A Monetary Theory of Production: Keynesand the I nstitutionalists
DILLARD, DUDLEY

Jourzr%asl of Economic Issues (pre-1986); Jun 1980; 14, 000002; ABI/INFORM Global
pg.

JOURNAIL OF ECONOMIC ISSUES
Je Vol. X1V  No.2 June 1980

A. Monetary Theory of Production:
Keynes and the Institutionalists

Dudley Dillard

During the past century, perhaps the two most powerful minds devoted
to cconomics have been those of Thorstein Veblen and John Maynard
Keynes. One can hardly imagine two men with greater differences in
family backgr >und, personality, life-style, methodological orientation, and
worldly success. Yet, 1 find their fundamental cconomic ideas basically
similar. This .urprising similarity may be explained on grounds that both
men were act te and realistic assessors of modern cconomic institutions,
and their respective theories reflect a common, underlying insight into the
role of moncey in those institutions. Both had what may be called a Monc-
tary Theory ¢ f Production. By this I mean that cach viewed moncey as the
strategic insti ution of modern «a ism and the chief impediment to full
production and full employment advanced industrial socicties, which
would be cajable of inordinate production if freed from the fetters of
monetary anc financial institutions. This findiag should prove uscful as a
step toward iitegrating their id nto a realistic theory of modern cap-
italism. A possible outcome might be a macrocconomic theory of institu-
tional ccononiics.

A great faalt of mainstrcam cconomics, beginning with Adam Smith,
has been exo-cising money from the theory of production; indeed, from
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256 Dudley Dillard

economic theory generally. In repudiating mercantilism root and branch,
Smith relegated moncy to the role of “the great wheel of circulation.”!
David Hume conceded even less, maintaining that money is merely the
greasc that lubricates the wheel of circulation. In post-Smithian cconomics,
money plays a role as a measure o” value (David Ricardo), as a medium
of circulation (J. S. Mill), and as a mecasurc of the strength of cconomic
motives (Alfred Marshall), but the core of classical and necoclassical cco-
nomic thecory has been the economics of ncutral money. Like God in
Unitarian theology, moncy is there, but it does not do very much. This is
ironical because capitalism is above all a monctary cconomy, yet it was
presumed to behave as were a barter cconomy.

General acceptance of Say’s Law of markets—that products arc cx-
changed for products—reinforced the antimercantilism of carly classicism
and placed money cven more securcly outside the citadel of economic
theory. Since the uscfulness of economic theory depends in no small part
on the realism of its abstractions, it is a great fault of mainstrcam cco-
nomics to have abstracted away what is most vital to the operation of the
capitalistic cconomy in which we actually live. Monetary theories of pro-
duction do not include monctarism, although monctarism has the virtue
of giving money an important place in economic theory. From the view-
point of production, however, moncy matters more to Marx, Veblen, and
Keynes than it doces to Milton Friedman.

My hypothesis that what Keynes called a Monctary Theory of Pro-
duction may also be used logically to describe the cconomics of Thorstein
Veblen, Wesley Mitchell, Clarence Ayres, and perhaps other institutional-
ists. Attention will be given specifically to Veblen’s Theory of Busine
Enterprisc and more bricfly to Mitchell’s Moncy Economy.

Keynes's Monetary Theory of Production

Keynes’s lifelong preoccupation with money as an intellectual subject is
well known and need not be repeated here.? He began his carcer as a fairly
convcnlmn 1l neoclassical ecconomist with a specialty in monctary theory.

s’s transition from the traditional monctary theory of price levels
h Treatise on Money (1930). A dramatic shift occurred in the
autumn of 1932, when he changed the title of his course of lectures at
Cambridge University from “The Pure Theory of Moncy” to “The Mone-
tary Theory of Production.”* The new Monctary Theory of Production
was succinctly stated in Keynes’s essay in a Festschrift in honor of Arthur
Spicthoff in 1933. In the concluding | graph of that cssay, Kcynes
wrote: “Accordingly T believe that the next task is to work out in some
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dctail a monet: ry theory of productior, . . . that is the task on which T am
now occupying; mysclf, in some confidence that I am not wasting my
time.”™ His lec ures contain references to the “realization” problem, that
is, the problen of sclling real output for money in order to “realize” its
value.® In the l:ctures, he used Marx’s “general formula for capital,” M—
C—M".% M—C is the use of moncy capital to purchasc working capital
and the hiring of labor for producing rcal output (C). C—M’ is the sale
of rcal output for money in an amount in excess of the initial money capi-
tal (M) laid o1t for the output. The difference between M and M’ is the
profit realized {rom the buying and sclling transaction. Keynes’s use of
M—C—M’ is extremely significant for the thesis of this article because
it indicates recognition, at the level of theory, that under capitalism the
objective of business firms is to make moncy. Everyonc knows this, but
few theories give it conceptual recognition.

