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 ROY J. ROTHEIM

 Keynes' monetary theory

 of value (1933)

 I

 To understand my state of mind, however, you have to know that I be-
 lieve myself to be writing a book on economic theory which will largely
 revolutionize-not, I suppose, at once, but in the course of the next ten
 years-the way the world thinks about economic problems.

 It was in 1935 that this confession was offered by Keynes to
 G. B. Shaw. However, while the General Theory of Employment,
 Interest and Money (Keynes, 1936) became an instant success and
 the most famous economic treatise of the twentieth century, it is
 not evident, with forty-five years of hindsight, that the book sig-
 nificantly affected the way the world thinks about economic prob-
 lems. The economics profession responded to the General Theory
 by restating the old theory but casting it in new Keynesian termin-
 ology, to which Joan Robinson assigned the perjorative term
 Bastard Keynesianism (Robinson, 1965). Other than this "rewriting
 of the dictionary," Keynes' contribution was seen as the addition
 of a few limiting cases to the pre-Keynesian theory coupled with
 some interesting insights having little relation to the meaningful
 implications of the long-run equilibrium to which the economy
 gravitates. Take, for example, the following interpretations, by
 Hicks and then by Clower:

 In a world where the interest-mechanism can always operate-where the

 The author is Assistant Professor of Economics at Skidmore College. He
 would like to thank Paul Davidson, Hyman Minsky, Donald Moggridge, and
 William Thweatt for helpful comments. Technical assistance by Jo Lucas and
 Patrice McEvoy is greatly appreciated. Pertinacity compels the author to as-
 sume responsibility for what follows. An earlier version of this article was
 presented at a joint session of the History of Economics Society and the
 American Economic Association, Denver, 1980.
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 KEYNES' MONETARY THEORY OF VALUE 569

 rate of interest is flexible, and sufficiently flexible, in either direction,
 for its movements to have a significant effect on (saving or) investment-
 the Keynes theory is true and the "classical" theory is true; they lead to
 the same results. Though the paths of analysis are different, the end-
 results, achieved when all the same things have been taken into account,
 are the same. And either analysis can be put into a general-equilibrium
 form in which it is directly apparent that they come to the same thing.
 (Hicks, 1967, p. 144)

 Of course, how Keynes viewed his book is one thing, what he wrote in it
 is another. On a literal reading of the General Theory, it is hard to avoid
 the impression that the central core of the analysis is just a carelessly ex-
 ecuted version of a few-commodity Walrasian model. (Clower, 1975,
 pp. 4-5, n. 17)

 The ceaseless drive by most of those after Keynes to illustrate the
 isomorphism between his economics and general equilibrium analy-
 sis could only have led to those conclusions that emanated from the
 general equilibrium tenets. It is because of this historical turn of
 events that Mrs. Robinson was prompted to acknowledge that (by
 1972) the "Keynesian revolution still remains to be made both in
 teaching economic theory and in forming economic policy."

 Keynes certainly invited some of the blame for this bastardiza-
 tion, since much of the presentation gave the appearance of being
 cast in a general equilibrium framework. After all, the general na-
 ture of the General Theory was that an equilibrium level of employ-
 ment could result that was not necessarily one of full employment.1
 If Keynes' model was a general equilibrium representation, then it
 would seem to follow that one trained in the general equilibrium
 approach would want to find out how this newfangled (to borrow
 Harrod's characterization) view compared with the good-old view.
 According to Hlicks, Keynes "provided a model on which academic
 economists can completely perform their accustomed tricks."2

 Keynes was extremely sensitive to the misinterpretations his
 book received. For instance, in response to a paper written by

 1 "Keynes was conscious of using general equilibrium analysis, even though he
 did not make much use of the name. For instance in Chapter 3, Section II,
 where the General Theory is first sketched, Keynes writes that only one vol-
 ume of employment will be consistent with equilibrium. Again, in Chapter 18,
 where the General Theory is summarized, Keynes first gives the list of the ex-
 ogenous elements of his model, then considers the factors determining em-
 ployment, and finally ends section II by saying that 'the equilibrium situa-
 tion' will be affected by various changes concerning what we would now call
 his exogenous variables" (Malinvaud, 1977, p. 6).

 2 Hicks continued by stating that "with IS-LM I myself fell into the trap"
 (1973, p. 148).

This content downloaded from 
�������������82.16.58.211 on Sun, 18 Jul 2021 23:10:47 UTC�������������� 

All use subject to https://about.jstor.org/terms
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 Ralph Hawtrey in March of 1936, "Mr. Keynes's 'General Theory
 of Employment, Interest and Money"' for exclusive circulation
 within the Treasury, Keynes wrote to Hawtrey:

 My dear Ralph,
 I find your letter of April 3rd rather shattering. For, after reading it,

 I am now convinced that nothing that I can say will open your eyes-I
 do not say to the truth of my argument-but to what the essence of my
 argument, true or false, actually is. I doubt if we ought, either of us, to
 continue this correspondence any longer ...
 ... (I)t seems to me clear that at least half my book has been for you
 like water off a duck's back, and the other half, which you have attended
 to very closely you have tried to interpret in the light of ideas which are
 not mine. (April 15, 1936, Keynes, 1973b)

