [6].

The paradox of savings, the Phillips curve, theagax of value — all these are theoretical errors
arising from the using of non-scientific methodoflofpr economic analysis. Following the
recommendations of P. Krugman and other Keynegilmes not neutralize the distortion of the
structure of capital, production and employment; jmst generate new distortions. During the
financial crisis, demand for countercyclical momgtand fiscal policy increases rapidly. The expert
Martin Wolf, who declares his commitment to theefrmarket wrote in the Financial Times: “In
current situation, the monetary policy measuresnateenough. This Keynesian situation requires
Keynesian medicine. Budget deficits will rise td peeviously imaginable levels. Let it be so” [13].
This kind of approach to economic policy dominateshe mainstream of both developed and
developing countries, despite the obvious crisithefKeynesian policy of the last decades.

At his time, K. Marx offered a centralized creditthe state banks by providing monopoly
to the national bank. Later the theoreticians ofkeiasocialism, Oscar Lange, Abba Lerner, H.D.
Dickinson proposed the governmental control of itradd financial capital. In their theory the
market trade and the using of money for the pueldonsumer goods was assumed. However,
they offered to drive the market of capital gooded completely replace the financial capital
markets with the mechanisms of central planning.

The market socialist theoreticians believed that ithvestment in fixed assets should be
determined by the state officials and not competiiitp each other with the help of structures in
financial market. The public officials need to detee the rate of capital accumulation and other
investment activity options, including the investingphere. Thus, they proposed to neutralize the
greed for profit-oriented capitalists and entrepres.

The convincing proof of the fact, that even in theited States today there is lack of not
only a laissez faire capitalism, but even the undied capital market is the following fact:

There are 15 federal agencies in America. Ninehefm intervene in the housing

market, transport, health, education, energy, rginagriculture, labor and trade. All

of them in their usual manner invade in differespects of human economic freedom.

In the system of laissez-faire capitalism, elevérthe fifteen ministries would be

disbanded. Only the Department of Justice, Defehserior and Finance would

remain. Moreover, a further reduction of the statecials would also be possible, for
example, the elimination of the Tax Service in Meistry of Finance and the

Antimonopoly Committee of the Ministry of JusticE/].

The representatives of Austrian School of Economilts not share the views of neo-classical
school, that the business cycle is an integralufeabf capitalism. They assert that the business
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cycle is an unintended consequence of governmerentionism to monetary policy and banking.
At the beginning of the century viewpoint was praed by the Ukrainian economist M. Tugan-
Baranovsky: He believes that the main reason ottises is

the distribution of production is disproportionatee society requires less machines,

tools, iron, brick and wood than before due to faet that there are fewer new

enterprises. But as manufacturers of capital gamashsnot extract capital from their
businesses and also the awkwardness of that cagedfl in the form of buildings,

machinery, etc., requires the continuation of pobidm (otherwise entrepreneurs
would lose percent on the standing capital) theeetbe overproduction of capital

goods is imminent [16].

There are strong structural distortions at the etadnd changes in the capital structure in such
situation. The supporters of the state interveigimntheory believe that the state will be able to
neutralize these distortions and ensure sustairedaeomic growth using tools of monetary, fiscal
and administrative policies. However, they do nqtlain the nature of mechanisms, methods and
tools for the diagnosis of distortions in the maskaf all forms of capital, determining the degoée
distortion, defining specific “portions” of impaon all sorts of distortions. There is also no asialy

of the costs of lost profits, the effects of cromgliout private entities from the market because of
discriminatory practices. Without completing thearing operations it is impossible to determine
how much capital in which sectors requires the ielation of which can be put into circulation after
some modification, and which can simply be diredtedther projects. There is no clearly defined
timing of countercyclical measures, the executiest,tand evaluation system of effectiveness of
different instruments.

In real life the adaptation to crisis, i.e. thepsbf business cycle fall is uneven for different
economic actors in different sectors. The duratadnan adaptation time depends on many
endogenous and exogenous factors. The directitimeafactivity, the content and the intensity can
not be expressed in numbers. The policy-makers,, wolbowing the recommendations of
neoclassical theoreticians use the tools of moyetad fiscal policy to neutralize their own
mistakes cannot have such calculations. Withouintiiee decisionmakers’ actions occur in the
epistemological chaos. It is characterized not dnyythe common lack of valid information from
the micro level, but also completely distorted sigrfrom the macro level, i.e., from the instituso
of a market economy.

Without governmental interventionism cleansing genomy from the effects of boom
takes a time depending on the number and deptlstoirions. The “profit — loss” mechanism work
changes the capital structure, investment and emmuot. The entrepreneurs form their
expectations after analyzing the information extpaking into account the individual projections
of the micro-level data dynamics and institutiombe coordination of homo agens actions ccurs
smoothly and gradually, through trials and erréwsd its driver is not the governmental body of
central planning, but the entrepreneurs who impfentlee catallactic exchange with each other.
When not having any valid information from the netrkhe best behavior for the state is to
withdraw their investment, production and consuoiptprojects, to ensure reliable work of the
institutions on clearing the errors committed a thioom stage (bankruptcy, the stabilization of
prices, the elimination of budget deficit, the paipd debt management), as well as forming trust to
whole economic policy, i.e., to its transformatiato a predictable valid epistemological context.