The outcome of Keynes’s self-assigned task of working out a Monetary
Thcory of Pro luction was The General Theory of Employment, Interest
and Money (1936). While the book docs not carry the same title as the
Iectures from which the ideas emerged, the notion of a Monctary Theory
of Production servades General Theory. In the title of the book, Employ-
ment is the su-rogate for production, and the noun Money replaces the
adjective Monetary of the lectures. In the Preface Keynes tells how his
thinking chanjied from the traditional view toward “pushing monctary
theory back to becoming u theory of output as a whole.”” In the same para-
graph, he refe s to the existing order as a “monctary cconomy.” In the
text, in distin juishing microcconomics from macrocconomics, Keynes
states: “But as soon as we pass to the problem of what dctermines output
and employment as a whole, we require the complete theory of a Monetary
Economy.”®

Keynes’s m icrocconomics is usually referred to as a thcory of output
and ecmploymcnt. From a substantive point of view, Keynes might as well
have used the word production or output in place of employment in the
title. Onc may speculate that Keynes, as a master of salesmanship and per-
suasion, chosc the latter in order to focus more dircctly on the pressing
human issuc of unecmployment. In any event, the change in title from the
lectures to the book should not causc us to lose sight of the fact that the
book is a Mon :tary Theory of Production.

Chapter 17. “The Essential Propertics of Interest and Money,” provides
the best guide ‘o understanding Keynes’s Monetary Theory of Production.
This chapter attempts to gencralize interest theory (own-rates) to all
assets in order to highlight why the own-rate of interest on money “rules
the roost,”® uind why it therefore has “predominating practical impor-
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tance.”!' As the highest of all own-rates of interest, the moncy rate is
strategic in impeding new investment and leads thereby to involuntary un-
employment of labor. This is Keynes's ultimate explanation of why the
mecans of production are withheld from labor as a normal condition in a
money-making cconomy. In conjunction with unfavorable expectations
about an uncertain future, owners of the means of production prefer to
lcave some of the plants idle rather than operate them. Full employment
is not profitable in circumstances that arc characteristic of twenticth-
century capitalism.

The properties of money that account for its singular importance in-
clude its high liquidity premium, its low carrying cost, and its zcro or
negligible rates of production and substitution. Among all asscts, money
has the special property of having a liquidity premium most in cxcess of
its carrying cost. This high premium arises from the sccurity and con-
venience which the power of disposal over money gives to its owner. As
the most liquid of all assets, money can be used in exchange for other
assets more readily than other assets can be used in exchange for money.
This is but another way of saying that it is casier to buy with money than
to scll for money. The liquidity preference for money is enhanced by its
being the standard of value in terms of which contracts are fixed and wages
are usually paid. The high liquidity premium for money in conjunction
with its low carrying cost renders it a very special form of wealth. Elsc-
where, T have interpreted Keynes’s views of its special properties to mean
that money is unlike any other assct because it is the socially recognized
form of private wealth. The value of “rea!” output of a private producer
is not ‘“real-ized” until it is sold for moncy. Somewhat paradoxically,
money is recal wealth to the business firm; it makes money only by selling
real output for money. The paradox is not resolved by invoking Say’s Law
that if all business firms produce just the right products, involuntary un-
employment will disappear. Given its command over all forms of wealth,
the utility of moncy to individuals falls less rapidly than the utility of any
specific form of wealth. The *sticky™ price (interest) of moncy scts up
barriers to investment and, through the multiplier in Keynes’s theory, pre-
vents the attainment of full employment.'2

Some critics of Keynes have attributed his involuntary unemployment
to sticky wage rates rather than to sticky interest rates growing out of the
essential properties of money and interest. Keynes’s position is that the
propertics of moncey and interest cause money wages to be sticky. Low
clasticitics of production and substitution give rise to expectations that the
value of money will change relatively little: therefore, wage contracts fixed
in terms of money will be expected to be relatively sticky.'® Hence, it is not
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correct to argic, as is commonly done, that Keynes’s system would reach
cquilibrium oaly at full employment if wages and prices were perfectly
flexible. The logic of Keynes’s general theory finds the explanation of un-
cmployment i1 the money market, not in the labor market.

