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PREFACE

THIS book is based upon the analysis of the General Theory of

Employment, Interest and Money. In the three years since
actual writing was begun, certain differences between the analysis
presented here and the analysis of the General Theory have de-
veloped. In the technical apparatus of this study, the long-term
rate of interest, typically used as “‘the” rate for Keynesian analysis,
has been abandoned in favour of the short-term rate, interpreted
as a margin of substitution binding many markets together; the
internal structure of the interest-rate complex has taken on prac-
tically equal importance with the average level of interest-rates;
and the “liquidity-preference” theory of the rate of interest, so
important in the General Theory, is represented as only one aspect
of the determination of rates. Because under the methods used
it is possible to connect the operations of the individual firms of an
economic society straightway to the margins of substitution of
the system, Mr. Keynes' Aggregate Functions have been omitted.

The book developed from a doctoral dissertation written
at Seattle, Washington, during the year 1939-40 and accepted in
July, 1940, by the University of Washington. During the two
years since that time the study has been shortened by the excision
of practically all institutional material; the whole has been re-
written, some sections many times; and new material has been
introduced. Chapters 111" and x1v are, for example, completely
new; Chapter XIII consists almost altogether of new material; and
Chapter vi has been considerably extended, The long general
bibliography of the original has been omitted with the expectation
that the numerous bibliographical foot-notes, related to specific
subjects, will prove more useful. '

I am indebted to the staff in Economics of the University of
Washington for the training in advanced economics which made
this study possible. In the preparation of the dissertation my
greatest obligation was to Professor R. F. Mikesell, Dean H. H.
Preston and Professor Joseph Demmery also gave valuable advice
and encouragement. A number of other favours, too numerous
to be detailed here, were conferred on me by Dean Preston and
the University of Washington during my sojourn in Seattle.
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vi PREFACE

The 1940 draft was read by Dr. Oscar Lange of the University
of Chicago and by Professor A. F. W. Plumptre of the University
of Toronto, and a number of suggestions made by them have had
influence upon the revision, I have also to thank them and Dr.
Mikesell for their kindness in reading and criticizing Chapter m
in its final stages, and Dr. Lange and Dr. Mikesell for similar ser-
vices with respect to Chapter v1.

The final draft has been written mainly at the University of
Toronto during the spring and summer of 1942, Professor H. A.
Innis extended the hospitality of the University of Toronto during
that period, and in the previous summer. Professor V. W. Bladen
kindly assisted in making the business arrangements for publication
and gave useful editorial advice. Professor H. S. M. Coxeter of
the Department of Mathematics of the University of Toronto
redrew my charts and his fine draughtsmanship has added greatly
to the appearance of the book. He also made suggestions for the
clarification of figures and sections of the text in Chapters vii1 and
1IX. My colleague, Dr. J.-O. Clerc of the University of Saskat-
chewan, and Miss E. M. Rosengren of the University of Toronto
assisted in the reading of proof. Mrs. Hewitt and her staff in the
Editorial Department of the University of Toronto Press gave
valuable assistance in seeing the manuscript through the Press;
the compositors of the Press by careful workmanship lightened the
work of proof-reading and have beautified the finished book. To
all of these I am greatly indebted.

The book contains extended quotations from The General Theory
of Employment, Interest and Money (Macmillan and Company,
Ltd.), Professor Hicks’ Value and Capital (Oxford University Press),
Professor Ohlin’s article, *'Some Notes on the Stockholm Theory of
Savings and Investment,” published in the Economic Journal, and
Mr. Lerner's note on “Savings and Investment: Definitions,
Assumptions, Objectives,” from the Quarterly Journal of Economics.
Permission to make these quotations has been received from the
respective publishers and editors and is hereby acknowledged.

1 must also express my gratitude to the members of the Canadian .
Social Science Research Council for the generous assistance by
which publication of the book was made possible, and to President
]. S. Thomson, Dr. W. W. Swanson, and the Board of Governors
of the University of Saskatchewan for the condxuons under which
leaves of absence were freely granted.

Those who are familiar with the field of monetary theory will
have no difficulty in seeing, in addition to the influence of Lord



PREFACE vii

Keynes, how strong have been the influences upon my thought of
Dr. Oscar Lange, Professor J. R. Hicks, Mr. A. P. Lerner, Dr. P. N,
Rosenstein-Rodan, Professor D. H. Robertson, and Professor
Bertil Ohlin. The faults of analysis and exposition are all mine,
The light is all theirs,

MaBEL F. TIMLIN

The University of Saskatchewan,
October, 1942.

PREFACE TO SECOND PRINTING

Tuis book is being reprinted with only minor corrections. Had
more extensive changes been possible, I should have undertaken
some rewriting, in particular of Chapters 1x and x1r.  However,
since under present conditions a complete revision was not feasible,
the publishers and [ felt that, in view of continuing demand for
the book, this reprint should not be postponed.

An crror in logic, called to my attention by Professor Carl
Shoup, has been corrected on page 23. On page 112, I have made
certain alterations to allow for the possibility that the propensity
to consume may be a linear function. Minor changes have been
made on pages 49, 80, 123, 126, 139, and 144.

M.F.T,
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mentary Models, 16-17; marginal
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of, 32-3, 35, 71. See also Assets
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C
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and consumption, 132; expected
yield of and entrepreneur plans,
133-4

Capital goods, classification, 134; valu-
ation process, 134.7; time-distri-
bution of uses, 136-8; valuation
process and expectations, 135, 177-8;
supply price of and user cost, 137-8;
demand price of, 138-40

Capital, quantity of; marginal produc-
tivity and, 40, 43, 46-7n.; and
equilibrium, 43, 49, 174; rate of
growth of, 43-4, 165-6; interest-rate
structure and, 48-9, 58-9; minimum
institutional rate of interest and,
48-50; level of interest-rates and,
59; and quantity of money, 59-60;
and demand curve for labour, 163-5,
168; and real wage-rate, 166, 169

Cash-balances; advantages of, 74-5;
and substitution, 154-5; and in-
come, 156, See also Deposits, Ly
balances, Ly function, Ly function,
Liquidity Functions, Money, Sav-
ings balances, and Transactions
balances.

