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Friedrich August von Hayek was an Austrian-British economist and philosopher during 1899-1992. Hayek is best known for his defense of free-market capitalism. He believes economic plans provided by the government will lead to ‘Fatal Conceit' or the errors of socialism. No one would have had enough economics information to properly allocate resources of the country as can be seen in communist failed. 
Hayek was born and received his education in Vienna but spent most of his life lecturing at London School of economics for almost two decades. In the 1930s he was already recognized as one of the leading economic theorists in the world and his development of the economics of processes in time and the coordination function of prices inspired many economists in the development of modern microeconomics. Baxendale, Toby (25 October 2010). "The Battle of the Letters: Keynes v Hayek 1932, Skidelsky v Besley 2010". The Cobden Centre. Retrieved 14 September 2011.

While Keynes supported government intervention in the market to pull the global economy out of the depression, Hayek believed too much support of welfare state and totalitarian socialism are the reason for economic failure. They both have had writing numbers of papers to defend their point of view since 1930. Some of Hayek's most famous were ‘Monetary Nationalism and International Stability' (1937), ‘Profits, Interest and Investment' (1939), ‘The Pure Theory of Capital' (1941), and ‘The Road to Serfdom' (1944) which arguing about the socialism that "Economic control is not merely control of a sector of human life which can be separated from the rest, it is the control of the means for all our ends."

Together with Ludwig Von Mises (1881-1973), Karl Popper (1902-1994) and Milton Friedman (1912-2006), Hayek found Mont Pelerin Society in 1947. The society composed of economists, philosophers, historians, intellectuals and business leaders with the sole objective to "facilitate an exchange of ideas between like-minded scholars in the hope of strengthening the principles and practicing a free society and studying the workings, virtues, and defects of market-oriented economic systems." https://www.montpelerin.org/about-mps/

During 1950-1962 Hayek spent 12 years in Chicago as a professor in the Committee on Social Thought at the University of Chicago and also published several works on the philosophy. In 1962, he accepted a position at the University of Freiburg in Breisgau until his retirement in 1968. At the same time, he also served as an honorary professor at the University of Salzburg, Austria. 

In 1974, Hayek shared Noble prize in economics with Gunnar Myrdal, a Swedish economist, and sociology, for their pioneering work in the theory of money and economic fluctuations and for their penetrating analysis of the interdependence of economic, social and institutional phenomena. The theory was known as the Austrian business cycle theory (ABCT). It was developed based on the Austrian school of economics about how business cycle occurred.





 The cycle consists of 4 stages; trough, expansion or booming, peak, and contraction or recession. 
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From the Keynesians and monetarists economics point of view, the business cycle is a natural phenomenon exists within a free market. In order to stimulate the economy from a recession period, the government has to use monetary and fiscal policy to stop aggregate demand from contracting to expand the economy. Government high spending and low tax charging will increase goods and service demand which will solve economic regression. Government intervention is necessary for economic accomplishment, and the economy is affected by the private and public decision. Government spending can stimulate economic growth even though the spending is not on goods, services, and business investment. 

Austrian school by Ludwig Heinrich Edler von Mises and Hayek, on the other hand, believes that business cycle is a consequence of government manipulation of money supply and interest rate. Human intervention sometimes affected economic growth and created high inflation. An increase in money supply by the government to increase price and manufacture process has resulted in fake low-interest rates which will increase fake high investment in the long run project compared to the short run, which will lead to economic vary and finally caused regression. It can be said that the booming period is a resulted from economic mistake while during the recession period the market will be fixed and restores the economic balance. 

An example of Austrian business cycle theory can be seen in the housing bubble (2006-2008) where the interest rate of USA mortgages was kept low for a long time to encourage economic growth. People started to borrow more than they should have with the idea that the price of the mortgages will continue rising forever. Eventually, the bubble burst and most of the long-term mortgages project investments turn out into a malinvestment. 

Some contents about ABCT is that the theory assumed the entrepreneurs are tricked easily, which in the real world not all of them will invest immediately when the interest rate is low, and the market shows sign of inflation. Moreover, lots of business cycle in history are caused by monetary contractions, not previous expansion. 

After the Nobel award, interest in the Austrian school unexpectedly became resuscitate. Hayek's writings were spreading through new generations, and Hayek himself appeared at the first institute for Humane Studies conference in the mid-1970s. He started working on his last work, ‘The Fatal Conceit: The Errors of Socialism' in 1980. However, due to his illness, he could not complete it, and therefore William Warren Bartley edited the work. Hayek passed away in 1992 with the age of 93. Many of his writing is so extraordinary and still used as a reference for many graduate economics students nowadays. 

Source: https://th.esdifferent.com/difference-between-hayek-and-keynes
  https://www.montpelerin.org/
  https://mises.org/library/manipulating-interest-rate-recipe-disaster
  Hummel, Jeffrey Rogers (Winter 1979). "Problems with Austrian business cycle theory."
  https://www.britannica.com/biography/F-A-Hayek
2

image1.png
Figure 1Business cycle

Peak

Recession

Recession

" Expansion
Real | Expansion 4

GDP

Time

Source 1: https://gohighbrow.com/fluctuations-in-the-business-cycle/