Moncy ma: be viewed as an institutional monopoly. Monopoly means
control over supply. The zero or negligible clasticity of production and
substitution of money means that when the demand for moncy increases,
more money cannot be produced—as in the case of almost all other assets
and the prize (interest rate) will rise. When the price of money (inter-
est rate) riscs and presents an alternative preferable to producing new
capital assets (investment) or to utilizing existing capital cts, employ-
ment of labor will decline. Society is dependent for its employment and
output on the¢ moncy-makers, or potential money-makers, placing their
privately owned, ronpersonal means of production at the disposal of
workers. Thus, the properties of money and interest lead in sorne circum-
stances to denying workers access to the nonpersonal means of production.
This is a corcllary of Keynes’s important conclusion that, in the absence
of money, or >f any other assct with the properties of money, own-rates of
interest will r zach cquilibrium only at full employment.**

If if were possible to have an economy without the properties of money
in a private-ownership cconomy, the chicf obstacle to full employment
would disapp:ar. This is a way of looking at Keynes’s solution to the un-
cmployment sroblem—cither create a nonmonctary cconomy or devise a
program that will offsct the consequences of the properties of money in a
private enterprise cconomy. Compensatory fiscal policy, which is Keynes’s
chiel recommendation associated with General Theory, is an offsct policy,
that is, it supgests compensating in the public sector for the deficiencies
of effective demand in the private scctor. If polllncal and economic clr»
cumstances render compensatory fiscal policy unsatisf: y. for F
by associatio with chronic inflation, then a more basic solution would be
to create a nc nmonetary cconomy. Such an economy does not mean only
a barter ecconomy. It can also mean a socialist economy, which, although
it uses moncy a medium of circulation, removes the monetary incentive
to witho!d thc means of production.

Veblen's Theory of Business Enterprise

Throughout Thorstein Veblen’s writings runs the dichotomy between
industrial and pecuniary employments, that is, between making goods and
g mon:y. Veblen’s most systematic treatise on principles of cco-
., The Theory of Business Enterprise, is essentially an extension of

nomic:
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an carlier paper, “Industrial and Pecuniary Employments,” prepared in
1900 for presentation at the annual meeting of the American Economic
Association. Frank Taussig suggested that Veblen be asked to give a paper
on a ‘“theoretic subject” that would summarize Vceblen’s conclusions
about economics.!™ To be noted is that Veblen’s paper was prepared spe-
cifically for professional economists. The Theory of Business Enterprise,
which grew out of this paper, is likewise addressed to the “gild of econ-
omists,”!* in the same spirit that Keynes addressed General Theory to his
“fellow cconomists.”!?

The pervasive theme of Business Enterprise is that the modern business-
man and his interest in making moncy dominate the industrial process,
which is concerncd with making goods. One cxpression of this central
theme appears in chapter 3, “Business Enterprise”:

The pm(luclion of goods and servis

is carricd on for gain, and the output
men with a view to gain. Commonly

ss, the ga come from this output of good:
ale of th mllpm the business man in industry “realize:
gains. To “realize” means 10 convert salable goods into money values. The
sale is the last step in the process and the end of the business man’s en-
deavor. When he has disposed of the output, and so has converted his hold-
ings of consumable articles into money values, his gains are as ncarly
secure and definitive as the circumstances of modern life admit. Tt is
terms of price that he keeps his accounts, and in the same terms he com-
putes his output of products. The vital point of production with him is the
vendibility of the output, its convertibility into money values, and not its
serviceability for the needs of mankind.'™®

This passage contains the essentials of a monctary theory of production.
Under the systern of business enterprise, goods are produced for the pur-
pose of being sold in order to realize profits in money terms. Service to
the community is incidental and subordinate to moneymaking. Produc-
tion is “monetary” in that realization of money gains is the objective, the
motivation, of the process. Balance sheets and profit-and-loss statements
are kept in monetary terms and are the documents that determine the suc-
cess or failure of the business transactions. The terms on which real out-
put are converted into money represent the price and largely determine the
profit of the transaction. All th nple but fundamental.

If we pass from Veblen’s 1904 Theory of Business Enterprise to his
later writings, we find the same theme of the dominant role of moncymak-
ing in the capitalist cconomy. In Vested Interests and the Common Man
(1919), Veblen states: “The business man’s place in the cconomy of
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nature is to ‘riake moncy,” not to produce goods.”'® He continues: “The
production ol goods is a mechanical process, incidental to the making of
money; whereas the making of money is a pecuniary operation. The busi-
ness men mak ¢ use of the mechanical appliances and powers of the indus-
trial system, t-ut they make a pecuniary use of them.”” In an introduction
to a volume >f Veblen’s sclected writings, Wesley Mitchell paraphrases
Veblen’s gencral view: “We make goods in order t> make money. Veblen
never tires of expounding that central paradox and of dcvcloping its
conscquences.”’#!