 Recall, also, those two famous (and in some sense similar) in-
 terpretations of the General Theory by Harrod (1937) and Hicks
 (1937). While expressing much agreement with each article, Keynes
 felt that both Harrod and Hicks were less than straight on the
 theory of effective demand: Hicks for putting too much emphasis
 on the effect of current, rather than expected, income on the in-
 ducement to invest;3 Harrod in not mentioning "effective demand,
 or more precisely, the demand schedule for output as a whole, ex-
 3Keynes clearly stated in the General Theory that "The schedule of the mar-
 ginal efficiency of capital is of fundamental importance because it is mainly
 through this factor much more than through the rate of interest that the ex-
 pectation of the future influences the present. The mistake of regarding the
 marginal efficiency of capital primarily in terms of the current yield of capital
 equipment, which would be correct only in the static state where there is no
 changing future to influence the present, has had the result of breaking the
 theoretical link between to-day and to-morrow. Even the rate of interest is,
 virtually, a current phenomenon and if we reduce the marginal efficiency of
 capital to the same status, we cut ourselves off from taking any direct ac-
 count of the influence of the future in our analysis of the existing equilibrium.

 "The fact that the assumptions of the static state often underlie present-
 day economic theory, imports into it a large element of unreality. But the in-
 troduction of the concepts of user cost and of the marginal efficiency of capi-
 tal, as defined above, will have the effect, I think, of bringing it back to real-
 ity, whilst reducing to a minimum the necessary degree of adaptation.

 "It is by reason of the existence of durable equipment that the economic
 future is linked to the present. It is, therefore, consonant with, and agreeable
 to, our broad principles of thought, that the expectation of the future should
 affect the present through the demand price for durable equipment" (1936,
 pp. 145-46).

 See the letter from Keynes to Hicks on March 31, 1937 (1973b, pp. 79-81).
 Keynes' obvious objection to Hicks' specification of the aggregate demand re-
 lationship has not deterred Professor Coddington from making the rather ex-
 treme statement that "A further embarrassment for fundamentalists is that

 Keynes indicated quite clearly that he found nothing to object to in Hicks's
 distillation of the General Theory into the ISLM framework" (Coddington,
 1976, p. 1262).
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 KEYNES' MONETAR Y THEOR Y OF VAL UE 571

 cept in so far as it is implicit in the multiplier" (August 30, 1936,
 Keynes, 1973b, p. 85). This must have been frustrating to Keynes,
 who noted in the "Preface" to the General Theory that the "meth-
 od of analyzing the economic behaviour of the present under the
 influence of changing ideas about the future is one which depends
 on the interaction of supply and demand, and is in this way linked
 up with our fundamental theory of value" (1936, pp. xxii-xxiii).

 And finally, after a full year of criticism and interpretation,
 Keynes, in his famous reply to his critics stated:

 I am more attached to the comparatively simple fundamental ideas which
 underlie my theory than to the particular forms in which I have em-
 bodied them, and I have no desire that the latter should be crystallized at
 the present state of the debate. (Keynes, 1937, p. 111)

 Even though he had expressed such a posture years earlier,4 ar-
 guing the point after the General Theory had appeared must be in-
 terpreted as one of retreat brought on by his critics' insistence on
 restoring Keynes' conceptual framework to the perspective of
 their own.

 The road from the Treatise on Money (1930) to the General
 Theory (1936) has up to now been revealed by the publication of
 Keynes' notes, drafts, and correspondence in Volumes XIII and
 XIV of The Collected Writings of John Maynard Keynes, edited by
 Donald Moggridge and published in 1973. Still many gaps in the
 filiation of the General Theory remained unfilled, and many
 questions remained unanswered. Now with the discovery in 1976
 (in a laundry hamper at Keynes' country house, Tilton) of many
 letters and drafts, just issued as Volume XXIX, we can vividly ob-
 serve how the General Theory was to have appeared following
 Keynes' conception of the project in 1933, and also how, in the
 subsequent two years, the presentation was thoroughly revised.
 Had Keynes retained the earlier part of his 1933 outline concern-
 ing the methodology of a monetary economy, much of the criticism
 heaped on the General Theory could have been avoided. How we
 think about economic problems would have been different.

 II

 It is difficult to identify the exact dates of origin of the General

 4While the General Theory was in its incipient stages, at a lecture delivered on
 April 25, 1932: "Thus it is exceedingly dependent on the intelligence and
 goodwill of the reader or hearer, whose object should be to catch the sub-
 stance, what the writer is at. Those writers who try to be strictly formal gen-
 erally have no substance" (Keynes, 1979, p. 38).
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 Theory. Professor Moggridge, in his "Editorial Introduction,"
 notes that Keynes was already dissatisfied with the Treatise "even
 at the time of publication" (Keynes, 1936, p. xv). Moggridge
 (1973) cites a letter from Keynes to Hawtrey on November 28,
 1930, in which Keynes admits:

 I repeat that I am not dealing (in the Treatise) with the complete set of
 causes which determine the volume of output. For this would have led
 me an endlessly long journey into the theory of short period supply and
 a long way from monetary theory;-though I agree that it will probably
 be difficult in the future to prevent monetary theory and the theory of
 short period supply from running together. If I were to write the book
 again, I should probably attempt to probe further into the difficulties of
 the latter; but I have probed far enough to know what a complicated af-
 fair it is. (p. 78; emphasis by Moggridge)

 Through the nagging of his disciples in what was then known as
 the "Circus," Keynes agreed that in developing his Fundamental
 Equations, he had posited all variations in price with none in out-
 put. And yet, the Fundamental Equations implied variability in
 both.5

