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Abstract 

 

The most serious challenge the existence of money poses to the theorist is this- 

even the best developed models of the economy cannot find room for it.  

 

On one more thought, another great economist had posed this: 

How to make money appear without making standard theory disappear? 

 

Yet another in the theory has to offer: 

Recent work on the existence of an equilibrium has been concerned with a world 

without money while all work in monetary theory has ignored the ‘existence’ 

question. 

 

Do all of these have something in common? Yes indeed- these are thoughts as 

well on “An exploration of money and interest in the theory of value”. When 

Ostroy has to question us on how to make money appear without making standard 

theory disappear- to him the standard theory is the theory of value. Also, Hahn’s 

best developed models are not different than the standard mainstream neoclassical 

models of the time. He also questions Arrow- Debreau reasoning in proving the 

existence of a monetary equilibrium. These similarities are indeed good enough 

motivations to begin this thesis. In what is to follow, we would be exploring the 

possibility of synthesizing a monetary and value theory. In the process, since 

precedents have shown that the monetary economy cannot be integrated with the 

mainstream theory, we deviate from the standard mainstream theory itself. 

Instead, we find that the model proposed by Sraffa in his 1960 book comes to our 

rescue. The Sraffa system of production of commodities by means of 

commodities becomes an ideal system for us to describe the real activity in the 

economy. On the monetary front, mainstream theories before us cannot be 

adapted to suit the requirements of the real system described and hence, we 

develop a pure theory of banking during the course. Unifying the two doctrines of 

monetary and real system, we proceed to explore the properties of the such an 
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economy using hypothetical (numerical) examples of economic situations. In the 

end, we get over all the three questions above (and more questions as well that are 

posed in the theory but not listed above) and provide for the role of money 

through this integration of the monetary and value theory. In so doing, we would 

come across the conclusion that though this integration may be possible in the 

non-standard theory, a natural monetary equilibrium is not possible. More so, and 

importantly, it would be discovered that money is not neutral in theory as well. 

Money affects prices, outputs, interest, employment and fiscal activities equally. 

It plays an important role in determination of the overall economic behavior. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