Onc of the conscquences is that serviccability to the community has
dcteriorated n the age of mass production. When small-scale industry
prevailed, the divergence of interests between producers and consumers
was limited by closc personal relations. Craftsmanship under small-scale
production gave vent to Veblen’s instinct of workmanship. In contrast,
under the reg me of large-scale enterprise, in which relations between pro-
ducers and cc nsumers are remote and impersonal, “busincss management
has a chance o procced on a temperate and sagacious calculation of profit
s, untioubled by sentimental considerations of human kindness or
n or ¢f honesty. The general rule of business is to charge what
the traflic wil bear. Monopolistic pricing becomes pervasive in the cra of
large-scale er terprise. Veblen cites Richard T. Ely: “But it is very doubt-
ful if there are any successful business ventures within the range of the
modern industries from which the monopoly clement is wholly absent.”%

Since the conversion of rcal output into moncy on terms favorable to
business is frcquently difficult, systematic advertising i cmplnycd to estab-
lish and to pe-petuate “a monopoly to custom and prestige.”** Advertising

adds to the cost to be covered in the sclling price, even though it does not
add to the se

cability of the product, except incidentally and uninten-
tionally.2® Advertising, if successful, gives vendibility, which is used in
making moncy even though it has no utility to the buycr.

Veblen ridiculed the classical view that moncey is mercly a medium of
circulation, used because it is more cfficient than barter. In a long footnote
in Business Fnterprise, he refers to Smith’s characterization of money as
the “great wheel of circulation™ and to the related notion that “the end of
all purchases and salc [is] consumable goods, not money values.”*% Veblen
dismisses the position that production is for consumption in these words:
“Within the ringe of business transactions this ulterior end [consumption]
docs not nec rily come into view, at lcast not as a mative that guides
the transacticns from day to day. The matter is not so conceived in busi-
ness transact ons, it does not so appear on the face of the negotiable in-
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struments, it is not in this manner that the money unit enters into the ruling
habits of thought of business men.”*7 Veblen’s repudiation of this notion
has as its corollary the idea that production is for moneymaking. In busi-
ness transactions, the bottom line is always expressed in moncy values.

Veblen's Theory of
Unemployment and Business Cycles

Chronic unemployment is a normal condition in Veblen’s theory of
ess enterprisc. Unemployment results from the application of busi-
s principles and concerns industry only because “industry is managed
business footing.”** Fluctuations in cconomic activity arc strictly
business cycles; it would be a misnomer to refer to them as industrial
fluctuations.

Veblen’s ideas about unemployment and business cycles parallel those
of Keynes not only in general but also in specific ways. Keynes’s marginal
cfficicncy of capital is the key concept in his explanation of business cycles.
This rate of return on capital assets fluctuates in respons: to changing cx-
pectations about the terms on which real outpui can b2 converted into
money in an uncertain future. Linkage between the present and the future
is through durable cdplml assets. In Keynes’s analysis, loag-term expecta-
tions concerning future yiclds from these capital assets rest on a very pre-
carious basis and arc therefore subject to sudden charges. In Veblen’s
case, also, changing cxpm.mlmns about futurc profits : re the chief dis-
ruptive force leading to crises and depressions, Unstab’c profit expecta-
tions cause frequent changes in the capitalized values of business firms.
When the change in profit expectation is drastic, arising, for example, from
the failure of a major banking house, massive liquidation occurs and may
throw the cconomy into a crisis or panic of the type that characterized
nincteenth-century capitalism. Before recovery from such crises can get
under way, business firms must be liquidated. Bankruptey and liqui
restore a kind of equilibrium to the izations that have been distorted
by the preceding speculation.*® Credit plays a large role, and the shrink-
ages occasioned by the crises are pecuniary and do not significantly reduce
the industrial capacity to produce. Veblen anticipates Keynes on the not
unimportant point that the expectation of a future fall in the rate of inter-
est will lower the schedule of the marginal efficiency of capital and depress
current activity. Equipment produced today will have to compete, over
part of its life in the future, with equipment that will expect to earn a lower
rate of return.®”

Although Veblen does not have the formal concept of a schedule of the

bu
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marginal cfliciency of capital, his theory does share with Keynes’s the in-
stability of prospective earnings (profits). Keynes operates with a formal
schedule, but his emphasis on uncertainty, speculation, and instability
makes mincemeat of the notion of a schedule that in any sense resembles
a marginal p1oductivity curve. In the appraisal of capital values as reflected
in prices on tac stock exchange, Keynes made a distinction between enter-
prisc and speculation and suggests that the latter swamps the former. Real
investments in capital assets are made not so much as a result of mathema-
tical caleulat ons of yields over the whole life of the assets as on a basis of
spontancous optimism, an urge t¢ action rather than inaction, of animal
spirits.* Surely Veblen would have relished Keynes's statement that
“speculators may do no harm as bubbles on a steady stream of enterprise.
But the position is serious when enterprise becomes the bubble on a whirl-
pool of specilation. When the capital development of a country becomes
a by-product of the activities of a casino, the job is likely to be ill-done.”*
Keynes concludes this chapter on long-term expectations with one of his
ificant pronouncements for po lc future policy, pointing to-
ward socializ ation of investment: “I expect to see the State, which is in a
position to calculate the marginal efficiency of capital-goods on long views
and on the basis of the gencral social advantage, taking an ever greater
responsibilit / for directly organizing investment; since it seems likely that
the fluctuations in the market estimation of the marginal efficiency of dif-
ferent types of capital, calculated on the principles I have described above,
will be too reat to be offset by any practicable changes in the rate of
interest,” %