 By 1932-33 Keynes accepted the importance and revolutionary
 character of this concept of variability in both price and output.
 He then set out in his lectures and in the drafts of his new book to

 detail this as compared to the approach from which he now felt
 emancipated.6 The lectures were marvelously described by Pro-
 fessor Moggridge in (1973). From the 1932 lectures Keynes

 had decided that a monetary economy behaved in a manner essen-
 tially different from a barter economy or a neutral money economy,
 where money is only a neutral, transitory link in the chain of trans-
 actions. To Keynes, the presence of money in the economy was of
 crucial importance, for it affected the behavior of relative prices in dis-
 equilibrium conditions. Here the major problem arose from the behavior
 of the price of labor as compared with the price of machines, for the
 short-period supply price of labor was much less likely to respond appro-
 priately to changes in demand as rapidly as that of machines. (p. 30)

 5 This view of Keynes' conversion was promulgated by, among others, Joan
 Robinson (1933) and Donald Moggridge (1976). Moggridge, in private cor-
 respondence, now feels that this interpretation may have been "a too in-
 ternalist, too Cambridge view of the process through which Keynes became
 actively dissatisfied with the Treatise." The reader is referred to Moggridge
 (1980).

 6See also Keynes (1933).
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 KEYNES' MONETARY THEORY OF VALUE 573

 Then in the 1933 lectures

 Keynes marked a distinct break from some of his previous concerns, for
 at the outset he dismissed the relevant discussions of prices as being of in-
 terest only to the debtor class and centered his exposition on movements
 in employment and output.

 (He) went on to discuss Pigou's Theory of Unemployment (1933) and
 to develop an early version of his discussion of the second postulate of
 classical economics. After these preliminaries, Keynes moved on to his
 more substantive theory, using as his analogy the realization problem of
 Marx, to suggest that business motivation in his entrepreneur economy
 was centered on M-C-M' while the "classical" economist was concerned

 with C-M-C'. To Keynes, the spur in the system for the entrepreneur
 was money and the crux of his problems lay in unforeseen changes in
 prices. From this there followed a digression concerning the entrepreneur
 economy as compared to the neutral economy, where firms in the former
 taken as a whole could not protect themselves in a slump by changing
 their production decisions or revising their contracts with factors of pro-
 duction.... (ibid., p. 82)

 The 1976 appearance of the 1933 drafts casts a light on Keynes'
 motivation only at best superficially appreciated by observing the
 1932-33 lecture notes and the tables of contents. We now have

 complete drafts of Chapters 2 and 3, corresponding to the previ-
 ously existing December 1933 table of contents, which Keynes re-
 spectively titled "The Distinction between a Co-operative Econ-
 omy and an Entrepreneur Economy" and "The Characteristics of
 an Entrepreneur Economy." Together with Chapter 1, "The Postu-
 lates of Classical Economics," these three chapters were to make
 up Book I of The General Theory of Employment, which Keynes
 called "The Relation of the General Theory of Economics to the
 Classical Theory."

 The best guide for understanding Keynes' thrust is an article
 written by Joan Robinson for the initial issue of the Review of
 Economic Studies (October 1933): "The Theory of Money and
 the Analysis of Output." Being a member of Keynes' inner circle,
 Robinson was especially qualified to report what was going on
 within Kings, and it was by means of this article that the pro-
 fession got one of its first glimpses of the project:

 (When) the experts in the Theory of Money ... recognized that their
 equations were tautologies without causal significance they were beset by
 an uneasy feeling that their theory only provided them with wisdom
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 574 JOURNAL OF POST KEYNESIAN ECONOMICS

 after the event. Anything that had happened could always be explained
 in terms of their truisms, but they were never very confident in predicting

 what would happen next. Moreover, their methods condemned them to
 discuss the price level, when what they had really at heart was the vol-
 ume of employment.

 Now, once Mr. Keynes has shown us how to crack the egg, it appears
 the most natural thing in the world to attack the interesting part of the
 problem directly, instead of through the devious route of the Quantity
 Theory of Money. If we are interested in the volume of output, why
 should we not try to see what progress can be made by thinking in terms
 of the demand for output as a whole, and its cost of production, just as
 we have been taught to think of the demand and cost of a single com-
 modity? But though the altered line of approach appears, once it has
 been seen, to be the obvious one to adopt, the sudden change of angle
 has caused a great deal of bewilderment. The new analysis still masquer-
 ades under the name of the Theory of Money; Mr. Keynes published his
 book on the subject under the title of a Treatise on Money. Moreover,
 Mr. Keynes, when he published the Treatise, had no very clear perception
 of the fact that the subject with which he was dealing was the Analysis of
 Output. (1933, pp. 54-55)

 The key sentence concerns the relation between the demand for
 output as a whole and its cost of production as a direct reflection
 of the demand and cost of a single commodity. This micro-macro
 relationship stood at the heart of Keynes' approach and provided
 the basis for the comparison between a cooperative economy
 which characterized classical economics and an entrepreneur econ-
 omy reflecting Keynes' perception of the real world. Clower may
 have been right when he characterized the General Theory as "care-
 lessly executed." But it was not a version of a few-commodity
 Walrasian model. The recently discovered drafts conclusively show
 that Keynes intended to construct a new microfoundation for
 macroeconomics, what we might call a monetary theory of val-
 ue.