According to the Austrian theory of the businessleyduring artificially induced boom
allocation of labor and other forms of capital istraent projects that do not meet the level of real
savings occurs. At the boom stage the correctionecdnomic plans is inevitable. The
implementation of artificially overestimated prdgderminates even before their completion or
fulfilling the planned targets (payback or returiife entrepreneurs get information about the errors
during the boom and take steps to neutralize tlgathes effects of capital misallocation. The
consumption is reducing. The number of the poandseasing. All these negative effects are the
result of not the correcting actions of entrepresghut the cyclical policy of the central bank and
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the government during the boom. It produces ermorsconomic entities’ actions. The financial
bubble (irrational investment and consumption) aagegative impact on the economy. Sooner or
later, the boom ends with slump and recession.elima a painful but necessary adaptation to the
reality. In the process of adaptation there isamdformation of production and capital structure,
which had been distorted during the boom. If durangecession the managers of foreign use
monetary and fiscal measures to keep the old sieicif capital, they further increase the amount
of “dead” capital and costs of the recession ovaing.

In this situation,

a key element of economic policy is the liberal@atof the economy at all levels,

especially in the labor market. It is necessargdcelerate the process of redistribution

of production factors, and primarily the labor e tlucrative sectors. At the same time

it is necessary to reduce the governmental expearssaxes in order to increase the

income of economic actors struggling with debtspwleed to pay loans and percent.

An important element of crisis overcoming is a ité& labor market and strict policy

of public expenses. The quick restoration of thenemy is impossible without it.

There is no possibility to quickly find the amouwftthe incorrectly invested capital

and thus begin the process of its liquidation amttimg a new foundation [18]
says the Professor of Economics, University of Begn Jesus Huerta de Soto, a representative of
the third wave of Austrian school of economics. iBgrthe inevitable recession the resources are
reallocated, the economy is cleared from malinvestsn committed during the boom. Therefore,
this process certainly has a positive charactee fiifocess of finding the entrepreneurs’ mistakes
committed during the boom starts. For various rmegasancluding the increasing information
distortions caused by the cyclical activity of thtate, their limited resources did not go to those
projects that would be implemented if not the enitd credit boom.

The first global crisis in the XXI century in 20872009, as the Great Depres$jastens of
crises around the world in different periods of thventieth century [21] is the result of monetary
policy, fiscal stimulation of artificially selectedpoints of growth” and the highlighting of
individual economic agents and even sectors inrgérenditions of the market, which is directly
connected to the discrimination against other egoo@ctors. In any transition country the state
monopoly on money was not eliminated, which did alkdw the economy to eliminate the most
dangerous distortion in the money market. If these causes of the crisis are not eliminated, the
national and global economy will periodically faito recessions and depressions and policymakers
within the frameworks of the neoclassical theoryl wontinue using different combinations of
cyclical and counter-cyclical measures. From thestemological point of view, they are the
distortion tools of natural structure of capitaipguction and employment.

For sustainable economic growth, creating oppotigsifor long periods of prosperity and
peace, neutralizing the problems of structural yrleyment, depressed areas, creating effective
mechanisms of insurance against falling into theagp tof poverty in old age require a deep
transformation of economic policy. The matrix oétheoclassical economics as the foundation of
economic policy should be replaced with the thewrthe Austrian school of economics. Changing
the theoretical framework of transformation proesssill eliminate the epistemological distortions
created by policy-makers, modify the institutionstablished within the framework of state
interventionism, and go to the natural structureagdital, production and employment.
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Notes

1. Austrian school of economy is a special systemmoklat the economics based on the methodological
individualism, subjectivism, the unique epistemdtadj function of the entrepreneur and the marketess,
not on the equilibrium. Among the main represewméstiof this school are K. Menger, O. Bem-Baverkydn
Mises, F. von Hayek, M. Rotbard, etc.

2. The individualism as a principle of philosophicakaxeological and historical analysis of human \étgti
means,that all actions can be referred only tagepeople and no scientific method can succdgsdplain
how certain external events which can be desctilyethtural sciences methods create in human beeaittain
ideas, axiological statements and intentions. fidévidual in this sense is something that canncgdyarated
into the elements, it is the beginning and the @ah every attempt of human action analysis.

3. Catallactics is a science about nature, cause camskquences of an exchange within the framewotkef
market system, including material and non-matenéglources. All non-material factors are also objeuft
catallactics.

4. The Great depression from a point of view of AiastrSchool is in the work of M. Rotbard “The Great
depression in  America” http://www.irisen.ru/booksihnnye/myurey-rotbard-velikaya-depressiya-v-
amerike.html
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