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Abstract: In ordinal utility analysis, one can but prefer or set aside. A person can
choose option A or option B. Chalk or cheese, guns or butter. There cannot be any such
thing as a rate at which a man engages in such activities. Cardinality cannot enter into the
picture. No one prefers a given amount of chalk twice as much as cheese. This basic
praxeological insight should not be lost sight of when we enter the more complex realm
of time preference and interest rate determination. And yet, it commonly is. For we all
speak of a “time preference rate.” This is an oxymoron and a praxeological monstrosity.
The present paper is devoted to promoting clear thinking by attempting to purify
economic language, so as to jettison the concept of a “time preference rate.”
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The Rate of Time Preference: A Praxeological Oxymoron®

Mises (1996, 483-484) describes the phenomenon known as time preference as:
“Satisfaction of a want in the nearer future is, other things being equal, preferred to that

! The authors of the present paper express a debt of gratitude to Lew Rockwell, Steve Berger and the Mises
Institute for financially supporting two Katrina refugees.
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in the farther distant future;” and, “The very act of gratifying a desire implies that
gratification at the present instant is preferred to that at a later instant. He then states that:
“Time preference is a categorical requisite of human action.” All true. However,
regardless of whatever else it is, time preference is necessarily a preference.

Although there are other perspectives’ on time preference, it is with the
praxeological that we are at present concerned. From that viewpoint preference exists
only in the act of preferring; it consists in the choosing of A instead of B, or of course
vice versa.® Because praxeology is the science of human action and every act consists in
preferring/choosing, this discipline has no place for the concept of indifference for if an
individual were truly indifferent between alternatives A and B, he could not prefer/choose
either one and therefore could not act. Similarly, praxeology is logically incompatible
with any concept of a rate of time preference. A rate necessarily involves cardinality,
whereas preferences may be only ordinal.

For example if Jones says that he prefers a red shirt twice as much as a blue shirt,
we know that he is speaking nonsense. He may prefer a red shirt to a blue shirt, but there
IS no rate at which he makes this comparison. It is a non sequitur to say that he prefers
the red to the blue at the rate of two to one, or 50%, or to utilize any other objective
measure, which is required if this is to be done at a certain rate or other.

We offer in support of these contentions no less of an Austrian authority than
Mises (1998, 13):

“We may say that action is the manifestation of a man's will. But this would not
add anything to our knowledge. For the term will means nothing else than man's faculty
to choose between different states of affairs, to prefer one, to set aside the other, and to
behave according to the decision made in aiming at the chosen state and forsaking the
other.”

And again Mises (1998, 121-122):

“To prefer and to set aside and the choices and decisions in which they result are
not acts of measurement. Action does not measure utility or value; it chooses between
alternatives. There is no abstract problem of total utility or total value.[1] There is no
ratiocinative operation which could lead from the valuation of a definite quantity or
number of things to the determination of the value of a greater or smaller quantity or
number. There is no means of calculating the total value of a supply if only the values of
its parts are known. There is no means of establishing the value of a part of a supply if

2 Mises (1996, 486-487) considers the psychological and physiological.

? Indifference is a not a praxeological, concept. That is to say, it cannot be reconciled with technical
(praxeological) economics, because there is no way to demonstrate (Rothbard, 1956) it through human
action. Choices can only be made by preferring one thing, and setting aside others. No indifference there.
However, “indifference” is a perfectly good word in the English language. Everyone knows, precisely,
what this means when it is used appropriately. It refers to a case where someone does not care, much, about
a ranking of two different things. So, thymologically, as a matter of history (Mises, 1957), it is an entirely
valid concept.
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only the value of the total supply is known. There are in the sphere of values and
valuations no arithmetical operations; there is no such thing as a calculation of values.
The valuation of the total stock of two things can differ from the valuation of parts of
these stocks. An isolated man owning seven cows and seven horses may value one horse
higher than one cow and may, when faced with the alternative, prefer to give up one cow
rather than one horse. But at the same time the same man, when faced with the alternative
of choosing between his whole supply of horses and his whole supply of cows, may
prefer to keep the cows and to give up the horses. The concepts of total utility and total
value are meaningless if not applied to a situation in which people must choose between
total supplies. The question whether gold as such and iron as such is more useful and
valuable is reasonable only with regard to a situation in which mankind or an isolated part
of mankind must choose between all the gold and all the iron available.”

