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Carl Menger (1840-1921)



What Others Are Saying about Carl Menger

“I found it such a fascinating book, 

so satisfying.” – Friedrich Hayek 

“No book since David Ricardo’s Principles has 

had such a great influence on the development of 

economics as the Grundsätze.” – Knut Wicksell

“I now rate Walras and Pareto, who were 

my first loves, so much below Menger.”

– Sir John Hicks

“It was the reading of his book that made an 

‘economist’ out of me.” – Ludwig von Mises 

“The entire theory of capital and cycles we have presented 

here rests on this concept of Menger’s….In short Austrian 

School theorists have developed the whole theory of 

capital, money and cycles which is implicit in the 

subjectivism that revolutionized economics in 1871.” 

– Jesus Huerta de Soto 



– Correct view of 

microeconomics (marginal 

subjective analysis of price 

and costs)

– Correct view of 

macroeconomics (time 

structure of production)

– Correct view of the origin and 

use of money 

Revolutionary Treatise

Grundsätze der Volkswirtschaftsslehre (1871)



– Born in 1840 in Neu-Sandez, Poland 

– Law degrees at Universities of Prague and Vienna, Doctorate in 

Krakow. 

– 1860s: journalist covering the stock market in Vienna

– 1871: published his magnum opus, Grundsätze der 

Volkswirtschaftslehre; considered one of three founders of the 

marginal revolution in economics (Stanley Jevons and Leon Walras)

– 1873: University of Vienna Chair of Economic 

Theory at age 33 

– 1876: Tutor of Archduke Rudolf von Hapsburg, 

crown prince of Austria and heir to the throne

– 1889: Archduke Rudolf committed suicide

– 1902: Only son Karl born in Vienna.  

– 1903: Retired at age 63.

– 1921: Died at age 81 in Vienna. 

Carl Menger 



MENGER’S INFLUENCE

Example #1:  “The General Theory of the Good” 

Which is better to measure economic growth and the standard of living?

Average Real Wages, or …



Source:  W. Michael Cox and Richard Alm, “Myths of Rich and Poor” (updated 2016) 

Example #1:  “The General Theory of the Good”
(continued) 

Goods and Services



Q, Q, and V in Menger's Economics

“Mengerian goods are three-dimensional. They 

have quantity, quality, and variety as separate 

dimensions of dynamic change.”

– Erich Streissler, U of Vienna

“This business of conservation to meet future 

needs, according to Menger, involves four aspects 

of behavior:  conservation of quantity, conservation 

of quality, choice between goods, and choice such 

as to secure the greatest result all around.” 

– Lionel Robbins



Example #2:  Prices are determined at the margin
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Example #2:  Prices are determined at the margin

Demand



Example #3:  The Theory of Imputation 

“Suppose that the need for direct human consumption of 

tobacco should disappear as the result of a change in 

tastes...?” (Menger 1950: 64).

What determines the value of a commodity like tobacco that 

loses its “goods-character”?  

What determines the value of inputs like farm land when a 

farm no longer has demand for tobacco leaves?

“The direction of causation was reversed by Menger.  A 

consumption good is not valued because of the labor and 

other means of production that were used to produce it.  

Rather, the means of production are valued because of the 

prospective value of the consumption goods” 

– Roger Garrison 



Example #4:  Microeconomics:  Subjective value 

in the production process (stages of production)

Using the production of bread



Example #5:  The stages of production in making an 

espresso coffee

Four Stages of Production of Espresso Coffee.  
Source:  John B. Taylor, Economics, 5th ed. (Boston: Houghton Mifflin, 2006)



“The General Theory of the Good”

– Rather than the two-good model (production and 

consumption), Menger sees the economy as an array of 

goods 

– Vertical hierarchy from goods of the highest order 

(production) to goods of the lowest order (consumption)

“Economic production is the process by which goods of 

higher order are progressively transformed into goods of 

lower order and by which these are directed finally to the 

satisfaction of human needs.” 

