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INTRODUCTION TO THE SERIES
By the General Editor

SHORTLY after the war of 1914-18 there seemed to be
a place for a Series of introductory Economic Hand-
books * intended to convey to the ordinary reader and
to the uninitiated student some conception of the
general principles of thought which economists now
apply to economic problems.”

This Series was plannéd by the late Lord Keynes under
the title Cambridge Economic Handbooks, and he wrote
for it a general Editorial Introduction of which the
words quoted above formed part. In 1936 Lord
Keynes handed over the editorship of the Series to
Mr. D. H. Robertson, who held it until he became
Professor of Economics in the University of London.!

The judgment of its originators has been justified
by the wide welcome given to the Series. Apart from
its circulation in the British Empire, it has been pub-
lished from the start in the United States of America
while translations of the principal volumes have so
far appeared in German, Spanish, Itahan, Swedish,
Japanese, Polish and Lithuanian,

It is symptomatic of the changes which have been
taking place in recent times in the development of
economic science, changes associated in a high degree
with the work and influence of Lord Keynes himself,
that within the brief space of fifteen years the text
of part of the Editorial Introduction should have stood
in need of revision. In its original version the last

! Professor Robertson now holds the Chair uf Political Economy
1 the University of Cambnidge
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paragraph of the Introduction to the Senes ran as
follows :

“ Even on matters of principle there is not vet a
complete unanimity of opinion amongst professors.
Generally speaking, the writers of these volumes
believe themselves to be orthodox members of the
Cambridge School of Economics. At any rate,
most of their ideas about the subject, and even therr
prejudices, are traceable to the contact they have
enjoyed with the writings and lectures of the two
economists who have chiefly influenced Cambndge
thought for the past fifty years, Dr. Marshall and
Professor Pigou™”

When the Editorship of the Series was transferred
to Mr. Robertson, Lord Keynes consented to the
retention of his general Introduction, but subsequently
re-wrote the concluding paragraph in the following
form :

“ Even on matters of principle there is not yet a
complete unanimity of opinion amongst professional
students of the subject. Imunediately after the war
daily economic events were of such a startling
character as to divert attention from theoretical
complexities. But to-day, economic science has
recovered its wind Traditional treatments and
traditional solutions are being questioned, improved,
and revised. In the end this activity of research
should clear up controversy. But for the moment
controversy and doubt are increased. The wrters
of this series, must apologise to the general reader
and to the beginner if many parts of their subject
have not yet reached to a degree of certainty and
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lucidity which would make them easy and straight-
forward reading.”

Still more recent events have produced a world so
far removed from that which existed when the fore-
going words were written, that it has fallen to the lot
of the present Editor to provide a new Introduction.

This is perhaps a good vantage point from which to
survey very briefly some of the principal trends in the
evolution of economic thought in this country during
the past thirty years. Prior to 1914 economic theory
here was largely dominated by Alfred Marshall, and
economists, following him, thought in terms of the
long period tendencies of the different sections of the
economic system towards positions of equilibrium,
even though ever-present dynamic factors were perpet-
ually modifying the existing structure and present-
ing new and equally distant, if equally unattainable,
goals as stimuli to change and adaptation. More-
oVer, in the Marshallian system, those tendencies
resulted from the working of persistent underlying
forces which were conceived of as largely competitive
in character. The increasing trend towards monopoly
was certainly affecting thought, but not so much in
the realm of the theory of value as in the emphasis
which came to belaid on possible discrepancies between
the private interest and the social interest. Under the
influence of Professor Pigou a Welfare Economics was
developing side by side with, and out of, the Value
Economucs of the older generation.

After 1918 the long-drawn-out agony of the depressed
areas, the weakening of the position of this country in
international trade, and the tremendous intensity of
the economic crisis of 1930-32 (to mention but a few
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out of the many contributing causes) combined, on the
one hand, to focus attention on problems of the short
‘ period and, on the other hand, to throw doubt on the
extent to which the self-adjusting, seemingly auto-
matic mechanism, which on the whole had operated
so effectively during the nineteenth century, was
capable of coping with the deep-seated maladjust-
ments and disharmonies which characterised the post-
war world. At the same time value theory itself was
profoundly influenced by the emergence of a number
of wnters who approached value problems from
the view-point of monopoly, and empbasised the
unrealistic nature of an analysis which was based on
the assumptions of perfect competition and a perfect
market. Most of all, however, economic thought was
dominated by the desire to find a solution for the
problem of how to mamntain the level of effective
demand so as to avoid the recurrence of phases of
deep depression and widespread unemployment  There
was a growing feeling of impatience with the economics
of the long period * in which we are all dead,” and a
great, perhaps even excessive, concentration on the
short period in which we live and move and have our
being.