Interest as a Monetary Phenomenon

Veblen's cxplanation of interest, as does Keynes’s, runs in purcly mone-
tary (pecun ary) terms. This view clearly stated in Veblen’s review
article of Irving Fisher’s Rate of Interest.’ Fisher for trying
to explain in:crest in nonmonetary terms, such as marginal utility and time
preference. Interest to Veblen is a by-product of the mature development
of the institt tions of property and of business enterprisc. “The rate of in-
terest is onc of the phenomena involved in this business traffic, and its
theoretical ¢xplanation must run in ter
money.” In another passage, Veblen writes: “Interest is rated in money
and paid with a view to a money gain.”™* This stress on interest as a mone-
tary phenon enon illustrates another similarity to Keynes and is consistent
with the ide: that Veblen's overall economic thcory may appropriatcly be
called a Monctary Theory of Production.*
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Wesley Mitchell's Money Economy

Weslcy Mitchell is, of course, best known for his monumental work on
business cycles. He was a sclf-professed institutional cconomist. During
the period between the two world wars, Mitchell was widely acclaimed as
Amcrica’s lecading economist, and in 1947 the American Economic Asso-
ciation awarded him the first Francis A. Walker Medal as the outstanding
living senior cconomist in the United States.

What is more important for my present purpose, and what is probably
Iess well known, is that Mitchell viewed business cycles as a special aspect
of his larger vision of a Moncy Economy. At the age of 37, in an auto-
biographical letter to his future wife, Lucy Sprague, Mitchell wrote of his
“decision to work out the subject of ‘Business Cycles’ as a Vorarbeit of the
‘Moncy Economy.’ 7#%

Mitchell’s earlier decision to write a magnin opus on the Money Econ-
omy was, no doubt, influenced by Veblen, who had been one of his teach-
ers in graduate study at Chicago. In his early yecars, Mitchell published
two large books on the history of greenbacks and the related problems of
gold, prices, and wages. Early in 1907, when he was a member of the
faculty at Berkeley, Mitchell completed and revised several chapters of the
Monecy Economy, and for several ycars t was his major rescarch and
writing project. In 1911, when he decided to do the Vorarbeit on business
cycles, he set aside the “pile of manuscript” on the Moncy Economy. In
the cvent Mitchell devoted the remainder of his long carcer to the study
of business cycles and did not return to the manuscript on the Moncy
Economy.

Even though the Moncy Economy volume was never completed. it pro-
vided a gencral framework within which Mitchell did much of his subsec-
quent thinking and writing. To Lucy Sprague he wrote: “Business Cycles
is part and parcel of the Moncy Economy.”* Among the by-products of
the Moncy Economy is a scries of articles, including “The Rationality
of Economic Activity” (1911), *“The Backward Art of Spending Money™
(1912), “The Role of Money in Economic Theory” (1916), “Making
Goods and Making Money” (1922), and “The Role of Moncy in Eco-
nomic History” (1944). In deciding whether to remain on the faculty at
Berkeley or move to Columbia, Harvard, Yale, Chicago, or Corncll,
Mitchell chose Columbia in order to be in New York City, where he could
observe at first hand the financial center of the moncey cconomy.*®

In a succession of books, Mitchell continued to view business cycles as
a product of a money cconomy. For example, chapter 2 of Business
Cycles (1927), “The Problem and Its Sctting,” spells out the connection
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between business cycles and making and spending money.*! Cycles arc
properly callzd business cycles because they are a special product of busi-
ness enterprises engaged in the pursuit of profit by making goods in order
to make money.

Clearly, Nitchell’s analysis of business cycles, as well as the monctary
sctting, take it piration from Veblen, especially chapter 12 of Theory
of Business .Znterprise. Throughout his career, Mitchell remained an ad-
mirer and detfender of Veblen. Nevertheless, the methods they used in their
explorations of business cycles differed radically. Veblen’s approach was
qualitative ¢nd speculative; Mitchell’s was quantitative and statistical.
Early in his :arcer, Mitchell expressed wonderment at Veblen's ability to
reach correct conclusions concerning business cycles: “The rcal wonder
is, however, how Veblen divined the facts without ascertaining them.”#2
Institutional cconomics, if we are to judge by the cases of Mitchell and
Veblen, allo »s for quite different methods of cconomic inquiry. Keynes’s
method falls somewhere in between—much less empirical and statistical
than Mitche I’s, but more formal than Veblen’s. Differences in method,
however, did not preclude common inquiry into a Monctary Theory of
Production.

