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PREFACE 

TBt development of~onetary theory in German literature during 
the past thirty ye&rlj m_y profitably engage the attention of econ
omists generally. In the :first 'place, beginning with Knapp's 
challenging Slate The0!7 of M O1Ity in 1905, a spiritec:\ discussion 
arose as to the essential charactet oimpney and its value. Although 
the issues were not new, this preoccupation with metaphysical ques
tions concerning money is without p&ra1lel in the history 0,( eco'
nomies. Portions of Ws literature are n;Wred by polemics or viti
ated by fiagrant fallacies, but in the aggnigat'e is: yiekls definitely 
valuable results. The discussion of price level deteIminants, to 
which Part n of this book is devoted, presents some striking 
spectacles: the clash of quantity-theory, historical, iiiiltitutional, 
and banking-school ideas; the rival'ry of velocity and cash-balance 
approaches; the divergence of views upon the causal independence 
of velocity and upon the merits of general and special price indices. 
Because opinion upon these issues has been more evenly divided in 
Gennany and Austria than elsewhere, we sometimes discover that 
the aIguments are pressed faIther, theoretical refinement being the 
gain and "logical copclusions" the drawback. • 

American and English "Students may be curious also &9 to &he 
effects produced upon indigenous economic writing by the post-wu 
infiation experiences. Here again a eonsiderable part of. tHe publica
tion, particularly by lay pamphleteers, represents the )?&thological 
phases of theorizing, as might be expected from a period of popul&I 
ucitement and eonfusion. I take account of this material brielly 
in Part m, but seek rather to compass fully the permanent results 
of serious discussion. It will be found that the purchasing power 
paIity doctrine encountered a surprisingly vigorous opposition from 
the balance of paYl!lents school, but that the coniIict contributed 
toWaId a synthesis. Finally, in Part IV, whiq,. treats the analysis 
of businesll cycles, there appeu a number of idels, widely accepted 
amongst monetary writers, which might almost be marked as 
"made in Germany"; or at least they were most widely propagated 
throUgh the Gennan literature. Such, for eumple, are the theories 
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of the "trailing bank rate," of "neutral money," and the emphasis 
upon economic innovations in cyclical variation. 

The purposes of this book are two: to make available in summary 
form the content of a large literature from which many students 
",e debarred by the obstacle of language or time, and to present 
critical comparisons and appraisals of its outcome in the light of 
monetary science generally. The term "German theory': indicates 
an organic whole characterized by a common language, but involv
ing important writers outside the geographic area of Germany and 
Austria whose works belong to the German. schools of thought. 
The nature of the subject matter and the magnitude of the under
taking have caused my critical observations to assume rather 
largely the deductive form, except in cases where empiric evidence 
it readily available in compact and unambiguous form. In the 
interest of fairness to the writers involved, I endeavor in most cases 
to hold the resume of theories and the criticism separate. In each 
Part, I avoid, so far as possible, the introduction of my own judg
ment upon basic questions until a concluding summary chapter, 
leaving the issue unprejudiced until all the theorists can be reviewed. 
Criticism of each author takes on a rather too negative aspect in 
consequence of this method; but the advantage lies in clearing away 
difliculties peculiar to each author as the study progresses, so that 
the field may be clear at the end of each Part for a statement of 
positive results. 

¥y greatest obligations as a student of economics belong to Pro
fessors F. H. Knight, F. W. Taylor, and F. W. Taussig. To the 
last I am indebted also for his benevolent and discerning guidance 
throughout the present undertaking; and to Professor A. P. Usher 
for his help during the process of publication. At Heidelberg, where 
the enquiry was begun during my tenure of a Sheldon Fellowship 
from Harvard University, I was aided by discussions with Professor 
Alfred Weber and Drs. Bergstrlisser and Salin. I acknowledge with 
pleasure the suggestions made subsequently by European scholars 
elsewhere, Professor Gottfried Haberler, Dr. Oskar Morgenstern, 
and Dr. Melchior Palyi. 

The greatest part of the reading and of the formulation of ideas 
has gone forward at Ann Arbor, where I have been encouraged and, 
at certain junctures, corrected by my associates in the University of 
Michigan: Professor R. G. Rodkey, Professor M. A. Copeland; and 
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the late Dr. C. H. May. ;Professor I. L: Sharfman has liberally 
allowed me the maxiltium of free time and energy consistent with 
university teaching; to him lowe also \he sincere respect of a stu
dent. More than anyone else, Professor t:eonard L. Watkins has 
patiently considered with me the problems encountered in this studl"l' 
indicating the way out of many a dilemma. • 

. ' a&~ 
ANN ARBOR, MICHIGAN 

August, :934 
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behavior of German balance duriDg in

flation, 219, 224, 246, 250, 26~, 283-
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Balance of payments theory 
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216, 220, :125-:226 
general appraisal, .6&-269, 285-'95 
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Keynes, 41?-424; and others, 41S-
417 

conclusions, 411-425 
Bank reserves, their relation to the 
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Neisser, 16g-175 

relation to transactions approach, 145-
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emmeously identified with tho puICha&
ins-poworparity theory •• 3 .... 34 

the doctrine defended. 26<)-276, -119-
'95 

Fiat theory of money value, a. II, 13-16, 
I06 

Flight of capital ( .. .z.. Cu!Jeocy ezport 
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8r, 88-go. 119 • 



. INDEX OF SClBJECTS 

Medium of ""change • 
in the commodity theories,s, i 2, 61-62 
in the nominalist theories, 5, 44-55 
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described, 4 .. 
presentation of the theories, 9'-'03 
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MonetaIy commodity 

importance, denied by nominalists, 4, 5, 
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, 121 

MonetaIy (credit) theories of cyclical 
variation 

endogenous type with Mises, 335-336; 
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exogenous type with Wicksell, 302, 315j 

and othem, a4O""34', 343-344, 366 
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types of theories, 1-12 
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Money in the equation of ezcbange 
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the criterion of M, 187-188 
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300-301, 336, 368 
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• Schumpetel, 317. 321 
practical usefulness of the concept, 305-
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'NeutIal money 

with Mises, 337-358; Ba~ek, 341-349; 
and others, 357-367 

critical remarks, 118, 349""356, 405-
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described, 4-5 
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change, 52, 122 
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404 
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152-153 
Price groups 

consumers' and producers' good in the 
cycle, 303, 310, 319, 336, 343-355, 
358-359, 366 
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basis of division into achools, 315-316 
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113 I 391 ',.' 
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money conflicting views of its character, 3. 4, 
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373,378 71-'15, 82-87, 92, 93; denied by 

appraisal, see Natural rate of interest, others, 36, 48, 54, 55; here.,rejected, 
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