Cash-balance theory; principal evol-
vers of, 4, 4n.; and equilibrium-
analysis, 6; margin of substitution
and, 6

Central banks; loss of control by and
interest rates, 83; and repercussions,
159-60. See alse Management,
monetary; Open-market operations.
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Certainty, subjective; and demand for
money, 68, 75-6, 79

Clark, Colin, 114 n,, 118 n,

Clark, J. M, 118 n., 129 n.

Commodities; as stores of value, 12

Compulsory individualism, 2

Consumer planning, See Planning.

Consumption; definition, 92; level of
and yield of capital, 132; and invest-
meat, 133, 156; level of and Invest-
ment Functjons, 146-7

Consumption goods; definition, 91.2

Consumption-goods industries; and
stationary state (first type), 163

Coombes, H. C., 118 n.

Correction coefficients; definitions,
31-2, 34; and marginal-efficiency
rates, 145 n.; and interest-rate
structure, 177

Cost, factor; definition, 19; and user
cost, 138 '

Cost, marginal; entrepreneur adjust-
ments of, 50; and income, 97; and
marginal revenue, 130-1, 171.5

Cost, prime. See Cost, factor,

Costs, constant; and Fundamental
Model, 99-100

Costs, increasing; Multiplier Func-
tions and, 106-7

Costs, transfer; and { rates of interest,
35; bank-balances and, 53

Cost, supplementary, 19

Cost-unit, ideal, 12 n,

Cost, user; definition, 19; in equili-
brium, 63; and equipment reserves,
137-8; and expectations, 137, 138;
and supply-price of capital goods,
137-8; gross and net, 137-8; and
factor cost, 138; average and marg-
inal, 138

Cycles, business; statistical Multiplier
and, 116; “secondary” phases of,

159-60; and quantity of money,

175, 181
Cyclical changes and Keynesian sys-
tem, 157

D

Darwinian concepts, 1-2
Debts; valuation formulae for, 29-32;

and 4o rate of interest, 70, 71.8
Debts market. Sez Market, debts.
Default risks, See Risks, default.
Deflation; and repercussions, 159.

See alse Cycles, Cyclical changes,

Depression.

Demand curve for labour. SeeLabour,
demand curve for.

Demand, effective; mentioned, 91, 92,
93; definition, 95-6; in General
Theory, 95, 96-7; Fundamental
Model and, 97-8; Supplementary
Models and, 98-9; and zero-saving,
103; as demand for labour, 163-5,
168

Demands, expected; and employment,
131; for specific goods and popula-
tion trends, 150-1

Deposits; division between savings
and transactions, 50; categories of
savings, 68 n.; savings and transac-
tions in Fundamental Model, 97.
See also Cash-balances, Ly balances,
L, function, Ly function, Liquidity
Fuactions, Money, Savings balances,
Transactions balances.

Depression; and interest-rate struc-
ture, 183. See also Cycles, Cyclical
changes, Deflation,

Diminishing returns; and substitution
of capital on intensive margin, 47 n.;
and assumptions for Multiplier
Functions, 100; and marginal effi-
ciency function, 144; and marginal
efficiency rates, 147; and Invest-
ment Functions, 147; and employ-
ment, 164; and Keynesian system,
164; and real wage-rates, 164; and
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Dis-investment; measures of, 102 n.,
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(first type), 162-5; and diminishing
returns, 164; and real wage-rates,
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and equilibrium, 173-4; and interest-
rate structure, 177-80; and expec-
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Employment, full; and interest-rate,
48; and dishoarding, 50; and
interest-rate structure, 89; prices
and, 117; and equilibrium, 179

Employment, level of; and economic
activity, 77; and quantity of money,
77; social propensity to consume
and, 115; and saving-investment
equality, 169; variations of, 179

Employment multiplier, See Multi-
plier, employment,

Employment, zero-; and investment,
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Entrepreneur; asincome-receiver, 96 a.

See Marginal

Eatrepreneur adjustments, See Ad-
justments.

Entrepreneur errors.  See Errors,
entrepreneur.
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Entrepreneurlosses; saving-investment
equality and, 50
Entrepreneur plans, Sze Planning,
Plans,

Entrepreneur returns. See Profits.

Equilibria, partial; and demand curve
for labour, 168

Equilibrium; over time, 90; and em-
ployment, 173, 174; and price-
expectations, 174; and quantity of
capital, 174; and money wage-cuts,
174; and real wage-rates, 174.5;
and interest-rate, 175; and full em-
ployment, 179; and Second Supple-
mentary Model, 180. Seealso below.

Equilibrium analysis; cash-balance
theory and, 6

Equilibrium, long-period; and rates of
interest, Chapter 1v; with positive
interest-rates, 38-44; with negative
interest-rates, 44-8; and quantity
of capital, 48.9; and chronic un-
employment, 50. See also Equi-
librium, moving, stationary,

Equilibrium, moving: and interest.
rate structure, 44, 166; demand for
money and, 5865; and demand
curve for labour, 165; and employ-
ment, 165-7; and Investment Func.
tions, 166; and Multiplier Functions,
166; and Liquidity Functions, 166

Equilibrium, “normal"’; and structure
of Keynesian system, 22

Equilibrium of firm; and Aggregate
Functions, 97-8; in stationary state,
163

Equilibrium, orthodox, 4, 157

Equilibrium, shifting. See Keynesian
system,

Equilibrium, short-period. See Equi-
librium, temporary.

Equilibrium, stable; and real wage-
rate, 168-70; and substitution of
labour for capital, 169-70

Equilibrium, stationary; and quantity
of money, 53-8; and demand for
labour; 164-5; and maintenance
rate, 166-7; and interest-rate struc-
ture, 167; and unemployment, 167-8.
See also Stationary state.