Matters change by not one whit when we enter the more perilous waters of time
preference and interest rate analysis. Here, we may well say that Jones prefers $10 today
to $11 in a year from now, but that is all that can be inferred from a choice of his in this
regard. It is a nonsense to maintain that Jones prefers money now, or in the future, at a
certain rate compared to other choices; he merely prefers the one to the other.

Because time preference is necessarily a preference, there can be no such thing as
a rate of time preference. There is no rate of preference of anything, time certainly
included. A rate implies a cardinal value, while a preference can constitute, only, an
ordinal choosing and a setting aside.

It is obvious that, among its many meanings, “rate” when used in the phrases
“time preference rate(s)” or “rate(s) of time preference,” indicates a ratio (or proportion).
Ratios are necessarily cardinal in nature. Moreover, save for ratios in pure mathematics,
even if they have no units themselves, ratios are derived from quantities that do have
units.* Consider the ratios most often associated with time preference — interest rates.
Although it is the usual practice to speak of interest rates as pure numbers; i.e., as
unitless, such as 5% or 10%, in reality there is a unit involved; the reciprocal of time. It
is only because it is customary to quote interest rates per annum that the unit is left
unspoken. Even in cases in which the relevant time period is not a year, the interest rate
is normally annualized when quoted. In cases in which it is not, the relevant unit (read
“time period”) is explicitly stated. For example, the interest rate on a loan of $100 for
one year that requires interest in the amount of $10 is: ($10/year)/$100 = 10%/year. Save
in pure mathematics, it is reasonable when a rate (say, 10%) is quoted, to ask: “Ten
percent of what?” In the illustration noted above, the answer is simple: “Ten percent of
$100.” What, then, would be the units of time preference? Certainly it makes no sense to
say that someone’s time preference is 10% or 10% per year, unless there is an answer to
the question: “Ten percent of what?” Yet, when it is time preference that is the subject,
there is no valid answer. Which, of course, is as it should be, because rates are
necessarily cardinal in nature whereas time preference is necessarily ordinal in nature,
and never the twain shall meet.

* On the importance of units and dimensions, see Barnett (2004).
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Unfortunately, both Mises (1957) and Rothbard (2004) err on this point. For
example, states Mises (1957, 141-142, emphasis added by present authors):

“But even if, for the sake of argument, we were to admit that there is uncertainty
neither concerning the kind of goods people are asking for nor concerning the most
expedient technological methods of producing them, there remains the conflict between
interests in the short run and those in the long run. Here again the decision depends on
ideas. It is judgments of value that determine the amount of time preference attached to
the value of present goods as against that of future goods. Should one consume or
accumulate capital? And how far should capital depletion or accumulation go?”

This is problematic because there can be no such thing as an amount of time
preference. What would be the units? No numerical measure, such as 3.2 units of time
preference, makes any sense. Suppose a man is willing to exchange $10 now for $11 a
year hence. Would it then be reasonable to describe him as having an “amount” of time
preference of 10%? No, it would not. Nor, even, is the objection, merely, to “amount.”
The same problem would arise with regard to any other possibly even better word, such
as “level of time preference,” or “time preference rate.”

And the reason “amount,” “level,” “rate,” or any other such nomenclature are all
objectionable is that “preference” is an ordinal not a cardinal concept (Rothbard, 1997).
In “preference” whether of time or anything else such as shirts, one prefers A to B, or B
to A, or compares money to a good, and chooses one or the other. That is it. There is only
choosing and setting aside; there is no rate, amount, or level of picking and setting aside,
there is only the brute fact of choosing. If someone prefers $1.10 receivable in a year
from now to $1.00 now, we can only say that he prefers $1.10 receivable in a year from
now to $1.00 now. We cannot say by how much he does so, only that he does so.

