Momentary Equilibrium Versus
the Wicksell Connection *

The development of monetary economics is closely associated with
a possible conflict between the explanation of relative prices by means
of demand and supply as conditioned by substitution and scarcity on
the one hand, and the average level of money prices seen as being
explained by the supply and demand for money on the other. Classical
economists avoided this conflict by postulating a strict independence
between the real and monetary spheres in an economy, so that money
would be considered as neutral. Recognising, however, that this avoided
rather than solved the conflict; many economists have followed
Wicksell's lead and restrict monetary economics to the study of
disequilibria and adjustment problems. In this view the neutrality of
money is 4 long run phenomenon; in the short run, which is composed
of disequilibria associated with the transition between consecutive
equilibria, money may influence relative prices. The neutrality of money
is thus considered as an endogenous outcome of the operation of the
economic system, rather than being assumed for analytical purposes,

This “Wicksell Connection’* has been heavily influenced by Au-
strian economics, Hayek has played an especially important role in this
respect. Under his influence monetary problems have come to be
considered as closely related to expectational mistakes and associated
dynamic adjustment problems. Influenced by Hayek, Hicks was even
led to claim that “the whole problem of applying monetary theory is

* I benefited from comments by H. van Ees, L.H. Hoogduin, $.X. Kuipets, J.A. Kregel, T.
Macs and G.W. Pikkemzat on an earlier version of this paper. Of course, I bear full responsibility
for ail remaining errors. ‘

' 1 borrow this terminology from LEJOMHURVUD (1981), Lefjonhufvud, however, uses it to
refer to theories which focus on the role of failures to coordinate saving and investment decisions
in explaining economic fuctuations, But in his 1981 paper as well as in his further wotk
Lefjonhufvud associates his focus on coordination failures with the study of adjustment. processes.
My use of this terminology may therefore be quite justified, This may be the more so since Hayels,
who, in Leijonhufvud’s view plays a major role in the Wicksell Connection, considers the study of

adjustment processes as one of the main tasks of economic analysis (cf. HavEK, 1937).
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largely one of deducing changes in anticipations from the changes in
objective data which call them forth” (Hicks 1935, p. 58). Though
Hayek’s emphasis on expectational errors and adjustn'lent dynqmms
appears in many of his writings on cyclical phenomena, it is most e'vldent
in his 1937 paper on ‘Economics and Knowledge’, which, with h1§ Pure
Theory of Capital, constitutes Hayek’s main attempt to explain the
linkages between the explanation of cyclical phenomena, and thel:e‘fote of
monetary problems, on the one hand, and the theory of equilibrium
based on substitution, scarcity and the consistency of plans on the other.
In this paper Hayek in fact suggested that the division of the subject
between monetary cconomics and equilibrium economics was closely
parallel to the division between empitical economics and the .“pure logic
of choice, [ot] the tautologies of which formal equilibrium theory
essentially consists” (Hayek 1937, p. 33). In his view, assumptions about
expectational adjustments, or “the apparently subsidiary hypotheses or
assumptions that people do learn from experience, and about how the.y
acquire knowledge... constitute the empirical content of our proposi-
tions about what happens in the real world” (ébid., p. 46). A31de' from
suggesting a clear commitment to the empirical status of economics, t&
anyone who shares this cémmitment, Hayek thus seemed to be
providing a decisive support of further examination of the. \}_Ulcksell
Connection, implying that progress in economics was limited to
investigation of adjustment processes and the expectational dynamics
underlying them, ‘

Tn this paper we hope to show that, although this is a possible
interpretation of ‘Economics and Knowledge’, it is not logically implif}d
by it. On the contrary, the central insight of that paper leads to quite
different conclusions which do not imply further consideration of the
Wicksell Connection. Rather, ‘Economics and Knowledge’ constitutes
the initial step in the development of a methodology which suggests the
impossibility of achieving new empirical insights by focusing on
expectational dynamics, and which provides an important reason for
adopting a different equilibrium framework from Hayek’s 1937 paper.
Paradoxically, this alternative equilibrium framework is consistent wllth
the methodology undetlying Keynes’s General Theory. By thus showing
the consistency between this central contribution to monetary contro-
versy and the implications of ‘Economics and Knowledge’ this. paper
provides a rationale for focusing on monetary controversy outside the
Wicksell Connection,

|
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1. Knowledge of how knowledge will be acquired does not lead to
empirical progress :