Elements of a Monctary Theory of Production

A Monet: ry Theory of Production is one in which money plays a cen-
tral and indispensable role in explaining the process of production. It is
the appropr atc theory of production for a monctary economy such as
capitalism. Moncy is so central to the determination of output that it
might be represented as an institutional factor in the functional relation
between factors of production and output. Thus:

O =F (L, K,M),

in which O r:presents output or production as a whole, L represents labor,
K represents capital assets, and M represents the institutional process for
realizing the value of real output in money.

Monetary production means producing and realizing moncy values.
The central problem of a monctary economy, to be reflected in a theory
about it, is the rcalization of the value of real output (goods and services)
in moncy teims; that is, the conversion of real output into money; that is,
sclling the p ‘oduct for money. A Monctary Theory of Production may be
viewed as a 1ype of institutional cconomics because it takes account of the
way in which the institution of money capital affects the behavior of busi-
ness firms and of the cconomy as a whole. As institutional economics, it
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contrasts with the universa
nomics makes pretention

The task of a Monctary Theory of Production is to conceptualize a
process which begins with money capital; this is used to purchase mate-
rials, capital equipment, and labor: these factors arc converted into a
product, which is offered for sale; the sale is a private exchange in which
ownership passes from the producer to a buyer. Monctary production
doces not end with the creation of real output, but only with the conversion
of real output into money.

A Monctary Theory of Production is a theory of production and as
such differs from a theory about price levels, such as the quantity thcory
of money. Its concern is with money as money capital and not with money
as a medium of exchange. It views money as an institution, as a spccial
form of property within a specific type of cconomic system. Veblen’s
theory of business enterprise is a Monetary Theory of Production because
it cxplains the process by which goods and scrvices get produced in a
system in which the producers aspire to make moncy.

Production functions for nonmonctary cconomics should not include
money as one of the prime determinants of output. Nonmonetary ccon-
omies may include in their production functions some other strategic in-
stitutional element, in addition to personal (labor) and nonpcrsonal
(capital asscts) mcans of production. Examples of nonmonctary ccon-
omices include feudalism and socialism, as well as simple barter cconomies.
Although used in a feudal socicty, money ategic to its functioning,
as in the case of capitalism. In a fully collectivized economy, production
directly for consumption, in the legal and institutionalist sense, and
hence money ¢ s as a medium of exchange but not as money capital.
The rules according to which collectively produced goods are distributed
among the comrades may and probably will involve the use of moncy,
but only in its role as a medium of exchange. Adam Smith might want to
play with his great wheel of circulation in a nonmonctary cconomy.
nstream economics, beginning with Smith, is more relevant to non-
monctary cconomics than to capitalism. There is truth in the quip that if
one wishes to learn about capitalism, read Marx; if onc wishes to lecarn
about socialism, read Marshall.

On a practical level, it is diflicult to comprehend how any socicty could
tolerate involuntary unemployment of people able and willing to work.
Labor is a social overhead cost, and unless socicty is willing to permit the
unemployed to starve to death, it always pays society to put laborers to
work as long as they produce anything more than nothing. Unemployment
of labor has no rational cconomic ba: for cxistence in a nonmonctary

st type of analysis to which mainstrcam cco-
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economy, or in onc which behaves as if it were a nonmonctary economy.
The policy question in contemporary capitalism if there is failure of com-
pensatory fiszal policy-—because of high inflation—is whether there is
some other way to climinate involuntary unemployment short of socialism.
Presumably, the possibility exists within the democratic process for mak-
ing corporatc capitalism responsive and responsible to the public interest.
This is a large issue and cannot be discussed here.

Dichotomy bctween Industry and Finance

Keyn categorics, Tndustry and Finance, are cognates of Veblen’s
Industrial and Pccuniary Employments. In Treatise on Money, Keynes
definces his te'ms as follows:

By Industr we mean the business of maintaining the normal process of
cirrent output, distribution and exchange and paying the factors of pro-
duction thcir incomes for the various duties which they perform from the
first beginning of production to the final satisfaction of the consumer. By
Finanee, ou the other hand, we mean the business of holding and exchang-
i istin ; titles to wealth (other than exchanges resulting from the
atidn of industry), including Stock Exchange and Money Market
transactions, speculation and the process of conveying current savings and
profits into the hands of entrepreneurs

Industry :nd Finance in this sensc are related to the Industrial Circu-
lation and tic Financial Circulation, respectively. These categorics of
Treatise cvo ve, in General Theory, into money held for transactions and
i (M,) and money held for speculative purposes
(M.). These categories arc manifestations in Keynes’s formal theory of a
lifelong antipathy toward finance and sympathy for industry. Throughout
his carcer, K :ynes remained critical of speculation, the gold standard, pol-
icies of the Bank of England, and rentiers, or absentee owners. This is only
to show in the casc of Keynes what is true of economists gencrally, namely,
that their th:ories tend to reflect their basic moral valucs. Reference is
made below to some of the moral sentiments behind Keynes’s distaste for
moncymakir g for its own sake, with the suggestion that he and Veblen
had somecthing in common in this respect.