188

KEYNESIAN ECONOMICS

Equilibrium, temporary; and General
Theory, 13; Lerner and, 13; Hicks
and, 13-15; in debts market, 33; in
equities market, 35; Supplementary
Models and, 37; relationships of
interest-rates and agset-prices in,
69-74; and interest-rate structure,
79-80; assumptions of Fundamental
Model regarding, 92-3

~ Equilibrium theory; development of,
Chapter 1; Newtonian, Darwinian
and Bergsonian concepts and, 1-2;
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School and, 4; *‘orthodoxy” and, 4;
on Continent, 4-5; Walras and, 5;
Robertson and, 5; Ohlin and, 5;
Stockholm School and, 5; Keynes
and, 5-6

Equilibrium, under-.
equilibrium,

See  Under-

Equipment reserves; and entrepreneur

plans, 136-7; and user cost, 137-8

Equities; valuation formulae for,
33-5; and 4 rate of interest, 70-1,
734

Equity; definition, 28-9

Errors, entrepreneur; and hoarding
and dishoarding, 131; in First Sup-
plementary Model, 170-5, 178-80;
types of, 171.8; sequences of, 172-5;
and expectations, 173; and Key-
nesian system, 173; and investment
markets, 176

Essays in the Theory of Employment,
163

ex anteand ex post concepts, 16 n., 23,
23 n., 98

Expansibility of industries in Funda-
mental Model, 99-100

Expectations, Chapter 111; short-term
and long-term, 26; and Keynesian
system, 26-7, 37, 157; and psycho-
logical-institutional complex, 26-7;
in debts market, 29-33; dispersion
of, 334; in equities market, 33-5;
and the Models, 36-7, 131; and the
minimum institutional rate of in-
terest, 51; and the precautionary
motive, 66; and asset prices, 71-3;

and demand for savings balances,
74-6; propensity to consume and,
104; and Multiplier, 126 n.; and
valuation process, 132-40; and entre-
preneur plans, 133-4; and capital
valuation, 135; valuations and dis-
persion of, 136; and user cost, 137,
138; and demand prices of capital
goods, 139-40; stability of and
liquidity, 149; and the quantity of
money, 158-60; and entrepreneur
errors, 173; and employment, 181;
stabilizing of, 182, See also Interest-
expectations, Price-expectations,
Psychological-institutional complex,
Uncertainty.

F

“Finance,” 60-3, 87 n.
Financial Circulation, 78
First Supplementary Model.
Model, First Supplementary.
Ford Motor Company, 96 n,
Formulae, See Valuation formulae.
Frictions; in orthodox theory, 4; and
interest-rates, 44, 166; and quantity
of money, 53-4; and unemployment,
166; and Keynesian system, 166
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Functions, Keynesian system, L;
function, Ly function, Liquidity
Functions, Multiplier Function,
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General Theory of Employment, Interest
and Money, The; place in analysis
of Keynesian Economics, 1; place in
development of economic theory,
5-6; rates of interest in structure of,
6,8n.,68n.,76,88.9,97, 142 n.; and
term “‘psychological,” 9 n.; ideal
cost-unit in, 12 n.; and temporary
equilibrium, 13; definitions of in-
come, cost, saving, investment, etc.,
in, 18-19, 19 na., 20 n.; "normal”
equilibrium and structure of, 22;
and windfalls, 22; and "‘own-rates”
of interest, 31 n.; and dispersion of
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pier Functions in, 108-9 n.; margin-
al efficiency rate in, 141 n.; and
population changes, 148 n.

Geometric mean; in derivation of ¢’
rates, 36 n.

Gibson Paradox, 159, 159 n.
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Haberler, Gottfried von, 3 n., 64 n.,
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Hansen, A. H., 148 n.

Hart, A, G., 29 n., 34 nn,

Hawtrey, R. G., 18 n.

Hedge; demand for money as, 74

Hicks, J. R.; “'classical” system and
velocity of money, 3; Value and
Capitsl and Keynesian analysis,
13 n.; definition of Week, 13-15;
mentioned, 17 n., 27 n,, 32 n,, 36 n.,
60 nn, 95 n.; and interest-rate
systems, 29 n., 31 n.; and population
changes in Keynesian theory, 148 n.

Hoarding; in Fundamental Model, 50,
97; in Supplementary Models, 50,
99; and economic activity, 130-1

Hoards, consumers’, 92; in stationary
state, 163; of liquid capital and real
wage-rate, 174

Holden, G. R, 118 n.

Houses; as investment goods, 91 n.
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¢ and & rates. See Interest-rate,
Interest-rates,