Despite Hayek’s emphasis on making assumptions about how
people change their knowledge and expectations in the light of their
experiences, in ‘Economics and Knowledge' he in fact did *... not
propose to follow this line of approach further” (1937, p. 49). Instead
he focused on the question of “how much knowledge and what sort of
knowledge the different individuals must possess in order that we may
speak of equilibrium™ (#54d., p. 50). This made him discover what, in
retrospect, Hayek himself (1967, pp. 91-92) considered the main
conclusion of ‘Economics and Knowledge’, namely that the total of
knowledge associated with equilibrium will always be dispersed over

‘great numbers of people, each possessing only bits of incomplete or

even contradictory knowledge, so that “the really central problem of
economics as a social science” (Hayek 1937, p. 50) was how despite this
dispersion of knowledge (equilibrium) results could be achieved which
could only deliberately be achieved by some directing mind if he
possessed a knowledge “which no single person can possess” (#bid., p.
54). Thus, rather than shedding any light on what he considered the
empirical content of our discipline, in Economics and Knowledge’
Hayek developed a new insight which became the corner stone of most
of his later writings. In none of them did Hayek show any concern about
the specific details of how people derive knowledge from their expe-
rience and change their expectations. Rather, they are steps on a “long
way...” from his discovery of the above mentioned central task of our
discipline ... to an adequate insight into the relations between the
abstract rules which the individual follows in his actions and the
abstract overall order which is formed as a result of his responding
within the limits imposed upon him by those abstract rules to the
concrete particular circumstances which he encounters” (Hayek 1967,
pp. 91-92), .

Hayek’s work does not reveal why he did not concern himself with
individuals’ acquisition of knowledge and their expectational ad-
justments. However, the insight he discovered in its stead in fact
provides a perfect rationale for that failure, inasmuch as concern with
the effects of experience on individuals’ knowledge and expectations
should aim at furthering economics as an empirical discipline, If such
effects are unknown, we can hypothesize a tendency towards equilib-
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rium, but fail the opportunity to predict any particular detail of the
process involved, Nor can we predict any particular detail of its outcome.,
Instead, it will only be possible to describe the abstract structure of that
outcome and predict that such a structure will materialize. The
dispersion of knowledge which Hayek discovered, however, implies that
even if we did possess knowledge about how people acquire knowledge
and change their expectations in the light of their individual fields of
experience, we would be unable to determine such fields, and therefore
fail to make any specific predictions about disequilibrium processes and
their ultimate result. Nor would it be possible to test any such
predictions.? Accordingly, knowledge of the dynamics of knowledge and
expectations wuold not lead to additional predictions and the possibility
to confront such predictions with experience. In other words, it would
not further economics as an empirical discipline. Accordingly, to the
extent that this was Hayek’s ultimate aim, he was right in proposing to
follow a different route.® Similarly, the dispersion of knowledge implies
that the Wicksell Connection cannot be a fruitful basis for achieving
progress in the field of monetary economics. Endeavor to achieve such
progress should therefore not be cited as an argument in favor of the
Wicksell Connection,

2. Dispetsion of knowledge and the empirical content of economics

Thought Hayek did not explicity derive the above conclusion, he
did acknowledge that the dispersion of knowledge will have important
methodological consequences that are associated with the impossibility
to make specific predictions about economic processes, Instead of being
concerned with the individual elements constituting economic proces-
ses, he has come to emphasize that economics can only be concerned

2 Ty addition, it should be noted that different individuals may follow different procedures in
acquiring and processing information, Given the dispersion of knowledge it may be impossible o
take account of such differences, Instead we may only expect to find the abstract features of how
individual’s knowledge and expectations are related to their individual fields of experience. This
too, however, limits our capability to make specific predictions about disequilibrium processcs and
their ultimate result.

3 Tn his 1945 paper on “The Use of Knowledge in Society” HAYEK argued that the dispersion
of knowledge implies the impracticability of central economic planning. In fact, our argument
means that the research programme associated with ‘Economics and Knowledge' is impracticable
for the very same reason.
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with the abstract structures of possible relations between the individual
elements. The structures, or patterns, involved are constituted by
general or abstract features that will recur independently of the
particular values of the individual data. Given such “pattern predic-
tions”’, Hayek considers the impossibility for a single person to possess
knowledge of all these data to be no impediment for the possibility to
make empirical predictions. Instead, in his view, the empirical content
of economics consists in what its assumptions forbid. In particular, he
considers economics as capable of providing negative predictions,
because pattern predictions imply ... that such and such things will not
occut and more especially ... that such and such phenomena will not
occur together” (1967, p. 32).