Macroeconoinics in Keynes and Veblen

Finance i1 Keynes’s dichotomy enters his theorctical system through
the rate of interest, which is a purcly monctary phenomenon. Industry
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enters Keynes’s system through the marginal cfficiency of capital, which
is the rate of return on real capital assets. The dircction of cause and cffect
runs mainly from the rate of interest determining the level to which the
marginal cfficiency of capital will fail, and not the other way round.
Together, these bring investment to a halt short of the volume nceded for
full employment. Note has been taken of parallel concepts in Veblen: a
purely monctary rate of interest, and a thcory of profits and capitaliza-
tion of the valuc of assets comparable to, although by no means identical
with, Keynes’s schedule of the marginal efliciency of capital.

One great virtue in Veblen, lacking in Keynes, is the emphasis given
technology. He accounts for the chronic depressions beginning in the
1870s in terms of the relatively new technology of mass production. This
constantly lowers the expected profits of old capital asscts and tends to
crode profits generally. Technological change has room to operate within
Keynes’s theoretical schema, but it is not brought explicitly into the pic-
ture. In Veblen’s theory, the response of business was to form trusts and
other types of combinations to offsct destructive competition induced by
the new technology. Output is reduced below the potential, and prices arc
maintained or boosted to profitable levels. Full employment was not
profituble under the conditions that have come to prevail in the age of
mass production. Veblen uses the phrasc “conscientious withdrawal of
efliciency” to denote the business practice of restraining industrial output
in order to obtain higher prices and preserve profits for moncymaking
producers. The social consequences of throwing workers out of employ-
ment and forcing consumers to pay higher prices arc incidental to the
pursuit of the business principle of making money.

Veblen envisions the chronic depression, as does Keynes, as taking
place within a sctting of uncqual distribution of incomc and a consequent
deficiency of effective demand. Veblen suggested that “wasteful expendi-
tures” can offsct some of that deficiency. On occasion, outside cvents,
such as the Spanish-American War or the discovery of gold in Alaska,
might throw the economy out of cquilibrium, that is, into a period of
prosperity.* The similarity between Keynes and Veblen on the notion
of enriching the community, on balance, by wastcful cxpenditures is
striking.1®

Overproduction has meaning to Veblen in relation to moncymaking
principles. It means “an cxcess of goods, or of the means of producing
them, above what is expedient on pecuniary grounds.”!® Overproduction
is excess of output “above what there is an effective demand for at prices
that will repay the cost of production of the goods and leave something
appreciable over as a profit.”*7 Overproduction does not mcan that the
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supply of const mable goods cxceeds the physical capacity or the desire
of the community to consume them. From the industrial side—as distin-
guished from the pecuniary—depression is a period of underproduction,
not of overproc uction. In summary, Veblen's theory highlights the frus-
tration of techrology under the constraints of business enterprisc dom-
inated by pecuriary values. This is the crux of his Monctary Theory of
Production, his Thcory of Busincss Enterprisc.

Keynes's Sympaihy for the Labor Theory of Value

Neither Veblen nor Keynes devotes much attention to the theory of
value, which occupied a central place in classical and neoclassical cco-
nomics. Howev :r, the notion that current output is kept artificially scarce
—so0 cxplicit in Veblen—is reflected in Keynes’s sympathy for the labor
theory of valuc. In General Theory he says: “I sympathize, therefore, with
the pre-classica doctrine that everything is produced by labor” and that
it is preferable t5 regard labor as “the sole factor of production.”* Capital
asscts that embady past labor, in Ricardo’s sease, are “kept scarce because
of the competition of the rate of interest on money.”™* Labor includes the
personal services of entreprencurs as a special form of skilled labor.

As a share in the distribution of income, Keynes’s interest (on money)
morc ncarly resembles Ricardo’s uncarned rent (on land) than it does
wages of labor. Interest, which Nassau Senior and later mainstream ccon-
omists tried so hard to justify as a reward for “abstinence” or “waiting,” is
cxcluded by Kcynes as a functional form of income. As the “sole factor
of production,” labor is the only functional recipient of income. In the
absence of a stizky rate of interest on money, Kcynu speculated that the
marginal eflicic 1cy of capital might fall to zero within one or two genera-
tions in advanccd industrial countries such as the United States.™ Whether
Keynes’s speculation on the potential saturation of capital asscis is fanci-
ful or meaningiul is less important to our purposc than what it significs
for Keynes’s view that interest on moncey leads to an artificial scarcity of
capital assets.