llliquidity, 31; penalties, 31, 31 n., 76

Implications, Chapter x1v, 8, 50

Income; equation, 8, 9; gross, 18-19,

19 n,, 20 n.; net, 19; concept in
General Theory, 92 1.; and the Multi-
pliers, 93; and marginal cost, 97;
and employment in Supplementary
Models, 99-100; marginal propensity
to consume and, 113; and cash-
balances, 156; redistribution of and
Keynesian system, 183
Income, level of; and Liquidity Func-
tions, 84; and interest-rates, 86-7
Income, zero-; and consumption, 102-3
Inflation; control of, 182-3, See also
Cycles, Cyclical changes.
Information and social policy, 184
Institutional framework, 181, 182, 184
Instruments. See Capital, Capital
goods.
Insurance, social; and social policy,
183
Interdependence, 71, 72-3
Interest-expectations, 30-1, 31 n., 32, .
104-5; and the Ly balances, 77-9;
monetary management and, 89;
substitution of saving over time and,
105-6; and social policy, 182
Interest-rate; demand for money and,
Chapters v and v1; and liquidity
preference, 8n.; definition of s rates,
27-9; i rate as margin of substi-
tution, 28; place of ¢ rate in Key-
nesian system, 32; intra-marginal
holders of assets and ¥, rate, 32;
marginal holders of assets and 4
rate, 32, 35, 71; employment and,
56; relation of 4 rate to prices of
debts and equities, 70-4; as used in
General Theory, 97; and disequili-
brium, 173-4; and equilibrium, 175
Interest-rate, minimum institutional;
and full employment, 48; and quan-
tity of capital, 48-50; and marginal
productivity, 49; and entrepreneur
adjustments, 50; and expectations,
51; and population changes, 51;
and income from bank deposits, 80-1;
and quantity of money, 157; and
monetary management, 183
Interest-rates, Chapters v, v, vi;
“patural’” and “‘money,” 5, 6; in
structure of General Theory, 6,8 n.;
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expected 4, 30; relationof fand 7, 32;
hierarchy of r, 33; ‘‘pure,” 35-6;
methods of deriving 7', 35-6, 36 n.;
in Supplementary Models, 37; in
stationary state, 54-6, 58, 162, 168;
banking system and, §4-6; and
quantity of money, 54-6, 58, 77;
and quantity of capital, 58-60; and
marginal product, 63 (see also Inter-
est-rates, structure of); “‘humped’’
or “slumped”’ series of {, 71 n.; inter-
dependence of, 71, 72-3; relation of
forward ¢, 73-4; relation of % and
?', 77-8; and income effects, 86-7;
investment and, 86-7, 133; relation
to propensity to consume, 103-9,
108-9 n., 113; Keynes on propensity
to consume and, 104; Lange on pro-
pensity to consume and, 104; distri-
bution effects of changes in, 106; and
Multiplier Functions, 116; implicit
and explicit, 133 n.; and marginal
efficiency function, 141-2; and dis-
investment, 148; complex of and
liquidity premium, 154; and substi-
tution in debts market, 154; and
repercussions, 159; and demand
curve for labour, 163; and frictions,
166; level of and economic activity,
181
Interest-rates, negative; and long-
period equilibrium, 44-8; mainte-
nance curve and, 45-6; and marginal
productivity, 46; hypothetical so-
ciety with, 47-8; money economy
and, 48; and investment, 142, 143-4
Interest-rates, normal; and the Liqui-
dity Function, 76-7, 82-4, 89; and
monetary management, 182
Interest-rates, positive; long-period
equilibrium and, 38-44
Interest-rates, structure of; in assets
markets, 29-35; in stationary equi-
librium, 43, 167; in moving equi-
libcium, 44, 166; and quantity of
capital, 48-9, 58-9; and quantity of
money, 59-60, 63-4, 173-6; and
Keynesian system, 68 n.; and tempo-
rary equilibium, 79-80; changes in
relations of ¢, 7 and 7, 81; and mone-

tary management, 88-9; in Generel
Theory, 88-9; and employment, 89,
177-80; and Investment Functions,
145-6; and marginal product, 166,
168, 177-8; and elasticity of money
supply, 175-8; and open-market
operations, 176; and correction co-
efficients, 177; as destabilizer of
employment, 178-9; and margins of
substitution, 178-9, 181-.2; and
social policy, 181, 182-3, 184; and
depressions, 183

Interest-rate systems; Hicks on, 29 n.;
Scitovszky on, 29 n.

Interest-uncertainties;and investment,
176, and monetary management, 183

Investment; in T'reatise on Money, 18;
definition, 19, 91 n.,, 92; interest-
rates and, 86-7, 133; single doses of

- and Multiplier, 125; and consump-
tion, 133, 156; and substitution over
time, 140, 145-6, 175-6; and negative
interest-rates, 142, 143-4; long-term
and population trends, 150-1; and
social policy, 151, 184; and sub-
stitution at the margin, 155-6; and
interest-uncertainties, 176;and price-
expectations, 176; and state, 184

Investment and saving, See Saving
and investment, Saving-investment
equality.

Investment, current, 19 n., 92 n.

Investment Functions, 7, Chapter x1;
and marginal efficiency rate, 141 n,;
elasticity of, 145-6; and interest-rate
structure, 145-6; structure of, 145-6;
and level of consumption, 146-7;
and diminishing returns, 147; disper-
sion of, 147; and securities markets,
148-9; instability of, 148-50; shifting
of, 149-50; and population trends,
150-1; and quantity of money, 159;
and moving equilibrium, 166; and
error sequences, 173, 174, 175; and
social policy, 183

Investment goods; definition, 91-2. See
also Capital, QCapital goods, Valu-
ation formulae, Valuation process.

Investment-goods industries; and sta-
tionary state, 163



INDEX

191

Investment, gross, 92, 82 n.

Investment Multiplier. See Multiplier,
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Keynesian Economics, 10; and effec-
tive quantity of money, 10; con-
sistency with Ohlin and Robertson
systems, 17 n.; expectations and, 26,
157; interest-rate of, 32, 68 n., 152-3;
and interest-rate structure, 68 n.;
and Multiplier, 128-9; general solu-
tion of, 152-4; solutions of and
quantity of money, 152-7; and open-
market operations, 154.7; and cycli-
cal changes, 157; comparison of
solutions in Fundamental and Sup-
plementary Models, 157; repercus-
sions on, 158-61; and diminishing
returns, 164; and demand curve for
labour, 164-7; and Walrasian e-
quations, 165; and frictions, 166;
and stationary state, 166-8; and
changes in capital values, 177-8;
and entrepreneur errors, 173; and
monetary management, 182; and
public-works programmes, 183; and
redistribution of income, 183; and
stabilization of expectations, 183.
See also Equilibrium; Keynes; In-
vestment, Liquidity, and Multiplier
Functions; etc.

Keynesian theory; limitations on, §

Keynes, Joho Maynard; mentioned,
1, 70, 17 n, 93, 113 n, 118 n,,
122 n., 134 n,, 165 n.; and cash-
balance theory, 4, 4 n,, place in
development of economic theory,
5-6; his use of interest-rates in the
Treatise on Money, 5; and variables
of the Liquidity Function, 8 n.; and
psychological-institutional complex,
9 n.; and ideal cost-unit, 12 n.; and
definitions of General Theory, 19 nn.,
20 n.; and comparative techniques
of the Treatsse on Money and the
General Theory, 18, 22; liquidity
premiums and *‘own-rates” of inter-
est, 31 n.; and marginal productivity,
46-7 n.; and "'finance,” 60 n., 62 n.;
and “‘the"' rate of interest, 68 n.;and
period of liquidity-preference rate,
68 n.; and savings deposit categories,
68 n.;articles on interest-rate, 68 n.;
and Multiplier Function, 91 n.,
93 n.; and investment concept, 91 n.;
and investment and income con-
cepts, 92 n.; and effective demand,
95; his Aggregate Functions, 96-8;
on interest-rate and propensity to
consume, 104, 108-9 n.; and marginal
efficiency rate, 141 n.; and interest-
rate structure, 142 n.; and popu-
lation changes, 148 n.; and Gibson
Paradox, 159 n. See also General
Theory, Keynesian system, Keynes-
ian theory, Treatise on Money.