From this perspective concern with equilibria does not necessarily
prohibit economics from furthering our knowledge. Rather, equilibria
are perfect examples of the patierns that Hayek assumes economics to
deal with. Increasing our knowledge of the structural features of
equilibria and increasing our awareness of the negative predictions they
imply may thus contribute to further understanding of the real world.*

3. The “laws of the market” and the function of prices

But which concept of equilibrium should we focus on? And should
we consider observations that contradict the negative implications of
the kind of order chosen for consideration as indicating that we etred in
deriving the implications? Or should we consider them as implying that
we failed to give an adequate description of the order involved, or were
mistaken in assuming a tendency towards that particular order? Ob-
viously, despite Hayek’s methodology, and despite the underlying
impossibility to predict any detail of economic processes, we are not
absolved from making assumptions about the abstract structure of such
processes, for we still have to create a basis for deriving theses
concerning their ultimate result.

* We shpu'ld not preten;] much mote in this respect, for, as SNIPPE (1986b) argues, the
negative pred[ct1on§ just mentioned may be difficult to disprove. Accordingly, it may be unjustified
to pretend the possibility of empirical progress along the requirements of the prevailing notion of
empirical science. '
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In this respect, rather than focusing on knowledge, expectations and
adjustments thereof, Hayek’s recent writings emphasize the depend-
ency of competitive processes on the legal framework within which they
take place, As indicated in section 1, Hayek considers this emphasis as a
sequel to ‘Economics and Knowledge’. In his view, individuals’ obe-
dience of the rules, and their application to the concrete circumstances
known only to them determine the particular outcome of market
processes: “It will be through the knowledge of these individuals both
of the rules and of the particular facts, that both will determine the
resulting order” (ITayek 1982-1, p. 46). Here, no mention is made of any
expectational dynamics at all. Instead, it is assumed that a tendency
towards order only requires individuals to follow the rules.®

The rules underlying market processes are mainly rules delimiting
individuals’ personal domains, such as the laws of property, contracts
and torts.® First and foremost they become manifest in exchange and
the prices involved. Adequate understanding of market processes, in
order to predict the kind of order they tend to establish, therefore
requires us to understand the function of prices. A fundamental
contribution to such understanding is constituted by Hayek's 1945
paper on ‘The Use of Knowledge in Society’, which contains Hayek’s
famous claim that the chicf function of prices is to coordinate individ-
uals’ behaviour by “communicating knowledge”.” Unfortunately, the
phraseology of this claim has proved to be quite misleading, and has
recently been understood as suggesting that prices play a dual role as
determinants of consumers’ budget constraints and producers’ profit
opportunities on the one hand, and transmitters of information on the
other,® Yet, Hayek’s own explanations of how prices “‘communicate”
knowledge in fact indicate that there need not be any real communica-
tion of knowledge at all, in order for the market process to gencrate an
equilibrium for the economy as a whole, In fact, Hayek describes such
an equilibrium as a “solution which (it is just conceptually possible)
might have been arrived at by one single mind possessing all the
information which is i fact dispersed among all the people involved in

5 This might even be taken to imply that whereas individuals' success depends on
expectational adjustments, they are no prerequisite for the establishment of spontaneous order.
Crtrent spontaneous order is compatible with future losses.

¢ Cf Hayek (1983-1), pp. 123 (L.