Keynes's Moral sentiments about Capitalism

Veblen and Keynes were philosophers as well as cconomists. Their
moral sentiments may help explain an cconomics that shows hostility to-
ward moneymaking, financial speculation, wide inequalities in wealth and
income, absentcc ownership, and renticrs.

When Keynes visited the Soviet Union in the mid-1920s, he was not
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very favorably impressed, but onc deep xmprc on is apparent from what
he wrote about the visit. In the new Ru: , he observed, “moncy-making
and money-accumulating cannot enter mm the life-calculations of a ra-
tional man who accepts the Soviet rule in the way in which they enter into
ours. A socicty of which this is even partially true is a tremendous innova-
tion.”"! In this respect, Keynes felt that what was happening in the Sovict
Union was more important Inl the future than anything occurring, for
example, in the United State:

For Western capitalism, Keynes accepted the widely held view that the
Protestant Reformation provided moral justification for capitalism when
it was young and struggling for a position in the sun. In these carly cen-
turies, capitalism was morally tolerable because the capitalist spirit and
the Protestant ethic were parts of a unificd philosophy of life, one part per-
taining to this carth, and the other to heaven. In recent times, however,
business and religion have been relegated to separate compartments, and
the moral justification for capitalism has been lost in the process. Keynes
wrote in 1925: “For modern capitalism is absolutely irreligious, without
internal union, without much public spirit, often, though not always, a
mere congerics of possessors and pursuers.”#

Most religions and most philosophics, Keynes wrote in 1926, “depre-
cate, to say the least of it, a way of life mainly influenced by considerations
of personal money profit.”*! He saw a grave moral problem for capitalism
growing out of the appeal to the money motive.’" As a practical person,
Keynes accepted the moneymaking businessman for the present, but he
looked forward to the time when moral values would be quite different,
when the traditional virtues would look upon the love of money as

In his essay, “Economic Possibilitics for Our Grandchildren,” Keynes
said of the future: “We shall be able to afford to dare to @ the money-
motive at its truc value. The love of money @ . will be
recognized for what it is, a somewhat disgusting morbidity.”3" These
strong sentiments against the love of moncey illustrate the moral values that
may help to explain, to some degree, Keynes’s formal concepts and cate-
gorics that arce intended to say that moncey is responsible for the major
shortcomings of contemporary capitalism.

Conclusion

The main thrust of this article has been to show that Keynes’s Monctary
Theory of Production has the same underlying theme as Veblen’s Theory
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of Business Enierprise. Both theorics contend that procuction and em-
ployment arc constrained becausc they arc left to depend on individual
decisions and actions designed to make money. I wish now to relate this
conclusion to a arger task of the cconomics profession, rewriting the prin-
ciples of ccononiics.

A complete f rinciples of economics should contain three parts: (1) a
theory of econcmic development, which for our cconomic system would
be a thecory of capitalist development; (2) macrocconomics; and (3)
microcconomic:.. Thorstein Veblen's economics is primarily of the first
type, a theory o’ cumulative change, with technology as the dynamic force,
which under the system of business enterprise is continualiy frustrated by
financial institw iol

Keynes, in founding modern macrocconomics, generated a revolution
in cconomic thzory. Although no one, to my knowledge, has claimed
Keynes as an it stitutional economist, his macrocconomics is compatible
with the institut onal approach. He has much to offer the macrocconomics
of institutional economic thcory. Morcover, macrocconomics would be
immenscly strengthened with an infusion of the economics of technology,
which is lacking in Keynes.

Nothing has been said here about microcconomics, but there is a wealth
of material, mcstly from the institutional camp, upon which to build a
theory of the lirge-scale corporate firm. The integration of micro- and
macrocconomics can be greatly facilitated within the framework of a
Monetary Theory of Production.

Conditions : re ripening for a new revolution in cconomic theory.
Discontent is widespread cven among our colleagues who teach conven-
tional courses i1 principles of economics from texts that seldom mention
institutional ccc nomics. More important in the long run, the general public
has lost faith it the ability of traditional economics to point the way of
escape from the present crisis in economic policy. Theory and policy must
march together and while the current trends are conservative, at least the
situation is fluid. We should be able to show in the light of growing con-
centration of cenglomerate industry and the ever-extending circumvention
of the market Ly business combinations that, as Adolph Lowe has said,
“a return to :unything resembling laissez-faire must bring about the
total breakdown of the system.”® We might even mount a campaign to
show that a return to la aire is “‘a subversive plot of revolutionary
Marxists.

For too long, Keynes’s ideas have been impounded in the 1S-LM dia-
gram. This rcvolutionary thinker is a hostage of those who believe
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Keynes’s destiny is to be part of a ncoclassical synthesis. The time has
come to free the hostage and make his theory part of a ncoinstitutional
synthesis.
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