In the view of Rothbard (2004, http://www.mises.org/rothbard/mes/chap6a.asp,
bold emphasis added):

“In other words, capital goods have been advanced from an earlier, more distantly
future stage toward the consumption stage, to a later or less distantly future stage. The
time for this transformation will be covered by a rate of time preference. Thus, if the
market time preference rate, i.e., interest rate, is 5 percent per year, then a present good
worth 100 ounces on the market will be worth about 95 ounces for a claim on it one year
from now.”

This, too, is problematic. Whether it is rate of time preference, time preference
rate, amount of time preference, or time preference level, all these phrases hark toward a
cardinal scale. However, it is preference that is now under discussion. And, given this
type of human action, there can only be ordinal ranking, not cardinal measurement or
ranking.
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In addition to Mises and Rothbard,® several lesser lights are also guilty of this
type of error. Much to the consternation of the second mentioned author of the present
paper, he must be included on this list. Block (1977, 272; 1978, fn. 10; 2001, 68) refers to
“time preference rates.” Egger (1992, 39) speaks of a “...natural rate implicit in people’s
preferences...” Other offenders in this regard include Bagus (2003, 25), DilLorenzo
(1999), Garrison (1985), Gordon (1999), Hoppe (1992), Kirzner (1997), Murphy
(undated) and Shostak (2000). In like manner Bostaph (2001) uses the expression “the
rate of future discount,” and Corrigan (1999) “degree of time preference.”®

Mulligan (forthcoming) is certainly to be included on this list. He has an
exceedingly interesting take on this matter. He states:

“Not only are individual time preference rates subjective and unique,... Though
subjective, time preference must have generally been extremely high in primitive non-
capital-using societies.”

This leads us to a comparison of the two pairs of concepts, subjective and
objective, on the one hand, and ordinal and cardinal on the other. For we have
emphasized that there can be no such thing as a preference rate of anything, since
preference is ordinal and a rate must necessarily be cardinal.

Perhaps the relationships between these two sets of concepts can best be
elaborated upon by use of a two by two matrix. Accordingly, we offer table 1, where we
attempt to fill in all the boxes, with four different statements, A, B, C and D:

subjective objective
ordinal A B
cardinal C D

A: Jones prefers a pretty to a plain woman

Because this is a statement of preferences it is necessarily ordinal and because
whether a woman is pretty or plain is a subjective valuation by A, it is also subjective.

> See also in this regard Rothbard (undated, 1987, 1994, 2004A)

® These instances are but the tip of the iceberg. Google shows 12,400 hits for "time preference rate"
(http:/lwww.google.com/search?hl=en&Ir=&q=%22time+preference+rate%22&btnG=Search). For “rate of
time preference,” there are 59,500 entries:
(http://www.google.com/search?hl=en&Ir=&0q=%22rate+of+time+preference%22&btnG=Search). But this
is all irrelevant, since these phrases are only oxymorons for Austrians, not neo-classicals, who, one
suspects, are heavily represented on Google. The by far more relevant collation is a search on the Mises
web, which is almost entirely directed at Austrian publications. Here “time preference rate” garners 37
entries (http://www.google.com/u/Mises?hl=en&lr=&ie=1S0O-8859-
1&0g=%22time+preference+rates%22&btnG=Search), while “rate of time preference” registers 211
(http://www.google.com/u/Mises?hl=en&Ir=&ie=1S0-8859-
1&0=%93rate+of+time+preference%94+&btnG=Search).
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B. Jones prefers a taller woman to a shorter woman.

Because this is a statement of preferences it is necessarily ordinal; however,
which of any two women is the taller is an objective matter, it is also objective.

C. The null set

It is our claim that this category must necessarily be an empty one, since a
statement cannot at one and the same time be both cardinal and subjective. The one
precludes the other.

D. Jones is six inches taller than Smith

This statement is objective in that the heights of Jones and Smith are objective
and cardinal because the difference between their heights is measurable.

Now, let us apply this analysis to Mulligan’s statement: “Not only are individual
time preference rates subjective and unique,... Though subjective, time preference must
have generally been extremely high in primitive non-capital-using societies.”

