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' and wheat, or between the day’s labour spent on buildin

Fax:816-235-5531

. being, in the minds of those making it, one between rea thil ¥

= . . ;
Money, .m.ﬁ.w is to say, is employed, but is. treated as being
| some. sefise’ nesitral.” B P .. .-
; .ﬂ-ﬁﬁ%&ﬁaﬁ is not the distinction which T have ir
-when I say that we lack a monetary theory of productior

= ._umwﬁmma. transactions in ‘real things and real assets and do

7 allow it to enter into motives or decisions, might be called
| want of a better name—a reai-exchange economy. The ;
w which | mmmm.u._mnuﬁ would deal, in contradistinction to h 3
jan economy in which money plays a part of its own and affcg
Imotives and decisions and is, in short, one of the %nm.

B | |
. - ) - TOWARDS THE GENERAL THEORY
Hed, cither in the fong period or in the shiort, without 2-
eilgge of the behaviour of money between the first state and
44 And it is this which we ought to mean when we speak of
'y 60RO : - S
7y rreatises oo the principles of economics are concerned
‘ ; {ly, if not entizely, with a ma&%ﬁrﬁmmm economy; and—
From De i ] o 51 - TIOTE culiar—the same ing is- j0-largely irue of-

: %MH wwmqnmw“m%ﬂﬂ%&ﬁh% Konjunkiusforschang : Fastschriff 88 ‘ ‘reatises awmmﬁ theory of money. In particular, Matshall’s

A MONETARY . . T iples of Economics 18 ﬁﬁo&ﬂ concerned with 2 real-

- THEORY OF PRODUCTION . ge eConomy; and so, 1 think, isby far the greater part of

In my opinion the main reason why the _uwcm_HnE of E.H“.mmm i :seq of Professor Pigou—10 name those English works

unsolved, or at any rate why this theory is so unsatisfactory. is hich I have been brought up ‘and with which I am most

be found in the Jack of what might be termed a E%&ﬁ.wﬁw‘ﬂmu. jiar. But the same thing is also™ true of the - dominant
of production. e - L rematic treatises in other Ianguages and countries.

The distinction which is normally made between a bart yrshall expressly states (Prinsiples, PD- 61, 62) that he is
CCONOmY m.mﬁ_ a morietary economy depends wpon the emplo with relative exchange values. The proposition that the
nient om.. money as a convenient means of effecting exchinges s of 2 ton of lead and a ton of tnare £15and £go means no
as-an_instrument of great convenience, but transitoryzand sre to him in this context shan that the value of a ton of tin in

nentral in its effect. It is regarded as a mere Tink between clofh: ms &. _mmnw is A_M“H tons Mwwcwm Mﬁ_ Mhﬂ;ﬁwmﬂ of wwwﬂ. mwwu.mﬂ
d ropositions)- “We may throughout volume’, he explams,

eglect possible changes in the general purchasing power of
oney. Thus the price of anything will be taken as representative
f its exchange value relatively to things in general’ (my italics}
¢ quotes Cournot tq the effect that ‘we get the same sort of

PREPARATION

MEMMM&_MMM MM m&.ﬂmﬁ.ﬁﬂw theory of production seems to m.ﬁqm pliyed "
ImpoLiat ring 1932-3 in Keynes’s-mevement fro i the Tron i
_.”M the ﬂ“ﬁwmh Theory. Keynes. himielf certainly made M%M:Mm&mwmﬂﬂmﬁa
idea when in [ate 1052 he deveted his contribution to a Festschrifi f w o
A, Spiethoff to the subject. or Plofess
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cance and the day’s labour spent on harvesting the crop. It
supposed to affect the essential nature of the transaction f

ey

or to modify the motives and decisions of the parties

“niform purchasing . power by which to measure value, tht

economy, which uses money but uses it merely as a peutral Jif
sometimes before and som

- Fs:
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factors in the situation, so that the course of events cannot