The resnlt was a remarkable ferment of ideas,
the challenging of ancient orthodoxies, and * for the
moment controversy and doubt [were] increased.”
This ferment had by no means subsided when the
second war with Germany broke out in September 1939,
bringing in its train a degree of State interference with
the normal peace-time working of the economic system
far exceeding that reached even in the last years of
the war of 1914-18.

In so far as it is possible to foresee future trends, they
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would seem to lie in a much greater measure of con-
scious public control over many aspects of economic
activity than has existed in the past. ~ It will no doubt
still remain true, to quote Lord Keynes’s Introduction
again, that:

** The Theory of Economics does not furnish a
body of settled conclusions immediately applicable
to policy. It is a method rather than a doctrine,
an apparatus of the mind, a technique of thinking,
which helps its possessor to draw correct conclustons.”’

Nevertheless, economists may well find themselves
to a greater degree than hitherto called upon to
express their views on matters of economic policy,
and—for a time at least—the writers of future volumes
of the Cambridge Economic Handbooks may be
concerned rather with specific problems than with
the more general aspects of economic theory.

C. W.G.
Cambridge,

July, 1946



AUTHOR'S NOTE TO SECOND EDITION

In this revised edition Chapters VI-VIII have been
completely rewritten. The theory of the balance of
trade and the balance of payments has been treated
more fully; and its relation to certain modemn views
regarding fluctuations in employment and the balance
of saving and capital outlay at home expounded.

R.F H.
January 1939

NOTE TO THIRD EDITION

This volume is mainly concerned with general prin-
ciples of permanent validity. In Chapter V (Foreign
Exchange), however, there 1s a detailed description of.
mechanism with illustrations from the British system
between the two wars. Since this provides a good
example for study and since we do not know how the
mechanism will be re-shaped after the war, I have

thought it expedient to make no change.
R.F. H.

November 1941
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APPENDIX

Tue principles on which the calculations in Chapter 1I
are based may be explaned as follows .

When the output of one commodity, B, 1s incréased in
England by an amount Q, it is assumed that the output of

A is reduced in England by an amount equal to g, where r

is the rate at which B is exchanged for A in the new state
of affairs. #is the cost of producing A divided by the cost
of producing B and 1s referred to throughout Chapter II as
* the ratio.”

If the cost gradient of A 1s equal to that of B (simplest
assumption), and 1if an increase in the output of B by Q
leads to a rise 1n the cost of B by an amount ¢, when the

output of A 1s decreased by 9' its cost falls by :—

If the imitial ratio of costs in England is represented by
1.1 (=1), the new relation of costs 1s expressed by the
following equation * .

-1
m=':.{. P ....(I)
From this it follows that
(==
41

If the cost gradients of sources in England are equal to
those abroad, and a given amount of output is transferred
from England to the outer world, a change in the English
cost of a given amount 1s accompanied by a change in the
foreign cost of that amount multiphied by #, where »*is a

201
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fraction showing the ratio of England’s imitial output to
the imtial foreign output (=the number of sources mn
England divided by the number abroad).

If the 1nitial tatio of the foreign cost of A to that of B is
1 P, the relation of foreign costs which accompanies the
state of affairs represented in (1) above is expressed by the
following equation *

I-#n-

p—ng

Z—1(% . (2)

From this 1t follows that
_() (pr=1)
n(r*41)
From equations (1) and (2) it may be deduced that

x+n
Thn -
Example Suppose trade 1s opened when costs at home
are I I and costs abroad 1.2 and n=y¢; (cf Table X,
P 29)

+
I H=T
(i xie)
B.nd by (I)» q—(,‘;{)’-}—x
=}ig=-106
Consequently costs relations will be as follows
In England. Abroad
A{1—(196) (1})}» 14(196. ) % D}y
B{r+(196 . }}= 2—(196.. ) (sl }y
1
¢ In England Abroad
A 625. x 1037 ¥
B righ. x 1-980 .y

' ® If cost elasticity 1nstead of cost gradient were used the left
hand denominator would run p(1—ng)
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If cost gradients in England are not equal to those
abroad, let g stand for the average Enghsh gradient divided
by the average foreign gradient over the relevant range.’
Then a foreign change in costs of ng would be accompanied

by an English change of gg,’etc. The cost relations would
be represented by the equations. -

I—gg x+nz—
= =y
1+gg p—ng
It follows that
y=E1"
gp+n
Example f p=5, n=y', and g=2 (cf. Table XII, p. 32)
2

y=

I°+1,q=f"u'r=x 144
_na=r

(r*+1)
_ () () _ 1680 _
2 (&)1 21284 79"