– Carl Menger, Principles of Economics (1871)

“Menger's approach is the typical business man's 

viewpoint, nowadays the accountant's viewpoint, in the old 

days the merchant's viewpoint.” 

– Sir John Hicks, Capital and Time (1973)



STAGES OF BREAD PRODUCTION



Example #6: Macroeconomics:  Hayek’s diagram of the 

stages of production (Hayek’s triangles) 

Source: Hayek’s Prices and Production (1931)
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Source: Roger Garrison, Time and Money (2001)
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Skousen’s Steps:  

Mark Skousen’s 4-stages of production. 

Source:  Mark Skousen, The Structure of Production (New York 

University Press, 3rd ed. 2015); Economic Logic (Capital Press, 2014).

“make” 

economy

“use” 

economy



“The whole of the organon 

of pure economics thus 

finds itself unified in light 

of a single principle—in a 

sense in which it never 

had been before.”

– Joseph Schumpeter



Irving Fisher 

Fisher's 

Quantity Theory of Money

MV = PQ 

Irving Fisher 

(1867-1947)

Where:

M = money supply

V = velocity of money

P = price level

Q = real output per year



Introducing National Income Accounting 

Simon Kuznets 

(1901-1985)

Gross National Product 

(now Gross Domestic Product or 

GDP) is equal to the value of the 

end product (final goods and 

services) produced in a year.

Intermediate production, goods-

in-process, or the supply chain, 

“the value of that part of the 

nation's stock of goods that was 

expended....in producing the 

total” is left out. 



GDP = C + I + G
$23.63 trillion

C
66.4%

$15.68 trillion

I
16.6%

$3.93T

G
17.0%

$4.02T

Supply Chain

$26.6 trillion

Note: all figures are as of Q2 2021, reported in trillions USD and exclude Net Exports

What’s Missing from GDP? 



Universal Four Stage Model of the Economy

Source:  Mark Skousen, The Structure of Production (New York 

University Press, 3rd ed. 2015); Economic Logic (Capital Press, 2014).

 



Prices and Production

Published in 1931 by

Routledge in London.



Irving Fisher (1867-1947) 

The Equation of Exchange

MV = PT 



Sir John Hicks



Wassily Leontief



A TRIUMPH IN AUSTRIAN 

SUPPPLY SIDE ECONOMICS!

“Gross Output provides an important new perspective on the 

economy and a powerful new set of tools of analysis, one that is 

closer to the way many businesses see themselves.”

– Steve Landefeld, director, Bureau of Economic Analysis (2014) 

April, 2014:  Bureau of 

Economic Analysis 

announces new Gross 

Output (GO) statistic to 

measure Hayek’s triangle 

(spending at all stages of 

production)



My meeting at the BEA let me talk with director Brian Moyer and staff 

members David Wasshausen, Erich Strassner and Tom Howells. 



BEA’s New Definition of GDP

In the press release for Q4 2015, BEA stated:

“Real gross domestic product – the value of the goods 

and services produced by the nation’s economy [GO] 

less the value of the goods and services used up in 

production [II], adjusted for price changes – increased 

at an annual rate of 0.5 percent in the first quarter of 2016, 

according to the "advance" estimate released by the 

Bureau of Economic Analysis. In the fourth quarter, real 

GDP increased 1.4 percent.”

GDP = GO+  II

GDP = GO − II

Or, as defined by the BEA:



Gross Output by Industry

The BEA also introduced “Gross Output by 

Industry” which allows economists to disaggregate 

the economy based on stages of production.  



COMMENTARY by Mark Skousen

April 23, 2014

At Last, a Better Economic Measure

Gross output will correct 

the fallacy fostered by 

GDP that consumer 

spending drives the 

economy.



“Gross output [GO] is the 

natural measure of the 

production sector, while 

net output [GDP] is 

appropriate as a measure 

of welfare. Both are 

required in a complete 

system of accounts.”