 III

 Chapter 1 of the December 1933 draft table of contents on "The
 Postulates of Classical Economics" has not survived. However, the
 draft of Chapter 3 is identical to the second chapter of an earlier
 1933 draft table of contents bearing the same title as the third
 chapter of the December 1933 table of contents, with the ex-
 clusion of one section where those postulates were identified.
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 KEYNES' MONETARY THEORY OF VALUE 575

 This excluded section was among the papers discovered in 1976,
 and we can surmise that it constituted the basis of the first chapter
 of the December 1933 table of contents.

 In the section that was removed, Keynes cited two fundamental
 assumptions of classical economics: "(1) that the value of the mar-
 ginal unit of output is equal to the variable cost of producing it
 (value and cost being measured in the same unit), and (2) that the
 marginal utility of output is equal to the marginal disutility of ef-
 fort" (Keynes, 1979, p. 101). Keynes did not argue, generally, with
 the first assumption once "we substitute 'expected value' and 'ex-
 pected variable cost' for value and cost" (ibid.). But he expressed
 serious reservations as to the validity of the second assumption.
 "even in a state of equilibrium." The second assumption, he be-
 lieved, was the equivalent of assuming perpetual full employment.
 Unemployment could only exist if the "marginal utility of output
 is greater than the marginal disutility of effort, i.e., a failure of or-
 ganization which prevents a man from producing something, the
 equivalent of which he would value more highly than the effort it
 had cost him" (pp. 101-2). Thus, by virtue of the second assump-
 tion, chronic unemployment was ruled out by classical economics,
 and, of course, "the existence of chronic unemployment is, in it-
 self, a proof that the classical theory is insufficiently general in its
 postulates" (p. 102). Keynes concluded that it was only in a coop-
 erative economy or in a neutral economy that the second postu-
 late would be applicable, whereas in an entrepreneur economy, the
 economy in which we lived, it lacked all validity.

 Assuming that this section constituted the basis for Chapter 1
 of The General Theory of Employment, then the next order of
 business would have been for Keynes to make "the distinction be-
 tween a co-operative economy and an entrepreneur economy."
 And this was the title of the proposed Chapter 2 wherein Keynes
 laid out the differences between three types of economies: a coop-
 erative (or real-wage) economy, a neutral economy, and an entre-
 preneur (or monetary) economy.

 Consider first what Keynes called a cooperative economy, so
 named because "the factors of production are rewarded by divid-
 ing up in agreed proportions the actual output of their co-operative
 efforts." Here, the marginal unit of output is just equal to the vari-
 able cost of that output where the factors receive their "reward in
 terms of output in general." Moreover, the notion of cooperation
 implies that "the marginal utility of output is equal to the marginal
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 disutility of effort." By assumption, the value of expenditure is
 equal to the value of income, and everyone is content. This model
 is identical to the one still taught to this day in microeconomic
 courses. The postulates of classical economics, as enumerated by
 Keynes, are validated by assumption. But, as Keynes observed, the
 presuppositions of the classical economics

 would also be fulfilled in a society of the type in which we actually live,
 where the starting up of the productive process largely depends on a class
 of entrepreneurs who hire the factors of production for money and look
 to their recoupment from selling the output for money, provided that
 the whole of the current incomes of the factors of production are neces-
 sarily spent, directly or indirectly on purchasing their own current out-
 put from the entrepreneurs. (p. 77)

 These were the conditions which Keynes ascribed to a neutral
 economy.

 A neutral economy, according to Keynes, was one where factors,
 instead of being paid in output, could be paid in money, "pro-
 vided that all of them accept the money merely as a temporary
 convenience, with a view to spending the whole of it forthwith on
 purchasing such part of current output as they choose" (ibid.).
 Keynes likened this neutral economic organization to one described
 by Marx as "C-M-C', i.e. of exchanging commodity (or effort)
 for money in order to obtain another commodity (or effort)" (p.
 81).

 Thus, the neutral economy differs from a real wage economy
 only in that the latter implies that factors will be paid in terms of
 product while in the former they will be paid in money. But, so
 long as there is some "mechanism of some kind to insure that the
 exchange value of the money incomes of the factors is always
 equal in the aggregate to the proportion of current output which
 would have been the factor's share in a co-operative economy" (p.
 78), then the two would yield the same results. This is so because
 the motivation for starting up production is the same in both econ-
 omies, the only difference being that there is no money in the one,
 while money is a "veil" in the other. Either of these types of econ-
 omies, Keynes felt, was a poor microfoundation for comprehend-
 ing the actual process of production. In their place he offered a
 model of an entrepreneur (or monetary) economy. In the cooper-
 ative or neutral economy, some labor could be temporarily unem-
 ployed in one sector only if there was an excess demand for labor
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 KEYNES' MONETARY THEOR Y OF VALUE 577

 in another. There could be no general unemployment because ev-
 erything that was earned was spent.

 In contrast to this Keynes wished to consider a general state of
 unemployment. This could only occur if there were what he called
 fluctuations in effective demand, where some portion of current
 output remained unsold. His goal was to show that "fluctuations
 of effective demand can be properly described as a monetary phe-
 nomenon" (p. 85). It is this approach that shall be labeled Keynes'
 monetary theory of value.