Keynes-Lange system, See Keynesian
system,

Khnight, F. H., 29 n,

L

L, balances, Chapter v1;and uncertain.
ty, 68, 74-5; and subjective certain-
ty, 68, 74, 75-6, 79; and margin of
substitution, 77; and interest- expec-
tations,77-9; and price-expectations,
80-1; and economic activity, 130-1.
See also Cash-balances, Deposits, Ly
function, Liquidity Function and
Functions, Money, Savings balances.

Li function, Chapter v; constitution of,
57-66; grapbical representation of,
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65. Seealso Cash-balances, Deposits,
Liquidity Function and Functions,
Money, Transactions balances.

Ls function; and expectations, 74;
description of, 74-84; elasticity of,
76-81; graphical representation of,
82-4; and psychological-institutional
complex, 83-4, See also Cash-
balances, Deposits, L balances,
Liquidity- Function and Functions,
Money, Savings balances.

Labour, demand curve for; description
of, 163-4; and stationary equilibrium,
164-5, 168; and Keynesian system,
164-7; and moving equilibrium,
165-7; and quantity of capital, 168;
as partial equilibria, 168

Labour, substitution of for capital; and
money wage-rate, 169; distribution
and income effects of, 169-70; and
stable equilibrium, 169-70; and real
wage-rate, 169-70

Labour, supply curve of; elasticity of
and equilibrium output, 41 n.; de-
scription, 163; and money wage-
rates, 177; and real wage-rates, 177;
and money-mindedness, 178

Loisses-foire, 1

Lange, Oscar; “‘general system” of, 8,
8 n.; mentioned, 17 n., 63 n.; and
Multiplier Function, 91 n.; and re-
lation between interest-rates and
propensity to consume, 104, 104 n,

Lerner, A, P,, 1,10, 13,13 n,, 14 n,,
17 nn., 94, 94 n,, 165 n.

Liquidity; of goods, 92; and entrepre-
neur plans, 134, 139; and stability
of expectations, 149; and securities
markets, 149

Liquidity Function; and Week, 76;
graphical representation of, 84-5

Liquidity Functions; general, 7, Chap-
ters v and v1; and precautionary
motive, 64-5, 66, 74-5 n.; and normal
rates of interest, 76-7, 82-4, 89; and
level of income, 84; shifting of and
psychological-institutional complex,
87-8; and changes in quantity of
money, 156-7, 158; and moving
equilibrium, 166; and error se-

quences, 173, 174, 175; and social
policies, 183. Seealso Cash-balances,
Deposits, Ls balances, Ly function,
Ls function, Money, Savings bal-
ances, Transactions balances.

Liquidity preference; and rate of inter-
est, 8 n.; definition, 76

Liquidity preference schedules; and
imperfectly monetized system, 12;
definition, 76

Liquidity preference theory, 82, 90

Liquidity premium; Townshend on,
11, 11 nn.; and i rates, 31 n.; defi-
nition, 76; and margins of substi-
tution, 90

Lusher, D. W.,, 142 n,

M

Machlup, F., 118 n,

Maintenance, 20-1, 20 n,

Maintenance curve, 39, 40-3; reasons
for fall of, 41-3; negative interest-
rates and, 45-6

Maintenance rate; and stationary equi-
librium, 166-7

Makower, H., 29 n.

Management, monetary; limits on, 67;
and interest-rate structure, 88-9,
180, 182-3; interest-expectations and,
89. See also Central banks, Open-
market operations,

Marginal. See Costs, Product, Pro-
ductivity, Revenues, Time-prefer-
ence, and below.

Marginal efficiency function; and inter-
est-rates, 141-2; description, 141-5;
and diminishing returns, 144; elas-
ticity of, 144; graphical represen-
tation of, 144-5; comparison with
Investment Function, 146

Margina! efficiency of capital; defini-
tion, 141; and consumption, 141;
and rate of interest, 141 n.

Marginal efficiency rate; mentioned,
140; and Investment Functions, 147

Marginal efficiency schedule; men-
tioned, 140; and Investment Func-
tions, 141 n.; and market yields,
145 n.
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Margin of substitution. See Substi-
tution, margin of.

Market, debts; relation of expectations
to values in, 29-33; and temporary
equilibrium, 33; substitution of
maturities in, 154

Market, equities; relation of expec-
tations to values in, 33-5

Market, investment; long-term versus
short-term, 175-6; ‘long-term and
entrepreneur errors, 176

Market, production; and margin of
substitution, 98

Markets, See Assets, Debts, Equities,
Valuation formulae, Valuation pro-
cess.

Marschak, J., 20 n.

Marshall, Alfred; qualifications of his
value theory, 3; cash-balance theory
and, 4, 4 n.; mentioned, 47 n.

Melville, L. G., 29 0.

Mendershausen, Horst, 114 n., 118 n,

Model, First Supplementary; defini-
tion, 15; Multiplier and, 124-8; and
rate of investment, 127; and entre-
preneur error, 170-5, 178-80, See
alse Models, the; Models, Supple-
mentary.

Mode!, Fundamental; definition, 13;
and real world, 15, 17, 25, 100,
113-14; saving-investment equality
and, 22, 98, 110; expectations and,
36.7; hoarding and dishoarding in,
50, 97, 130-1; 131 n.; assumptions
of, 92-3; effective demand and, 97-8;
and expansibility of industries, 99.

100; and rate of investment, 127;
and Week, 130-1; and quantity of
money, 131 n,; and solution of
Keynesian system, 157; limitations
of, 170; and social policy, 184. See
also Models, the.