T HAYEK {1943),

¢ This underscanding is associated with recent wotk on rational expectations equilibria with
heterogenous information. Compare ‘GROSSMAN {1981), JorpaN and RaDNER (1982), RADNER
(1983} and Bray {1985).
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the process” (Hayek 1945, p. 86, emphasis added). Full communica-
tion, however, would ultimately make everyone equal to that single
mind. Instead of assuming this, already in ‘Economics and Knowledge’
Hayek cites Morgenstern (1933) to stress that such a state of knowledge
might well turn out to be incompatible with the achievement of
equilibrium, and in ‘The Use of Knowledge’ he argues that “the most
significant fact about [the price mechanism] is the economy of knowl-
edge with which it operates, or how little the individual participants
need to know in order to be able to take the right action” (Hayek 1945,
p. 86). Price changes need not reveal why scarcities change, Instead
their main function is to induce individuals to change their behaviour
“without ... knowing anything at all about the original causes of these
actions” (7b74.). Indeed, the “marvel” Hayek discovered “is that in a
case like that of a scarcity of one raw material, without an order being
issued, without more than perhaps a handful of people knowing the
cause, tens of thousands of people whose identity could not be
ascertained by months of investigation, are made to use the material or
its products more sparingly; that is, they move in the right direction”
(ibid., p. 87).

This does not deny the possibility that agents may use observations
of prices to draw inferences about the information held by others. The
recent outburst of literature on the existence of rational expectations
equilibria in models where agents possess heterogeneous information,
clearly shows, that it is at least conceptually possible that private
information will be revealed by prices,® However this literature in fact
also shows that such communication of knowledge is highly unlikely.
First, it requires very tight restrictions on the dimension of the space of
private information (the signal space) relative to the dimension of the
price space, Second, the structure of the models involved reveal that it
requires the uninformed individuals to know who possess adequate
information, whether that information is interesting for the purpose at
hand, and how it will induce the well-informed individuals to change
their demand and supply relative to prices, a requirement which is
unlikely to be fulfilled (given the dispersion of knowledge for which the
communication of knowledge is to be a solution). Of course, one might
assume that the knowledge involved, too, will be revealed by prices.
However, such would probably be inconsistent with the above mentio-
ned restrictions on the dimension of the space of private information.

® See the literature cited in note 8.
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Moreover, even if such inconsistency does not exist, the assumption
would only be the first step towards an infinite regress, and therefore be
incapable of resolving the problem. Accordingly, even though full
communication of information by means of prices is conceptually
possible, it seems highly unlikely, if not practically impossible, to occur
in the real world.

However, even if prices were successful in disseminating knowled-
ge, such would not guarantee the establishment of intertemporal
coordination. As Mises (1980, p. 113) put it, “there is no experience of
the future”, so in this respect there is no knowledge available to be
disseminated, Moreover, once prices do fail to transmit information,
they cannot be expected to make divergent expectations converge
cither. They induce individuals to adapt to changing scarcities, but they
do not correct the mistaken expectations undetlying these scarcitics.
The adjustments induced, which today seem to be in the right ditection,
given present scarcities, may tomorrow turn out to be a dramatic failure.
Today’s scarcities may well depend on expectations that tomortow’s
experience proves to be uttetly mistaken, '

Rather than being associated with the dissemination of knowledge,
or the capability to make expectations converge so as to establish
intertemporal equilibrium, prices merely induce individuals to realloca-
te their resources over different uses, in the light of their knowledge and
expectations, itrespective of whether the latter are mistaken or not. As
determinants of consumers’ budget constraints and producers’ profit
opportunities price changes and price differentials induce them to use
materials and products more {or less) sparingly. Moreover, in combina-
tion with this more (ot less) sparing use they determine the difference
hetween individuals’ money revenues and outlays, and so imply, va the
constraint of the balance sheet, that producers who fail to fit present
scarcities, and so fail to obey “the laws of the market”, tend to be
expelled from the market, while the others retain or increase their
wealth, “Profit and loss are the instruments by means of which the
consumers pass the direction of production activities into the hands of
those who are best to serve them” (Mises 1980, p. 123) in their present
needs. However, though having been for some time better fit for the
functions incumbent upon them than other people were, those who so

19 The incapability of markets to make different expectations converge has been emphasized
before by KEynms (1936, esp. ch. 12), SHACKLE (1972), LacHMANN (1976, 1978) and
STREIT (1984).

Momentary Equilibrium Versus the Wicksell Connection 205

receive the control of capital may tomorrow appear to be less clever or
more clumsy than other people appear to be. The fact that at the
momentaty prices being realised sellers and buyers manage to find one
another, that they prefer “more to less” and are free to chose given their
individual fields of knowledge and the budget constraints determined
by the prices involved, rather than measures of success in adjusting
expectations, are the crucial elements of the market mechanism.

