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PREFACE

TeE development of monétary theory in German literature during
the past thirty years may profitably engage the attention of econ-
omists genmerally. +In the first. place, . beginning with Knapp's
challenging State Theory of Money'in 1goss a spirited discussion
arose as to the essential character of money and its value. Although
the issues were not new, this preoccupation with metaphysical qttes-
tions concerning money is without parallel in the history of eco-
nomics. Portions of this literature are marred by polemics or viti-
ated by flagrant fallacies, but in the aggregate it yields definitely
valuable results. The discussion of price level determinants, to
which Part II of this book is devoted, presents some striking
spectacles: the clash of quantity-theory, historical, institutional,
and banking-school ideas; the rivalry of velocity and cash-balance
approaches; the divergence of views upon the caugal independence
of velocity and.upon the merits of general and special price indices.
Because opinion uporr these issues has been more evenly divided in
Germany and Austria than elsewhere, we ’somet.imeé‘ discover that
the arguments are pressed farther, theoretical refinement being the
gain and “logical conclusions” the 'drawback.

American and English students may be curioys also as to the
effects produced upon indigenous economic writing by the post-war
inflation experiences. Here again & considerable part of the publica-
tion, particularly by lay pamphleteers, represents the pathological
phases of theorizing, as might be expected from a period of popular
excitement and confusion. I take account of this material briefly
in Part III, but seek rather to compass fully the permanent results
of serious discussion. It will be found that the purchasing power
parity doctrine encountered a surprisingly vigorous opposition from
the balance of payments school, but that the conflict contributed
toward a synthesis. Finally, in Part IV, which treats the analysis
of business cycles, there appear a number of ideas, widely accepted
amongst monetary writers, which might almost be marked as
“made in Germany”’; or at Jeast they were most widely propagated
through the German literature. Such, for example, are the theories
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of the “trailing bank rate,” of “neutral money,” and the emphasis
upon economic innovations in cydical variation.

The purposes of this book are two: to make available in summary
form the content of a large literature from which many students
are 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
in readily available in compact and unambiguous form. In the
interest of fairness to the writers involved, I endeavor in most cases
to hold the résumé of theories and the criticism separate. In each
Part, I avoid, so far as possible, the introduction of my ocwn judg-
ment upon basic questions until a concduding summary chapter,
leaving the issue gnprejudiced 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 dearing away
difficulties 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.

My 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 2 Sheldon Fellowship
from Harvard University, I was aided by discussions with Professor
Alfred Weber and Drs. Bergstrisser and Salin. I acknowledge with
pleasure the suggestions made subsequently by European scholars
elsewhere, Professor Gottfried Haberler, Dr. Oskar Morgenstem,
and Dr. Melchlor Palyi.

Thegrut&stpartoftheradmgandoftheformulahonofm
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 Lberally
allowed me the maximum of free time and energy consistent with
university teaching; to him I owe also the sincere respect of a stu-
dent. More than anyone else, Professor Leonard L. Watkins bas
patiently considered with me the problems encountered in this stﬁdy,
indicating the way out of many a dilemma.

H.5.E.
ANN AzBoz, MICAIGAN
August, 1934
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opposition by German writers, 164-165,
176-185

obeervations, 195-199

Reciprocal demand, changes i in interna-
tional s?de- 205, 233, 265-268, 275~
275, 2

Rectangular hyperbola onnmpt of the de-
mand for money, 63-66, 74, 160~161

Sevings (ss¢ also Trailing bank rate
theory) .

137-138;°
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relation to investment in the course of

tyrles, 399, 40z-41z; under static

w;dlmm, 345-348, 353-356. sﬂr

sp:nta.neous variations not a cauge: of
cycles, 367-371, 373-374

‘¢ voluntary and forced savings ini cycles,,

304~305, 3°0-311, 318-319, 327-319,

331-333, 336-337, 343-345, 356, 358~

359, 363-364, 366, 369370, 372,378,

39r .
“Sciwarsepeieriheorie of, velocity under in-

flation, 234~236, 378 .
Short term lpans, their danger to interna-
tional markets, 301-304 .
Shortage of money in inflation, 217, 223~
334, 229, 279282
value of money, see Value of money
Stabilization of prices
adverse arguments, see Neutral money.
. Monetary standards »
defense by its proponents, 367371
the case considered, 425433
State theory of money, see
Stock exchange and the abeorption of -
cxedit :
idea rejected by certain writers, 375
377, 381382 .
reasans for supposing the existence of
phanomenon, 382386 |
economic consequences, 378, 380-381,

386-388

Stocks of commodities am'l their behavior
in cycles, 304, 323-324, 368, 370~
372, 407408

Supply and demand theory applied to

money .

adversely criticized by Gernmn writers,
48,51, 55,57-58, 68,85 .

formuhuons, 59-63, 7113,

four conceptions of the demand for
maoney, 63-68
reason for rejecting the device, 6371,
7376, 119-120
Synthesizing theories of causation under
inflation

va.neuu, 206, 25
- the truly bilateral theory, :60—:63
confidence as the basic iactor : 257-260,

283, 291-29§

Tax-foundation theory of purchasing
power, g, 11, 3840
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Trade in the equnhoh of exchange
resclution into cnmpont parts, 188-
189
supposed effect on V, see Velocity of
money
Tmlmgbank rate theory
with Wicksell, 155-155, 300-308;
Cassel, 310-314; Schu}npetct, 317~
326; Hahn, 327-334; Mises, 335-338;

Hayek, 339-348; and o 357-
373,378

appraisal, see Natural rate of interest,
Monetary theories, Savings

Transactions approach to the gquantity
theory )
prevalence in Arerica, 125
utilized by Schumpeter, 126~130; Cas-
sel 139-148; Manschak, 148153
relation to the cash balance approach,
145-146, 191-104, 197200

Unemployed factors, their réle in business
revival, 305, 308, 312, 328, 358, 366,

437-439
" Unit of money (see also Coinage, Medium
of exchange, Moneurymmmodity)
importance, — emphasized by materi-
alistic nominalists, 45, 47, 49-50. s

INDEX OF SUBJLTYS

connection with the unit of value, 1%
basis in mass- psychology, 45-46, 6,
106-107
Value df money
conflicting views of its character, 3, 4,
11
various senses of the term, 63-64, 108~

113

“inner” or absolute value, — defended
by the commodity theorists,” 3-13,
71-75, 82-87, 93, 03; denied by
others, 36, 48, 54, s5; bere rejected,
7476, 83, 9o, 113-114

subjective value, 63, 73-74, 83-87, 108,
116-117, 164

social value, 63, 7374, 109151

unspent margin value, 66, 74, 108-109

purchasing power value, sez Purchasing

power
Velocity of money
sometimes defined tp h:‘lude cregli:.
144, 155, 160, 304; snd other
ments, 141143, 144; these prictices
adversely criticized, 144-145, 156~
157, 188
sometimes related to changes in indus-
trial integration, 130-134, 140-152;
error of this view, 134~137, 152-153,

$3; denied by others, 54, 60, 93 173174, 197-199
identificd with money by Knapp’s fol- relation of velocity concepts, 131, 135~
lowers, 40-42; and the idealistic 136, 152-153
nominalists, 4245 relation to cash balances, 145-146, 101~
its actual importance, 56-57, 105, 121 « 104, 197-300
maximem or “ceiling” velocity, 168-
Validity of money 169, 172, 224
with Knapp, 13-16; and others, 48 bebavior in inflation, 322224, 234236,
oonnection with state action, 21-23, 278282
20-34, 37 . bebavior in cycles, 303, 363—366, 371,
examples outside state action, 23-29 499430
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