 The entrepreneur economy is so named because it reflects the
 way entrepreneurs actually behave. Again, the signal came from
 Marx. Keynes' attitude toward the classical C-M-C' model de-
 scribed above was that it "may be the standpoint of the private
 consumer, but it is not the attitude of business, which is a case of
 M-C-M', i.e., of parting with money for commodity (or effort) in
 order to obtain more money"7 (p. 81). This observation alters the
 nature of the classical postulates:

 In a real wage and co-operative economy there is no obstacle in the way
 of the employment of an additional unit of labour if this unit will add to
 the social product output expected to have an exchange value equal to
 10 bushels of wheat, which is sufficient to balance the disutility of the
 additional employment. Thus the second postulate of the classical theory
 is satisfied. But in a money-wage or entrepreneur economy the criterion
 is different. Production will only take place if the expenditure of £100 in

 hiring factors of production will yield an output which it is expected to
 sell for at least C100. In these conditions the second postulate will not be
 satisfied, except in the limiting case of a neutral economy. (p. 78)

 Unlike the cooperative and neutral economies where no chosen
 volume of output can ever be unprofitable, "in an entrepreneur
 economy. . . the volume of employment, the marginal disutility
 of which is equal to the utility of its marginal product may be 'un-
 profitable' in terms of money" (p. 79). Such an outcome can only
 occur if there can be fluctuations in effective demand.

 Effective demand, to Keynes, described a relationship between
 expected sales receipts and variable costs. For the economy as a
 whole employment would alter depending on fluctuations in ef-

 7 Compare with Marx, who described the M-C-M' circuit of industrial capital
 as expressing the fact that "exchange value, not use value, is the determining
 aim of the movement.... The process of production appears merely as an un-
 avoidable intermediate link, as a necessary evil for the sake of money making"
 (Marx, 1885, p. 58).
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 fective demand. Keynes' point was to show that in cooperative or
 neutral economies, "sales proceeds exceeded variable costs by a
 determinate amount (therefore) effective demand cannot fluctuate;
 and it can be neglected in considering the factors which determine
 the volume of employment"8 (p. 80). In this chapter, discovered
 in 1976, Keynes wrote:

 It is, I surmise, a conclusion of the Classical Theory that, given the
 amount of capital equipment and the supply schedule of labour in terms
 of output, the volume of output and hence the ratio of aggregate quasi-
 rent to the price of output tends to be constant. I cannot point to any
 passage where this is stated.... But the above must, I think, be consid-
 ered as following from the second postulate. Output will be pushed to
 the point at which the utility of the marginal product is equal to the dis-
 utility of the marginal employment; and aggregate quasi-rent in terms of
 output must, therefore, be such (an) amount as corresponds, given the
 supply function of the capital equipment (i.e. the quantity of output cor-
 responding to the application of any given quantity of employment to
 the given capital equipment), to the quantity of output. If this is correct,
 then it is the case that, given the capital equipment and the supply sched-
 ule of labour, aggregate quasi-rent, divided by the price of output, is con-
 stant. It is only when we waive the second postulate that aggregate quasi-
 rent, divided by the price of output, can be supposed to fluctuate, apart
 from changes in capital equipment or in the supply schedule of labour in
 terms of output.

 This is fundamental. For it is the fluctuations of aggregate quasi-rent,
 such as the classical theory has not contemplated as possible, which lead
 to fluctuations in employment, in spite of there being no change either in
 the supply function of the capital equipment or in the supply schedule of
 labour in terms of product. (pp. 70-71)

 By showing that it was an entrepreneur economy in which we
 lived, Keynes felt that he had made a fundamental break with tra-
 ditional thought. Fluctuations of aggregate demand were only pos-
 sible in an entrepreneur economy, and therefore, it was only with-
 in such a framework that "the quantity of employment, and not
 merely its direction" could be explained. It was then the purpose

 8 This was a critical distinction for Keynes, and it is odd that in this draft
 chapter it was merely asserted without proof. There is a possibility that he
 was saving the proof until Chapter 4, "Quasi-rent," but of course we cannot
 be sure. One hint that this may have been the case comes from his discussion
 of the subject in a draft of Chapter 7, "Certain Fundamental Equations,"
 that conformed with a draft table of contents probably written before the fall
 of 1933.
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 KEYNES' MONETARY THEORY OF VALUE 579

 of the remainder of the book to detail those imminent causes and

 consequences of fluctuations in effective demand.
 The most important consideration, and by the way, the one

 that has subsequently received the greatest neglect (except for Pro-
 fessor Davidson),9 has to do with the role of money in effective
 demand failures. Keynes clearly indicated that were it not for the
 existence of money possessing certain properties, fluctuations in
 effective demand and, therefore, unemployment would be of no
 consequence.

