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A long time ago,
cavemen went




et o kil | one o°f
(12,000 calories)




After each hunt, the 12 caveman
of f




ethen they woul
(consuming 1,000 calories each).




One day, a caveman has an idea!

The others decide to feed him and 5 helpers In
order to develop it

A This creates great risk. Only 6 cavemen are
hunting, but twelve are still eating.

A Consumption reduceehow 500 calories a day.

A They could starve before the idea is completed.
A The idea might not work.

A At a minimum, risk of lost time and calories.



Creating the first spear




Using spears doubles tiger Kkill
with only 3 men, 8x productivity
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At a nearby tribe, another
caveman gets an idea!

A For this effort, all 12 cavemen give up their
relaxation time after eating.

AThey sacrifice | eisure

A If the idea does not work, time will be lost and
ncave funo wi |l |l be sacr



reating soup bowls and spoons
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Cooking soup doubles calories
per tiger, increases leisure time.
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Empl oyi ng ndi vi :
devel opi ng nt a

AA ficl assicalo economic t

A Division of labor multiplies productivity and builds
cooperative relations between people.

A The cavemen are getting wealthier.
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One day cavemen from each tribe
meet and show off their Inventions
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Each i1s VERY Interested In the
ot heros nhighe

AiSpear mano realizes so
double his food supply (24,000 calories per tiger)!

A Plus, tiger soup is really tasty.

AidSoup mano real i zaesof spe
tigers by 8 times!

A Plus, tigermauling incidents are much lower
using spears instead of clubs.
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hNGal ns from ¢t
Classical School concept

A David Ricardo (1817) praised the value of free trade.

A Every nation gains by specialization.
AConcept of fAcomparative

A Trade creates value by expanding the division of
labor and raising global productivity.
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But trade creates even more value
than explained by Ricardo!

A An amazing discovery was made in the late 1800s.

A Three economists, unknown to each other,
developed a new insight about trade.

AThis new insight was cal
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What Is trade worth to the

Spear Tribe?
AiSpear Assembly Teamo i
ALarge inventory of didlI
ASpears have | ow fAmargi n

A Soup would double caloric intake and increase
dining pleasure.

ASoup has high dAmarginal
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What Is trade worth to the
Soup Tribe?

AiBowl and Spoon Teamo
A Large inventory of unused bowls and spoons.

ABowls and spoons have |
the Soup Tribe.

A Spears would improve safety and increase tiger
kill -rate by a factor of 8!

ASpears have high fimar gi
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They make the trade!

Wealthcompounds nl ower ut 1 | |
Ahi gherneachtridei t yo




Fathers of Marginal Utility

A

Carl Menger (1840 -1921
ANPrinciples

William Stanle
Jevons
(non Austrian)

2

Leon Walras
(non Austrian)
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Austri an nMar gi |

A All schools division of labor increases wealth and
leisure.

AAllschools trade compounds WwWe
advantageo plus fAmargi na
|

A Austrians trade doegott ake pl ace at
f or each siI de: nVal ueo
measurabl e I n unit s;: V a

behol dero and t he val ue

A No mathematical equations are possible in the
AAustriano world of ordi
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Creati ng nhi ghe
and trading can be risky business

1. Tribes could run out of food before finishing
oroduction of spears, soup bowls or spoons.

2. Inventions might not work (low increase in tiger
Kill or no extra caloric soup intake).

3. Tribes might just kill each other, obtaining bowls
or spears but with no knowledge of how to create
new ones.
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The Theory of Capital and Interest

ATi me preference and dor
A Savings gets production going.
A Lower consumption when needed helps too.

ACreating fAhigher order
progress.

A Projects risk running out of resources if they
miscalculate.
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Father of the Austrian Theory of
Capital gnd Interest

Eugen von Bohm-Bawerk (1851-1914)
NTheory of Capi't
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Profit and Loss

Price achieved for a product versus the
factors of production employed

A Entrepreneurs appraise.
A Capitalists fund.

A To avoid Capital Loss, final price (at volume)
must be greater than materials and labor purchaset
plus cost of capital (market interest rate).

A Capital loss probability is high if market interest
rates are lower than the originary rate.

A Boom/Bust.
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Nobel Prize Winner: Economics
(1974); Business Cycle Theory

F. A. Hayek (1899 -1992
| nPri ces and
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Property Rights.

A Respect for Property Rightstise necessary
condition for trade.

A Alternative to trade is war, theft and/or slavery.

A Killing or stealing yields possessions, but encourag
revenge, eliminates labor and quells entrepreneuri
splrit.

A Enslaving is intuitively lower valuereating system
compared to freenarket system.
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Combining Ethics and Economics

Murray Rothbard (1926 -1995
nMan, Economy,

a
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Beyond ndirect
of spears and

A How does a shoemaker trade with a baker ?

A How does a consumer or businessman know
whether to exchange now or wait?

A How do entrepreneurs and capitalists know if a
new idea might be worth their time and sacrifice?
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eand what about

A Bowls and spears often needed replacement.
A Spoons never broke.
A And they were made of a nice, shiny, metal!

AAs a fconsumptiono good
mar gi nal uti Il 1ty (di dnbo

ACould they be usedééfor
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Money: Indirect Exchange

A Money is needed to balance out or completely replac
Andi recto (goods for good

A Historically, money has always evolved from somethil
of Nnconsumptiono value.

A Money is the numerator by which all other goods and
services are denominated.

A Money is the device for appraising opportunities in thi
market for buying, selling, borrowing or investing.

AAny amount of money i s 0
understanding relative trading values between goods
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Reqgul rements f o

A Universally recognized in trade / exchange.

A Easily divisible.

A High value to weight/volume (transportable).

A Does not degrade over time.

A Easy to store.

A Uniform quality.

A Easy to authenticate.

A Difficult to counterfeit.

A Ratio of new production / total supply relatively low.



Candidates for Money

AAni mal skins, sea shell s

AGol d and silver have all
and have been used by markets for 5000+ years.

A Government paper and electronic money (fiat money’
have many ngood moneyo f
(a) governments make decisions rather than markets,

(b) no natural limits on supply of new money.

A Fiat money is popular with governments because the
can create it instead of borrowing it or taking it.

A Paper money makes inflation easy and inflation is
wealth destructive.
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Champion of the Austrian School

NThe Theory of

~

AHuman Acti ono
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The men who developed the
Austrian School of Economics.

Murray Rothbard (19261995)

F. A. Hayek (18991992) "

Ludwig von Mises (18811973)

Eugen von BohﬁBawerk :
(1851-1914)

Carl Menger (18401921) R
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2009: What If an Austrian Economis
was In charge of government?

A Repeal the Federal Reserve anc
A Shut down the FDIC. Eliminate

banks, money market funds, PP

Income Tax Acts (19

Iquidity insurance on
P, etc.

A Downsize government every day in every way.
A Allow consumers and businesses to deliver / rebuild tl

economyos real

Do To Po I»

POO| of s

Privatize postal system and most government busines
_ink the USD to gold (at prevaliling prices).
Discourage fractional reserve banking .

L, et banks and compani &s