New Approach
Gross Output complements GDP to create for the first time 

a complete picture of the economy.  GO is the missing piece 

in macroeconomics.   

In quarterly financial statements, firms publish:

─ “Top line”:  revenues/sales

─ “Bottom line”:  earnings/net income

─ “Top line”:  Gross Output (GO) measures revenues at all 

stages of production

─ “Bottom line”:  GDP means "value added" or final product 

(similar to "gross profit" in financial statements)

Now a similar approach is available 

in national income accounting:



Top line and bottom line of a financial statement

Year to Date %

Revenues

  Landscaping Fees $ 20,075.00 99.50

  Finance Charge Income 100.00 0.50

  Total Revenues Top Line = $  20,175.00 100.00

  Cost of Sales

  Total Cost of Sales 0.00 0.00

  Gross Profit 20,175.00 100.00

Expenses

  Auto Expenses 2,200.00 10.90

  Commissions and Fees Exp. 6,000.00 29.74

  Dues and Subscription Exp. 600.00 2.97

  Insurance Expense 250.00 1.24

  Total Expenses 9,050.00 44.86

  Net Income Bottom Line = $ 11,125.00 55.14

Income Statement

For the Three Months Ending March 31



According to the New GO Model: 

What really drives the economy?

• Government spending: 7.9%

NOTE: Q2 2021 data from BEA; Net exports excluded

• Consumer Spending: 31.2%

• Business spending (gross investment): 60.9% 



NOTE: Q2 2021 data from BEA; Net exports (XM) excluded



What can we learn from the new GO statistic? 

Using Gross Output as a broader measure of the economy 

(economic activity), we see that business spending (B2B) is

substantially 

larger and 

more 

important 

than 

consumer 

spending



--Larry Kudlow, CNBC

“Though not one in a thousand recognizes it, 

it is business, not consumers, that is the 

heart of he economy. When businesses 

produce profitably, they create income-

paying jobs and then consumers spend. 

Profitable firms also purchase new 

equipment because they need to modernize 

and update all their tools, structures and 

software.”

Business Spending



What can we learn from the new GO statistic? 

Gross Output is a better, more comprehensive measure of the 

ups and downs of the economy and confirms the Austrian

theory of the 

business 

cycle.   



CHANGES of GO and GDP since 2005



The Missing Link in Economics Between Micro and Macro

Micro Model

Four Stages of Production of Espresso Coffee.  
Source:  John B. Taylor, Economics, 5th ed. (Boston: Houghton Mifflin, 2006)



Macro Model

Universal 4-Stage Model of the Economy

Source:  Mark Skousen, The Structure of Production (New York University Press, 3rd ed. 2015); 

Economic Logic (Capital Press, 2014).

 



Gross Output (GO) vs. GDP (Nominal Value) 



Confirms Say’s Law:  “Supply creates demand.” 

The business sector 

(entrepreneurship, capital 

investment, saving and 

investment) is far more important 

than consumer spending and 

government stimulus.  

“With GO, GDP’s monopoly will 

be broken as the U.S. 

government will provide official 

data on the supply side of the 

economy and its structure.” 

– Steve Hanke, 

Johns Hopkins University



General Model of the Economy



A General Model of the Economy

1. Expand beyond GDP to include GO--the whole 

production process

2. Analyze not just the CPI, but the PPI and 

Commodity Price Index.

3. Look beyond "the" interest rate to the yield curve.

4. Examine more than "the" rate of unemployment, 

but the structure of employment and 

unemployment.

5. Go beyond the broad stock indexes (S&P 500) and 

look at various industries.  

"The structure of the economy matters."



GO is being integrated into the textbooks



CONCLUSIONS

Gross Output (GO) is a paradigm shift in economics. 

1. The introduction of a “top line” in national income accounting.  

2. It is a major advance in Austrian economics by measuring Hayek’s 

triangle.  