Model, Second Supplementary; defini-
tion, 15-6; and equilibrium, 180; and
social policy, 184. See also Models,
the; Models, Supplementary,

Models, Supplementary; resemblance
to models of process analysts, 16 n.;
disequilibrium in, 16-17; and saving-

investment equality, 23, 110-11;

13

expectations and, 36-7, 131; hoarding
and dishoarding in, 50, 99, 131;
equations of, 52 n.; and effective
demand, 98-9; employment and in-
come in, 99-100; and Week, 131;
and Keynesian system, 157, See
also Models, the; Model, First

" Supplementary.

Models, the; and real world, 17, 25,
128, 180; and social policy, 184

Money, demand for; and Liquidity
Functions, Chapters v and v1; in
frictionless system, 53; in stationary
state, 53-8; and economic activity,
60; and wage-unit, 62-3; and interest
rate, 62-3; and precautionary mo-
tive, 64-5; and uncertainty, 64-5, 66,
68; and subjective certainty, 68,
75-6; as store of value, 68, 74-5;
marginal, 74, 75-6, 78-9; and prices,
75; and elasticity of Ly function,
78-9. See also Cash-balances, De-
posits, Ly balances, Ly function, La
function, Liquidity Function and
Functions, Savings balances, Tran-
sactions balances, and below.

Money economy; negative interest-
rates and, 48

Money-mindedness, 176-7, 178

Money, quantity of; assumptions re-
specting, 10; and determinacy of
Keynesian system, 10; effective, 10,
12, 56; in system with minimum
frictions, 53-4; and interest-rates in
stationary equilibrium, 54-6; mean-
ing of, 56; wage-unit and, 56, 157;
quantity of capital and, 59-60; and
interest-rate structure, 59-60, 634,
77-8, 156-7, 175-6; and demand for
“finance,” 60-2; and employment,
77; and economic activity, 77; and
prices, 77; in Fundamental Model,
131 n.; and solution of Keynesian
system, 152-3; effects of changes in
on Keynesian system, 154-7; and
substitution at margin, 154-7; and
Liquidity Functions, 156-7, 158; and
Multiplier Functions, 158-9; and
expectations, 138-60; and psycho-
logical-institutional complex, 158-60;
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and Investment Functions, 159; and
cycles, 175, 181, See also Money,
demand for; Money, supply of.

Money, supply of; assumptions and
determinants, 67-8; elasticity of and
interest-rates, 175-6. See also Money,
quantity of,

Money-unit, 10

Money, velocity of; and economic
theory, 3, 64 n,

Mores; and chronic unemployment,
181; and inequality of income, 181
Multiplier, Chapters vi, v, 1X;
logical theory of, 118-23; derivation
of, 119-21; "'representative income-
receivers’’ and, 121 n., 124; First
Supplementary Model and, 124-8;
investment doses and, 125; and ex-
pectations, 126 n.; rate of investment
and, 127-8; in real world, 128; re-
verse application of, 128; stability
of, 128; psychological-institutional
complex and, 128; time-element and,
129, 129 n.; average marginal, 123-4,
124 n. See also Multiplier concept;
Multiplier, employment; Multiplier
Function ; Multiplier Functions;
Multiplier, investment; Multiplier
progressions; Multiplier, statistical;

Propensity to consume,
Multiplier concept; under-equilibrium
and, 117; unemployment and, 117
Multiplier, employment, 93,112 1., 119

Multiplier, employment and invest- -

ment; and social propensity to con-
sume, 115; and expansion of output,
11718

Multiplier Function; in Keynesian
system, 7; in General Theory, 91 n.;
Dr. Lange's, 91 n.; and rate of
interest, 91 n.; nature of, 93-4,
112-13; saving-investment equality
and, 110-11

Multiplier Functions; definitions and
assumptions, Chapter VII; interest-
rates and, 103-9, 116; psychological-
institutional complex and, 104; ar-
rangement, 105-7; and windfalls,
105, 115-16; increasing cost and,
106-7; orthodox theory and, 106-8;

time-preference and, 106-8; thrifti-
ness and, 106, 107-8; margin of
substitution and, 109; shifting of,
113, 115-16; institutional saving and,
116; and employment, 133; and
quantity of money, 158-9; in moving
equilibrium, 166; and stationary
state (second type), 168; and social
policies, 183. See else Multiplier;
Multiplier concept; Multiplier, em-
ployment; Multiplier Function;
Multiplier, investment; Multiplier
progressions; Multiplier, statistical;
Propensity to consume.

Multiplier, investment, 93, 112 n,, 119

Multiplier progressions, 121-2, 125.7

Multiplier, statistical; differences from
Multipliers of budget studies, 114-16;
time-lags and, 116; rigidity of invest-
ment and, 116; business cycles and,
116

Myrdal, G., 23 n,

N

Newtonian concepts, 1

0

Ohlin, Bertil; place in development of
economic theory, 5; consistency
with Keynes, 17 n.; and terms ex
postand ex ante, 23, 23 n., 24 n.; and
the Supplementary Models, 24-5 n.;
and Keynesian definitions, 24 n.;
mentioned, 60 n., 89

QOpen-market operations; and Keynes-
ian system, 154-7; efficiency of, 176;
and interest-rate structure, 176;
repercussions of, 158-60

Optimism; errors of, 179

Output; expansibility of and social
propensity to consume, 115; expan-
sion of and the Multipliers, 117-18;
expansion of and prices, 133. See
also Activity, economic.

“Own-rates” of interest, 31 n.