 Keynes first raised the following question: can "fluctuations of
 effective demand be properly described as a monetary phenom-
 enon?" (p. 85). Money, it was believed, could have no effect on
 elements that were dominated by the realm of the Theory of Val-
 ue. Under Keynes' classificatory scheme, this would be true in a
 neutral economy. But what of an entrepreneur economy? It was
 Keynes' answer to this query that allowed all the arguments that
 preceded to fall into order. And simultaneously, it provided the
 necessary conditions for the dissolution of Say's Law. Thus, he
 said:

 It is the essence of an entrepreneur economy that the thing (or things) in
 terms of which the factors of production are rewarded can be spent on
 something which is not current output, to the production of which cur-
 rent output cannot be diverted (except on a limited scale), and the ex-
 change value of which is not fixed in terms of an article of current out-
 put to which production can be diverted without limit. (p. 85)

 In the entrepreneur economy factors are paid in a thing that must
 be durable, difficult to produce, and whose exchange value is not
 fixed in terms of something to which resources can be diverted. In
 an entrepreneur economy (not some primitive society) people will
 choose that object which best embodies these properties as its
 money. If these properties are particular to an entrepreneur econ-
 omy, then it follows that it is only in an entrepreneur economy
 that money can serve the function as a store of wealth. It is be-
 cause of the possibility of money being a store of wealth that it

 is a further feature of our actual monetary system which makes a defi-
 ciency of effective demand a more frequent danger than the opposite;
 namely the fact that the money in terms of which the factors of pro-
 duction are remunerated will "keep" more readily than the output which

 9See Davidson (1972) and (1980). See also Minsky (1975).
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 they are being remunerated to produce, so that the need of entrepreneurs
 to sell, if they are to avoid a running loss, is more pressing than the need
 of the recipients of income to spend. (p. 86)

 To clinch the argument, Keynes raised the following counterex-
 ample of a perfect gold standard. It will follow, he observed, that
 "in a slump there will be some diversion of employment towards
 gold mining." Now suppose the production of gold to be extremely
 supply elastic. Then "the value of the increased current output of
 gold (would) make good the deficiency in expenditure in other
 forms of current output, (and) unemployment could not occur;
 except in the transitional period before the turn-over to increased
 gold-production could be completed" (p. 86).

 What Keynes has posed is the following dilemma: an entrepre-
 neur economy will use money as its means of payment. But, be-
 cause money possesses those essential properties which permit it
 to act as a store of wealth, there is an inherent tendency for fluc-
 tuations in effective demand and employment. As he put it:
 "Money is par excellence the means of remuneration in an entre-
 preneur economy which lends itself to fluctuations in effective de-
 mand" (ibid.).

 In draft Chapter 3, "The Characteristics of an Entrepreneur
 Economy," the concluding chapter in his proposed introductory
 section, Keynes devoted himself to issues which coincided to his
 fall 1933 lectures.

 In the first section Keynes recapitulated his argument from the
 preceding chapter on fluctuations in employment in an entrepre-
 neur economy where factors are paid in money to produce output
 which will provide expected sales in excess of variable cost. Under
 such conditions, "if aggregate expenditure varies in a different
 manner from aggregate costs, then the diminished incentive to em-
 ployment in one direction will not be exactly balanced by an in-
 creased incentive to employment in another direction" (pp. 90-91).
 Consequently, Keynes' revision of the microfoundations of macro-
 economics from one of a cooperative or neutral economy, where
 factors are demanded and offer their supply in terms of product
 (or expected product), to an entrepreneur economy led to a recon-
 sideration of questions of unemployment:

 Thus fluctuations in employment will primarily depend on fluctuations
 in aggregate expenditure relatively to aggregate costs. This is the essential
 feature of an entrepreneur economy in which it differs from a co-oper-
 ative economy. It means that the aggregate of employment can fluctuate
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 for reasons quite independent of a change in the relation between the
 marginal utility of a quantity of output and the marginal disutility of the
 employment required to produce that quantity. (p. 91)

 We are also introduced to the notion that even if aggregate ex-
 penditure equals aggregate cost, this does not imply that full em-
 ployment equilibrium will occur. The system could be "in equilib-
 rium for any level of employment." In such instances it might be
 necessary for a "touch" to be placed on the economy "to insure
 that the actual level will be one of full employment as it would be
 in a co-operative economy, i.e. a state in which the marginal utility
 of the quantity of output produced is equal to the marginal dis-
 utility of the effort required to produce it" (p. 91). He offers four
 possible mechanisms that would keep an entrepreneur economy in
 a neutral condition, three which are practical, the fourth, utopian:

 (1) Loan expenditure by the government, whether on current or cap-
 ital account, might be brought in as a balancing factor, being increased
 when private expenditure was falling off relatively to costs and decreased
 when private expenditure was increasing, becoming if necessary negative,
 i.e., previous loans being repaid.

 (2) Expenditure might be stimulated or retarded by changes in the
 rate of interest, because . . . a lowering of the rate of interest is calculated
 to stimulate expenditure both on consumption and on investment.

 (3) Income might be redistributed so as to fall, increasingly or decreas-
 ingly, into the hands of individuals more likely to expend it.

 (4) Provision might be made for preventing, on the one hand, the
 available means for expenditure from exceeding the current costs of pro-
 duction, and, on the other hand, for causing unspent income to go stale
 and valueless in the hands of the holder. (p. 95)

 If, however, these steps are not taken, then, with fluctuations in
 effective demand, "firms, taken as a whole, cannot protect them-
 selves from loss by the expedient of producing more of this and
 less of that, which is appropriate when effective demand is chang-
 ing in direction but not amount. It may, therefore, be to their ad-
 vantage to reduce employment in the aggregate" (p. 95).