3. It is an advance in monetarist economics by measuring Irving 

Fisher’s “volume of trade” in his equation of exchange.  

4. It is an advance in supply-side economics by showing that business 

spending (B2B) is substantially larger than consumer spending, and 

confirms the classical growth model.  

5. It confirms Say’s law:  supply is more important than demand; 

production is more important than consumption.  

6. It provides a link between micro and macro. 

7. It does a better job than GDP in measuring and anticipating the ups 

and downs of the business cycle. 



What Others are Saying
“This is a great leap forward in national accounting. 

Gross Output, long advocated by Mark Skousen, will 

have a profound and manifestly positive impact on 

economic policy.”

– Steve Forbes, Forbes magazine (2014)

“The learning curves of growth are not confined to the 

final product (GDP). Vital learning accumulates 

through all the processes of production measured in 

gross output. GO captures this central reality of 

economics.  By pioneering the concept of GO and 

spearheading the movement for its adoption, Mark 

Skousen has made a key contribution to the supply 

side economics of information theory.”

– George Gilder, Knowledge and Power



What Others are Saying (cont.)

“The next economics will have to be centered on supply 

and the factors of production rather than being functions 

of demand. I've read Mark Skousen’s monumental book 

twice, and it comes the closest to achieving this goal.” 

– Peter F. Drucker, Claremont Graduate University  

“National income accounting has long been unfathomably 

flawed and worse by the decade but Mark Skousen’s 

introduction of gross output (GO) has been a big step 

forward in portraying a more total picture of the economy 

and where and when it’s vulnerable. Kudos to Mark for it 

being adopted.”

– Ken Fisher, CEO, Fisher Investments, Forbes columnist



What Others are Saying (cont.)

“GO is better correlated with financial-price movements than 

most of the other indicators.  It tends to portray the economy as 

more cyclical than real GDP does, the recession of 2008-09 as 

deeper, and the recovery as slower.  The universal use of real 

GDP as a measure of the economy’s vitality is subject to 

misunderstandings, pitfalls, and criticism — especially in the 

short run. GDP includes only ‘final’ goods and services, leaving 

out the huge economy that consists of businesses buying and 

selling intermediate goods to one another.”

– David Ranson, chief economist, H. C. Wainwright Economics.  



What Others are Saying (cont.)

Academic Economists

“Now, it’s official. With Gross Output (GO), the U.S. government 

will provide official data on the supply side of the economy and 

its structure. How did this counter revolution come about? There 

have been many counter revolutionaries, but one stands out: 

Mark Skousen of Chapman University. Skousen’s book The 

Structure of Production, which was first published in 1990, 

backed his advocacy with heavy artillery. Indeed, it is Skousen 

who is, in part, responsible for the government’s move to 

provide a clearer, more comprehensive picture of the economy, 

with GO.”

– Steve H. Hanke, Johns Hopkins University (2014)



What Others are Saying (cont.)

“The development of Gross Output is a good idea and 

a better measure [of economic activity] than GDP.”

– David Colander, Eastern Economic Journal (2014)

“I am enormously impressed with the care and integrity 

which Skousen has accomplished his work.”

– Israel Kirzner, New York University



What Others are Saying (cont.)
“The two most important works on ‘Austrian’ capital theory 

since Hayek's winning of the Nobel Prize are Roger 

Garrison's Time and Money and Mark Skousen’s Structure 

of Production.  All members of the Austrian School should 

take his book seriously.”

– Richard Ebeling, Northwood University

“Congratulations on your work. It has been a long slog to 

get the national accounts to introduce innovative measures, 

and Steve Landefeld [long-time director of the BEA] has 

been a superstar in this respect… This will open up the 

potential for new insights into the behavior of the economy.”

– William D. Nordhaus, Yale University



The Structure of Production (New York University Press, 1990, 2015)



www.skousenbooks.com

Squaring the Mises Circle
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