P

Pareto, V., 5 .
Pensions and social policy, 183
Pessimism; errors of, 178-9
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Pigou, A.C, 3,3n,4, 40,390, structure, 63, 166, 168, 177-8;

451,93 n., 165 n. physical and real wage-rate, 169
Planning; timing of consumers’ and Profits; “normal” in Wicksellian con-

producers’, 95 struction, 5; and entrepreneur plans,
Plans, entrepreneur; long and short, 15; in Treatise on Money, 18; re-

15; adjustment of, 16-17, 135; and investment of, 96, 96 n.

statistical Multiplier, 116; and ex- Propensity to consume; as *‘observed
pectations, 133-4; and vyield -of tendency,” 93; nature of function,
capital, 1334; and liquidity, 134; 93-4, 113 n.; and Week, ¥4-5, 104;
for long-lived instruments, 135-7; definition, 95; graphical represen-

and equipment reserves, 136-7 tation of, 101.3; interest-rates and,
Plumptre, A, F. W., 8 . 103-9; Keynes on interest-rates and,
Polak, J. J.,, 118 n, 104; Lange on, 104; expectations

Population changes; minimum insti- and, 104; substitution of saving over
tutional rate of interest and, 51; and time and, 106; in General Theory,
Keynesian theory, 148 n. 108-9 n.; and disequilibrium, 111 n.;

Population trends; and demands for #a rate and, 113; Acceleration Factor
specific goods, 150-1;investmentand and, 115. Seealso Multiplier, Multi.
Investment Functions and, 150-1 plier Function, etc., and below.

Precautionary motive; demand for Propensity to consume, average; defi-
money and, 64-5; and effects of ex- pition, 110; relation to marginal, 112
pectations, 66; and Liquidity Func-  Propensity to consume, “‘average mar-
tions, 74-5 n.; and propensity to ginal,” 1234
consume, 111 n. Propensity to consume, individual,

Price-expectations; and savings bal-  gocial, Appendix to Chapter v,
ances, 81-2, 84; and equilibrium, 114-16
174; and investment activity, 176 Propeasity to consume, marginal;

Prices; dishoarding and, 50; of debts  definition, 95, 111; relation to aver-
and equities in relation to & rate  age, 112; notation for, 112 n.; in-
and state of expectations, 69-73;  come and, 113; derivation of, 120-1
and demand for money, 75; and  Propensity to save; as ‘‘observed ten-
quantity of money, 77; bond, 105n.; dency,” 93; notation for marginal,
full employment and, 117; and ex- 112 n.
pansion of output, 133; adjustments  Pgychological - institutional complex;
of, 172, 173; and money wage-rates, definitions and reasons for use, 9,
172-3. See also Valuation Formulae, 9 n.; and expectations, 26-7; and

Valuation process. Lafunction, 76, 79, 83-4; and shifting
Price stability; and wage stability, of Liquidity Functions, 87-8; and
1l e . Muitiplier Functions, 104-5; and
Process analysis, 5-6 Multiplier, 128; and quantity of
Production market., See Market, pro- money, 158-60. Se¢e also Expec-
duction. tations, Interest-expectations, Price-
Productivity of capital, marginal; expectations, Uncertainty. .

curve for under stationary condi- Psychology; and individual propensity

tions, 40; and quantity of capital, to consume, 115; and shifting of

40, 42, 43, 46-7 n.; and interest-rate Multiplier Functions, 115

structure, 44; negative, 46-7 n.; Public worksprogrammes;and Keynes-

minimum institutional rate of inter- jan system, 183

est and, 49 “Pure"” rate of interest. Sece Interest-
Product, marginal; and interest-rate rates.
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Q

Quantity theory of money, 54, 54 n.
R

r and ¢’ rates of interest. See Interest-
rate, Interest-rates.

Ramsey, F. P., 39 n., 43 n.

Rates of interest. See Interest.rate,
Interest-rates.

Repercussions, 158-61; and deflation,
159; interest-rate and, 159; and
central banks, 159-60; general effects
of, 160-1

Representativeincome-receivers,121n.,
124

Revenues, marginal; marginal costs
and, 130-1, 171-5

Richardson, J. H., 165 n.

Risks, default, 31

Robertson, D. H.; and cash-balance
theory, 4, 4 n.; place in development
of economic theory, 5; consistency
with Keynes, 17 n.; and “finance,”
60 n.

Robinson, Mrs. Joan, 1, 1 n,, 163

Rosenstein-Rodan, P. N, 5 n,, 12 n,,
63 n,

S

Saulnier, P. J., 118 n.

Saving; definition of the T'reafise on
Money, 18; net, 19 n., 20; supply
cutves of, 40-3, 41-2 n.; substitution
of over time and interest-expecta-
tions, 105-6; substitution of over
time and propensity to consume,
106; orthodox theory of and Multi-
plier Functions, 106-8; institutional
saving and Multiplier Functions,
116; in stationary state (first type),
162-3

Saving and investment; in Treatise on
Money, 17-18; with moving equili-
brium and full employment, 63

Saving - investment equality; defini-
tions and demonstrations, 8, 9,
17-24; and Fundamental Model, 22,
89-90, 98; and Supplementary Mo-
dels, 23, 110-11; logical importance
of, 24; entrepreneur losses and, 50;

and Multiplier Function, 110-11;
and diminishing returns, 169; and
real wage-cuts, 169; and level of
employment, 169

Savings balances; transfers to and
from, 80, 131. See also Cash-
balances, Deposits, Ly balances, Ly
function, Liquidity Function and
Functions, Money.

Scitovszky, T.de, 29 n,, 33 1., 40 n,

Second Supplementary Model. See
Model, Second Supplementary.

Securities; in frictionless system, 53;
short-term loans as, 62; entrepreneur
as indirect purchaser of, 96. See also
Assets, Debts, Equities,

Securities markets; and Investment
Functions, 148-9; and liquidity, 149,
See also Assets, Debts, Equities,
Securities.

Shackle, G. L. S., 29 n.

Shaw, E. S, 114 n,, 118 n,

Shifting equilibium. See Keynesian
system.

Slichter, S. S., 45 n., 136 n.

Smith, Adam, 2

Smithies, A., 118 n.

Social policy; economic theory and, 4,
5-6, Chapter x1v; and investment,
151; and interest-rate structure, 181,
182-3, 184; insurance and pensions
and, 183; and Multiplier Functions,
183; and time-lags, 184; and business
information, 184

Somers, H. M., 165 n.

Speculation; and monetary manage-
ment, 182

Stable equilibrium. Sze Equilibrium,
stable.