408
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savenience from assuming the existence of a standard of

tronomers do.by assuming that there is a “ mean sun” whidh -
rosses the meridian at uniform intervals, so that the clock can
keep pace with it; whereas the actual sun crosses the meridiam
etimes after noon as shown by the
dock’. In short, though money s present and is made use of for
convenjence, it may be considered 10 cancel out for the purposes
of tost of the general conclusions of the Principles. Or if we wrn
to the writings of Professor Pigou, the assumptions of a re~
exchange econommy appear most characteristically in his takingas

“NOTICE: Thls material may be _uam.m&mﬁ_..
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. . PREPARATION ‘
bis normal case that in which the shape of the supply schegyg,
of mem._. 1 terms of real wages is virtually independen | w‘
G—Ebmdm 1t the valge of money, : i ‘ 0

H_um_m?ﬂ.mmunn between the real-exchange economicg and :
desired monetary cconomics is, however, most marked EM :
perhaps most impottant wheg we-come to the discyss o, ich our minds are deeply impregnated, though a valuable
rate of inferest and to the relation between the setion in itself and perfectly valid as an intellectnal con-
~and the amount of expenditure. . o ‘ on, i 4 singularly blunt weapon for dealing with the

Everyone would, of course, agree that it i plem of boems and depressions. Por it has assumed away the

. ‘matter under investigation, . :

ven if the above is in some respects an overstatement, it
ains, I believe, the clue to our difficulties. This is not the
.thing as to say that the problem of booms and depressions
urely ‘monetary problem. For this statement is generally
ne to iniply that a complete solution is to be found in banking
cy. I am saying that booms and depressions are phenomens
lizr to an economy in which—in-some significant sense
ich I am not attempting to define precisely in this place—
pney is not neufral. . .
Accordingly T believe that the next task is to work out in some
itail 2 monetary theory of production, to supplement the real-
change theories which we already possess. At any rate that is

task on which I am now occupying myself, in some confidence
it T am not wisting my time.

. TOWARDS THE GENERAL THEORY ‘
nwhich this is assumed in—again to take this book as a
‘example—Marshall’s  Principles of Economics, are, I
precisely the stmne as those which will insure that crises
geenr. 1E this is true, the real-exchange etonomics, on
most of us have been brought up and with the conclusions
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the ﬁmzn of money. Nevertheless it is my belief that the
reaching and in some respects findamental differences betweey
the conclusions of a monetary economy and those of the more;
simplified real~exchange economy have been m_..nmmw underest;
mated by the exponents of the traditional economics: with-th
result m.ﬁ_“ the machinery of thought with which qmﬁumwnwmm.
cconomics has equipped the minds of practitioners i the world'ofs

affairs, and also of economists themselves, has led'in practioe i
iy erroncous conclusions and policies. The idea thar je
comparatively easy to adapt the hypothetical conclusions o
H.mm_ Wage economics to the real world of monetary.econormicy i$4s
mstake, ﬁ 18 extraordinarily difficult to make the adaptation, ghdl
perhaps impossible without the aid of a- mmq&%nm theory:0
monetary econeinics. ‘ 2
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s heynes alse emphasised this complex of ideas when he entitled his course
el lectures in the Michaelmas teems of 193z and 1933 “The Monetary Theory
Production’, thus breaking with the title he had used since 192090, * The
Efuce Theory of Money”. Tn his first lecture under this new title on 1o Cetober
32, Keynes made it clear that this change of title did signify a change in
tude and that he was at the beginning of & new book.* .
The comments dealing with Keynes's Cambridge Fectures of E_uu.lﬁ_ depend heavily on
g1the notes of R. B, Bryce who attended the lectures in each of those years and has kindly
albivrod ws to consult his notes, The notes for 033 and 1934 ave supplemented by those

L3

AT B. Thring and D, &, Champemowne.
g . 41T

- One a.m the chief cauges of confusion lies in the fact tha H_,H
assumptions of the real-exchange economy have been racit, an
you will search treatises on real-exchange economics in vain fg
-+ any express statement of the simplifications introduced or waﬁm
. relationship of jts hypothetical conclusions to the facts of: th
.Han ﬁ_cmﬂ. We are not told what conditions have to be fulfillé
if money is’to be neutral, Nor is it easy to supply the gap. No
the conditions reguired for the ¢ neutrality’ of money, 1
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