In our view, the mistake of Mulligan is akin to an argument over whether a square
circle is painted red or blue. The color is beside the point. The primordial fact is that there
cannot be any such thing as a square circle, a veritable contradiction in terms, whether red
or blue. Similarly, our disagreement with Mulligan is not over the subjectivity of time
preference. We accept this with alacrity and enthusiasm. Where we part company from
him concerns the phrase “preference rate,” whether concerning time or anything else.
This we see as a contradiction in terms, since preference is inherently subjective and
ordinal, while a rate can be neither.

In terms of our matrix, any statement about preferences must land in the first row
(either cell A or cell B) while any statement about rates must land in second row, second
column.(cell D).

subjective objective
ordinal A B
cardinal C D

In contrast Shostak (2005) speaks of the “The lowering of time preferences...”
We accept this as an eminently reasonable statement, but one within the bounds of
thymology, not praxeology.” Again, strictly or praxeologically speaking, there can be no
higher or lower preferences, nor any raising or lowering of them. However, these claims
are unexceptionable as a matter of ordinary language. Similarly, Salerno (2001) speaks of

” A similar occurrence takes place with regard to the usage of the word “indifference.” As a matter of
ordinary language, or thymology, it is unexceptionable. But it is incompatible with praxeology. On this see
Block, 1999, 2003, 2005; Caplan, 1999, 2000, 2001, 2003; Hulsmann, 1999.
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“time preference scales.” We interpret this as compatible with ordinal considerations, and
thus justified.

What of the phrase “decrease (or increase) in time preferences?” Our touchstone
is that if parallel language would be acceptable in reference to other preferences, then it
passes muster, and if not, not. So, would it be reasonable to speak in terms of a “decrease
(or increase) in preferences for red shirts vis-a-vis blue ones? If all that is meant by such
admittedly awkward language that a person has changed his behavior as far as selecting a
red or blue shirt, then this is unexceptionable. If it is interpreted as anything more than
that, e.g., as implying cardinality, always a danger when time preferences are being
considered, then it is indeed problematic.

Let us consider an objection to our thesis. We do want to be able to distinguish
between the saving and investment decisions on the part of those who “save for a rainy
day,” and those whose motto it is “wine, women and song, now!” or “live for the
moment.” Ordinarily, using the cardinal language we are criticizing in this paper, we
would simply say that the former group has a low time preference rate and the latter a
high time preference rate. But, without using such expressions, is there any way we can
convey the information (seemingly) imparted by the time preference rate language? That
is, is there any way we can have our cake (ease of expression) and eat it too (be able to
articulate this important distinction)?

Yes, there is. In order to see this, let us once again resort to the analogous case we
have been utilizing. How can we easily distinguish between those who like red shirts
more than blue ones, and those with inverse tastes? Why, simply by saying that there are
some people who favor red shirts to blue ones, and others who exhibit the opposite
preferences. Rates need not enter the picture at all. Just as there is no rate at which shirts
are chosen vis a vis one another, there is also no rate at which some are present oriented,
and others future oriented. But jettisoning rate or cardinal language does not leave us
tongue-tied either.

Conclusion

It may be thought that the present authors have no more than a verbal dispute with
the “mainstream Austrian economists”® view on this matter. After all, our intellectual
opponents might state that they fully agree with us, but merely use different words to
convey the same identical message. All they mean, they might say, by a time preference
rate is what we mean by time preferences. Against this, we conclude with two points.
First, the people we criticize are extraordinary wordsmiths, whether writing in their
native tongues or not. For them to make this linguistic error, some of them time and time
again, indicates that there is more than a verbal dispute separating us. Second, a necessary
but of course not sufficient condition for economics attaining the scientific status of a
chemistry or a physics or a mathematics is to use some care in terminology. There is
certainly more homogeneity of language in these disciplines than in the dismal science.
You don’t find, for example, a physicist using the same words or phrases to convey mass,

¥ We cannot help but admit that we very much like that particular phrase.
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or weight or work or power. The plain fact of the matter is that there is no such thing in
Austrian economics as a time preference rate. There is only time preference. And, not to
insist upon clarity in this matter is to needlessly reduce the scientific status of our calling.
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