 His second point was devastating to the classical position. This
 had to do with the fact that a renegotiation of factor pay would
 not protect firms as a whole from making losses. Here is a prime
 example of how the different methodological foundations of
 classical versus Keynes' economics lead to differing results. First, it
 must be agreed that based on Keynes' taxonomy, changes in the
 level of unemployment as a whole are illogical in nonentrepreneur
 economics. Not acknowledging this, however, classical economists
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 see the entire economy as operating in the same manner as any
 one firm. If there is general unemployment, then the same reme-
 dies should be applied as if there were an excess supply of labor in
 one firm. Money wages should be bargained down (assuming a
 neutral economy), thereby causing an equivalent reduction in the
 real wage until the excess supply is absorbed. In an entrepreneur
 economy, on the other hand, where fluctuations in employment
 are caused by changes in the relationship between expected aggre-
 gate expenditures and costs, those who held on to classical views

 forgot that it is the earnings paid out to the factors of production which
 constitute the demand for the output of production. So long as their out-
 goings (after adjustment for changes in aggregate working capital) are not
 returning to the firms in full, there is no conceivable money bargain be-
 tween the firms and their factors of production which will protect them,
 taken as a whole, from loss. (p. 98)

 Keynes addresses one final issue in this second draft chapter. Al-
 though his intention was to devote the remainder of the book to
 an investigation of the conditions for the existence of fluctuations
 in effective demand, Keynes chose at this stage of the draft to il-
 lustrate how the inequality between costs and the expenditure
 could arise.

 He began his argument by defining X2 as the sales proceeds of
 output, with X1 as their cost and X1' as the cost of working capi-
 tal, i.e., "the cost of the unfinished goods on hand." Therefore the
 current costs of production can be described as the sum of X1 and
 X1'. Now what are the causes of the inequality between X1 and
 X2 ? There are only two possible causes of this inequality:

 The first, obviously, can be due to an increase in working capi-
 tal.

 On the hypothesis that the public are exactly spending their current in-
 comes either on consumption goods or on finished capital goods, at a
 time when working capital is changing, there will necessarily be an in-
 equality betwen X1 and X2, and on this hypothesis a change in working
 capital is the only possible cause of such inequality. (p. 93)

 The second possible cause can be that the public is not spending
 its income on current output. Keynes posited that the public could
 spend its income in one of four ways: it could purchase the cur-
 rent output of firms (X ); it could hoard a portion of its income
 (H); money could be loaned to firms either to finance increased
 working capital or to help them finance their losses (L); or it could
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 purchase an asset from a bank or pay off existing debts to banks,
 where the difference between the two could be designated as (-M1 ).

 By definition, the value of what is produced in the current pe-
 riod (X, + X1') must be equal to the value of what is spent in that
 period (X2 + H + L - M). From this it can be seen that current
 spending on output will not equal its cost if (H + L) does not
 equal (X1' + M), "in other words, if the sum of the public's hoard-
 ing and loans to the firms differs from the sum of any increase in
 the assets and promises purchased by the banks from the public
 and in the working capital of the firms" (ibid.). Under this frame-
 work Keynes is adamant that "the equality ofH + L and X,' + M1,
 or alternatively of H - M, and X1' - L is a much more compli-
 cated idea than that of hoarding as ordinarily understood" (p. 94).

 What Keynes does not address at this point is why it is that a
 portion of the money that is earned does not make its way back to
 underwrite current sales. The answer to this question can only be
 that, as he stated in the previous draft chapter:

 it is of the essence in an entrepreneur economy that the thing (or things)
 in terms of which the factors of production are rewarded can be spent on
 something which is not current output, to the production of which cur-
 rent output cannot be diverted (except on a limited scale), and the ex-
 change value of which is not fixed in terms of an article of current out-
 put to which production can be diverted without limit. (p. 85)

 Again, it is the store of wealth function of money in an entre-
 preneur economy, following from its essential properties, which
 may prevent a portion of the flow of income from underwriting
 current sales, and, as a result, fluctuations in effective demand will
 be the consequence.

 IV

 The final product of what we know as the General Theory differs
 significantly from Keynes' perception of that project in 1933. By
 the middle of 1934 Keynes had retitled his book, calling it The
 General Theory of Employment, Interest and Money. Gone were
 the first three chapters from the December 1933 table of contents.
 In their place were the three that made it to the final product:
 Chapter 1: "The General Theory"; Chapter 2: "The Postulates of
 Classical Economics"; and Chapter 3: "The Principle of Effective
 Demand." No more do we hear of the conditions for an entrepre-
 neur economy versus a cooperative economy. No more did the
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 reader have that explicit access to the different foundations, both
 methodological and theoretical, of Keynes' versus classical eco-
 nomics.

 It is no wonder that so many of Keynes' interpreters failed to
 place his theory of effective demand in proper theoretical context.
 The "essential properties" of money were relegated to Chapter 17
 of the final product. There it was necessary for Keynes to show
 that because of the essential properties of money, it was the
 money rate of interest which ruled the roost. And it was the mon-
 ey rate of interest which, being sticky downward, would put a pre-
 mature floor on investment demand before full employment was
 reached. Yet, where did those essential properties come from?
 They are only relevant in an entrepreneur economy where effec-
 tive demand can fluctuate because money has those properties
 that make it a viable store of wealth. That is the essence of Keynes'
 Monetary Theory of Value. But alas, the brilliant flashes were cast
 into a laundry hamper, and they have only recently been plucked
 out for clearing, cleaning, and array. Maybe, with this additional
 evidence and time, we will be able to discern why the General
 Theory of Employment, Interest, and Money turned out the way
 it did.

 REFERENCES

 Clower, Robert. "Reflections on the Keynesian Perplex." Zeitschrift fur Nationalo-
 konomie, 1975, 35(1-2).