Staehle, Hans, 118 n.

State and investment, 184

Static analysis and uncertainties, 66

Stationary state; hoards in, 163. See
also Equilibrium, stationary, and
below.

Stationary state (first type); general
relations of, 38-43; interest-rates in,
162; saving in, 162-3; employment
in, 162-5; equilibrium of firm in, 163;
and consumption-goods industries,
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163; and investment-goods indus.
tries, 163

Stationary state (second type); general
relations of, 44-50; employment in,
167-70; and interest-rates, 168; and
Keynesian system, 168; and Multi-
plier Functions, 168; and Invest-
ment Functions, 168

Stockholm School, 3, 5 .

Stone, Richard and W. M,, 114 n.,
118 1., 128 0,

Substitution, margin of; cash-balance
theory and, 4, 8; definition, 27-9;
and ¢ rates, 30, 31 n.; and equilibrium
in assets markets, 32-3, 35; and trans-
fer costs, 63; in relation to saving
and investment, 63; and Keynesian
systent, 69; and Ly balances, 77; and
interest-rates, 80-1, 88.9; and income
level, 85; and quantity of money,
88-9, 154-7; and liquidity premium,
90; and production market, 98; and
Multiplier Functions, 109; and liqui-
dity-preference, 132; and cash-
balances, 154-5; and investment,
1565-6; and stationary equilibrium,
167; and interest-rate structure,
178-9, 181-2

Substitution at the margin, See Sub-
stitution, margin of,

Substitution of investment over time,
See Investment. .

Substitution of Labour. See Labour,
substitution of.

Substitution of saving over time. See
Saving,

Supply curve of labour. See Labour,
supply curve of.

Sweezy, P. M., 20 n.

T

Tarshis, L., 165 n,

Tax system; and social policy, 183

Temporary equilibrium, See Equi-
librium, temporary.

Theorist, economic; function of, 181;
and Keynesian system, 183

Theory, economic; and velocity of
money, 3, 3 ., 64 n.; social policy
snd, 4, 5-6, Chapter x1v. Se¢ Equi-

librium theory.

Thriftiness; and Multiplier Functions,
106, 107-8

Time-lags; and statistical Multiplier,
116; and social policy, 184

Time-preference; Multiplier Functions
and, 106-8

Time-preference, marginal curve for.
Sez Maintenance curve.

Time-unit, See Week.

Tobin, J., 165 n.

Townshend, Hugh, 11, 11 n.

Transactions balances; and changes
in the quantity of money, 77; trans-
fers to and from, 80, 131. See also
Cash-balances, Deposits, Ly func-
tion, Liquidity Function and Func-
tions, Money,

Transfer costs. Se¢ Costs, transfer.

Treatise on Money, The; “*natural”’ and
“money” rates of interest in, 5;
structure of, 17 n.; windfalls in, 18;
and definitions of saving and invest-
ment, 18, 22; Fundamental Equa-
tions of, 18; and normal equilibrium,
22; and savings deposits, 68 n.; and
Gibso{x Paradox, 159 n.

U

Uncertainty; and demand for money,
64-5, 66, 68; and static analysis, 66;
and L, balances, 68, 74-5; and valu-
ation process, 136. See alsa Expec-
tations, Interest-expectations, Price-
expectations, Psychological-institu-
tional complex,

Under-equilibrium; and Keynesian Eco-
nomics, 22, 66, 157; Multiplier con-
cept and, 117

Unemployment; Multiplier concept
and, 117; range of, 179; and social
policy, 18}, 183

Unemployment, chronic; and long-
period equilibrium, 50; minimum
institutional rate of interest and,
50; and stationary equilibrium, 50,
167-8; and mores, 181

United States Steel Corporation, 96 n,

Unit of time. See Week.



198

\'s

Valuation formulae; debts market,
29-32; orthodox, 31; correction co-

* efficients in, 31-2, 34; infinite series,
32, 35; equities market, 34-5; deri-
vation of ¢’ rates, 35-6, 36 n.; geo-
metric mean and, 36 n.; expected
prices of debts and equities, 69;
relations of assets prices to fo rate
of interest, 70-4

Valuation process; for capital goods,
Chapter X; supply prices of capital
goods, 132-8; in relation to distri-
bution of uses of instruments over
time, 134-7; and dispersion of expec-
tations, 136; infinite series, 136; and
uncertainty, 136; supply prices of
instruments and user cost, 137-8;
demand prices of instruments, 138-40

Value and Copital; and definition of
Week, 13-15

Value systems and economic theory,
181, 184

Velocity of money. See Money,
velocity of, _

Viner, Jacob, 2, 164 n.

w

Wage-rates, money; and substitution
of labour for capital, 169; and prices,
172-3; cuts in and equilibrium, 174;
timing of cuts in, 176-7; and labour
supply, 177

Wage-rates, real; and diminishing re-
turns, 164; and employment, 164,
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169; and quantity of capital, 166,
169; and equilibrium, 166, 168-70,
174-5; and physical marginal pro-
duct, 169; and saving-investment
equaiity, 169; and substitution of
labour for capital, 169-70; and
hoards of liquid capital, 174; and
fabour supply, 177

Wage stability; and price stability,
11n.

Wage-unit; definition, 10-12; Towns-
hend on advantages of, 11, 11 n,;
revision of and quantity of money,
56, 58, 62-3, 157

Walrasian equations; and Keynesian
system, 165

Walras, Léon, 5

Week; definition, 13-15; and Funda-
mental Model, 13-15, 130-1; and
Supplementary Models, 15-17, 131;
income terms and, 19 n.; and Liqui-
dity Function, 76; length of, 94-5;
and propensity to consume, 104

Wicksellian construction; nature of, 5

Wicksell, Knut, 5, 56 n.

Windfalls; in Trealsse on Money, 18;
in General Theory, 19-20, 22; Multi-
plier Functions and, 105, 115-16;
and rate of investment, 149 .

World, real; and the Models, 17, 128,
180, 184; and Fundamental Model,
100, 113-14; Multiplier in, 116, 128

Z

Zero-saving, 103
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