Cost relations will be as follows

In England Abroad.
Af1—(079..) (2) (oY }x {x14(079..) (%) ('e)}y
B 1+(079..) (2)}= {5—(079..) ({%W)}y

ie.
In England Abroad
A 24...x 1-038..y
B r1i1s8. x 4992..¥

A
T Demand considerations may be neglected by supposing that
each demand gradient 1s proportional to1ts appropriate cost gradient,



INDEX

A commodities :

definition of, 6061

price level of, 64-66
Accepting houses, 93-95
Active balance, deﬁmt{on of,

85

Agriculture, 52~54, 147-148
Australian Premiers’ plan, 164

B commodities *
definition of, 61-62
price level of, 6668

peculianties of, 77, 129, 189\

Bank for International Settle~
ment, 177

Bank of England, 91, 99-100,
107-109

Barter, 103

Beveridge, Sir W,, 184

Bulls of exchange, 92-95

Bills, Treasury, 168-169

Bimetallism, 179

,

C commodities :
defimtion of, 62-63
price level of, 68-72
Central Bank, 9, 87-92, 98-
101, 136-137, 177

Classical theory, 111-119
Comparative costs, law of,
14-20 °
Constructional trades, 147
Cost elastiaty, 25, 202
Cost gradient, 25, 31-35, 201~
203
Costs :
constant, 37-38
decreasing, 37-38, 56, 68,
129
increasing, 22
of growth, 37
of salesmanship, 20, 66
of transport, 20, 65

Debasement of coinage, 179

Decreasing costs See Costs

Demand, 35-37, 203

Discount, rate of, 100101
See also Interest, rate of

Drawbacks, 194

Dumping, 43, 67

Ewnzig, P., 92
Exchange deprecation, 158~
161

. 203



206

Exchange Equalization Fund,
102-110

Exploitation, 76

Export Board, 44

Factors of production See

. Rewards

Foreign investment, 115-116,
135-138, 168-170

Forwardexchange, 95-98

France and gold standard, 106,

Free Trade, 43-44, 58, 179~

199

Gold exchange standard, 9o
Gold points, 87-92
Gold, stenhzation of, 11 3

Hamlton, A, 189
Henderson, H D, 29
Hunganan currency, 92

Import Board, 44
quotas, 177
Indemnity payment, 123-130
Indian currency, 92
Infant industry argument, 50,
189
Interest, rate of, g6
See,also Discount, rate of
Internationalinterchange, real
ratio of, 27, 33-34
Investment, foreign, 115-116,
135-138, 168-170
Invisible items, 84

INDEX

Keynes, J. M, 64, 91, 150

Labour, sweated, 49
‘Liquudity, 136-138
List, F, 129
Loveday, A, 52

Market, unorganized, 57, 61—
62, 66

Mill,J S, 33 18

Mmnt, English, g1

Monopoly, 55-58, 67, 190

Most Favoured Nation clause,
183

Multiplier, the, 123, 133, 149~
150  _

Mun, T, 180

Par of exchange, 8792
Passive balance, definition of,
85
Pollard, S D, 144
Productive resources
best distribution of, 10~59,
185-~191
full utihzation of, 76-81,
119~178, 191-198
Profit, 46, 49~55, 75-78, 120~
121
Protection, 49, 50
See also Tanfls
Public borrowing, 156
works, 156
Purchasing Power Panty
theory, 71-72



INDEX

Quantity theory of money,
63, 113-113

'

Ratio of international inter-
change, 27, 33-34

Refugee funds, 104, 107, 1 52,
157

Rewards to factors of produc-
tion, 7, 46-47. 72-81,
xu-us‘. 173-178, 191~
198

Ricardo, D, 20, 181

Safeguarding Bntish policy
of, 50,

Smuth, Adam, 11, 181, 182,
189

Sterling exchange standard,
92

207

Tanfls, 30, 33, 65-66, 177.
179~199
JJanfs de combai, 182~184
Telegraphic transfer, 93
Trade Cycle, 141, 143-178
Transport costs See Costs
Treasury, Bntish, 103
Treasury, bills, 108-109
Tnpartite Agreement, 106 °

Undervaluation of ::urrency.
102

Unemployment, 51-52, 77-78,
124-130, 143-178, 191—
198 R

United States Department o!
Commerce, 84

Wages, 7. 51~54, 72-81, 373~
175, 191-198

Prnted 1n Great Britan by
Bradford & Dickens, London, W C 1