 Coddington, Alan. "Keynesian Economics: The Search for First Principles." Journal of
 Economic Literature, December 1976.

 Davidson, Paul. Money and the Real World. London: Macmillan, 1972.

 . "The Dual-Faceted Nature of the Keynesian Revolution." Journal of Post
 Keynesian Economics, Spring 1980, 2(3).

 Harrod, Roy. "Mr. Keynes and Traditional Theory." Econometrica, January 1937.

 Hicks, John. "Mr. Keynes and the 'Classics': A Suggested Interpretation." Econometrica.
 April 1937.

 ."The 'Classics' Again." In Critical Essays in Monetary Theory. Oxford:
 Oxford University Press, 1967.

 . "Recollections and Documents." Economica, February 1973; reprinted in
 and cited from Economic Perspectives. Oxford: Oxford University Press, 1977.

 Keynes, John Maynard. A Treatise on Money. London: 1930. Reprinted asJMK Vols. V
 and VI.

 ____ . "A Monetary Theory of Production." In Der Stand und die nachste
 Zukunft der konjunkturforschung. Festschrift fur Arthur Spiethoff. 1933. Reprinted in
 (Keynes, 1973a).

This content downloaded from 
�������������82.16.58.211 on Sun, 18 Jul 2021 23:10:47 UTC�������������� 

All use subject to https://about.jstor.org/terms



 KEYNES' MONETARY THEORY OF VALUE 585

 . The General Theory of Employment, Interest, and Money. 1936. Reprinted
 in and cited from The Collected Writings of John Maynard Keynes (hereafter cited as
 JMK), Vol. VII, London: Macmillan, 1973.

 . "The General Theory of Employment." Quarterly Journal of Economics,
 1937; reprinted in and cited from Keynes (1973b).

 . JMK. Vol. XIII. Donald Moggridge (ed.). The General Theory and After.
 Part I, Preparation. London: Macmillan, 1973a.

 . JMK Vol. XIV. Donald Moggridge (ed.). The General Theory and After.
 Part II, Defence and Development. London: Macmillan, 1973b.

 . JMK. Vol. XXIX. Donald Moggridge (ed.). The General Theory and After.
 A Supplement. Cambridge: Cambridge University Press, 1979.

 Malinvaud, Edmond. Theory of Unemployment Reconsidered. Oxford: Blackwell, 1977.

 Marx, Karl. Capital. Vol. II (1885). Moscow: Progress Publishers, 1967.

 Minsky, Hyman P. John Maynard Keynes. New York: Columbia University Press, 1975.

 Moggridge, Donald E. "From the Treatise to the General Theory: An Exercise in
 Chronology." History of Political Economy, Spring 1973.

 _ John Maynard Keynes. New York: Penguin, 1976.

 _ . John Maynard Keynes. 2nd ed. London: Macmillan, 1980.

 Pigou, Arthur C. The Theory of Unemployment. London: Macmillan, 1933; reprint:
 London: Frank Cass and Co., 1968.

 Robinson, Joan. "The Theory of Money and the Analysis of Output." Review of Eco-
 nomic Studies, October, 1933; reprinted in and cited from Collected Economic Papers.
 Vol. I. Oxford: Blackwell, 1965.

 _ . "The General Theory After Twenty-five Years." In Collected Economic
 Papers. Vol. III. Oxford: Blackwell, 1965.

 ._____ . "What Has Become of the Keynesian Revolution." In Joan Robinson (ed.).
 After Keynes. Oxford: Blackwell, 1973.

This content downloaded from 
�������������82.16.58.211 on Sun, 18 Jul 2021 23:10:47 UTC�������������� 

All use subject to https://about.jstor.org/terms


	Contents
	image 1
	image 2
	image 3
	image 4
	image 5
	image 6
	image 7
	image 8
	image 9
	image 10
	image 11
	image 12
	image 13
	image 14
	image 15
	image 16
	image 17
	image 18

	Issue Table of Contents
	Journal of Post Keynesian Economics, Vol. 3, No. 4 (Summer, 1981), pp. 465-607
	Volume Information [pp. 605-607]
	Front Matter [pp. 465-466]
	Flexible Exchange Rates: Old Vinegar in New Wine? [pp. 467-478]
	A Test of the Monetarist "Puzzle" [pp. 479-490]
	The Profit Prophets [pp. 491-502]
	Keynes and the 45° Cross [pp. 503-509]
	Market Adjustment and Catastrophe Theory [pp. 510-518]
	Minsky's View of Fragility: A Game Theoretic Interpretation [pp. 519-527]
	Financial Theory and Political Reality under Fundamental Uncertainty [pp. 528-544]
	Real Time and the Choice-Decision Point: A Comment on Findlay and Williams' "Financial Theory" [pp. 545-551]
	Classical Economics of Involuntary Unemployment [pp. 552-559]
	Deficit and Inflation in a Post Keynesian Model [pp. 560-567]
	Keynes' Monetary Theory of Value (1933) [pp. 568-585]
	Keynes' Demand for Finance [pp. 586-589]
	Post Keynesian Portraits
	A Personal Portrait of Michal Kalecki [pp. 590-596]

	Current Issues
	Decontrol Déjà Vu [pp. 597-601]

	Editors' Corner
	Jacob and Paul Samuelson, Post-Keynesian [pp. 602-604]

	Back Matter