4. The “laws of the market” should not be associated with an
intertemporal equilibrium concept

Hayek’s emphasis on the importance of expectational adjustment
in “Economics and Knowledge’ was closely linked to the intertemporal
equilibrium concept undetlying that paper. If, however, the price
mechanism associated with “the laws of the market” may (or is even
likely to) fail to establish intertemporal coordination of economic
activities, there is little reason for focusing analysis on intertemporal
equilibrium. Rather, we should aim at 2 concept of equilibrium, which
can be associated with the limited role of the price mechanism discussed
in the last paragraph of section 3. In particular, we should focus on an
equilibrium structure, which allows for expectations that, although
hitherto not having been falsified, may prove to be wrong when the
future unfolds. Given its independence of the adequacy of expectations,
the structure of such an equilibrium might well be described without
explicitly bothering about expectations at all.

Hayek in fact does provide us with such a concept. In a recent
description of the kind of order which he considets economics to be
concernend with, Hayck does not explicitly mention any expectations.
Instead, he assumes that, as a result of competitive processes, “...every-
thing will be produced, which somebody knows how to produce and
which he can sell profitably at a price at which buyers will prefer it to
the available alternatives; second, everything, that is being produced is
produced by persons who can do so at least as cheaply as anybody else
who in fact is not producing it; and third, that everything will be sold at
prices lower than or at least as low as those at which it could be sold by
anybody who in fact does not do so” (ITayek 1982-111, p. 74).

These conditions refer to expectations only implicitly. First and
foremost expectations are involved in costs. “Cost is that which the
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decision-maker sacrifies or gives up when he selects one alternative
rather than an other. Cost consists therefore of his own cvaluation of the
enjoyment or utility that he anticipates having to forego as 2 result of
choice itself (Buchanan 1969, p. 14; emphasis added)."" The crucial
point of the above conditions, however, is independent of why those
who anticipate that production makes them forego more than the
anticipated revenues will compensate them for, come to their evalua-

tion. Nor is it dependent on the question whether the anticipations’

involved will ultimately prove to be correct or not. The only thing that
counts is that they refuse to supply at a price low enough to allow them
to find buyers. The same applies to the second role of expectations
associated with the above conditions, which is their being a motive force,
underlying demand. Just as costs, and thus supply, may be dependent
on homogeneous and correct as well as heterogeneous and mistaken
expectations, so may demand. The existence of demand and supply and
the absence of price differences (for the same goods) constitute what
really matters,

Being consistent with all kinds of expectations, Hayek’s three
conditions define a structure, whose abstract features can be described
without (explicitly) mentioning expectations at all. Similarly, they do
not require any expectational adjustments, in so far as these are
concerned with the future which is still to be unfolded. Instead they
merely require some overlap of individuals’ fields of knowledge, so that
price differences will be arbitraged away.'> Unless the above conditions
are fulfilled, individuals will come to reallocate their expenditures and
so add to the elected producers’ spheres of action (via profits) and take
from those of others (viz losses). Moreover, unless the unfolding of the
future proves expectations to be consistent with one another as well as
with external facts, even the absence of price differences does not make
this selective process stop, “It reviews again and again its previous
decisions and forces everybody to submit to a new examination of his
case” (Mises 1966, p. 311). The winnets can retain their position only by
receiving again and again confirmation on the part of their customets.

1 O the subjective nature of cost, see BUCHANAN (1969}, BUCHANAN and THIRLBY {1983}
and VAUGHN (1980). Compare also Mises's discussion of the concepts of profit and loss in MIsES
(1966) and Misgs (1980).

12 This condition was acknowledged in Favex (1945), For recent emphasis on this condition,
of. ABFLE (1978) and LITTLECHILD and OWEN (1980).
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5. Equilibrium and Keynes’s General Theory

The only type of equilibrium involved in the establishment of
realised prices and quantities underlying profits and losses is an
equilibrium between (in the sense of an equality of) the quantity
demanded and the quantity supplied at the prices involved. This is
exactly the sense of the term equilibrium that was dominant in
Marshallian price theory. Tt has been lost out of sight due to the
development of Walrasian economics (in which Hayek’s “Economics
and Knowledge” in fact reflected an essential step'?), which also made
us fail to acknowledge that this limited concept of equilibrium underlay
Keynes’s General Theory.'*

In accordance with Marshallian price theory, however, Keynes's
General Theory focused on momentary equilibria of demand and’
supply. Thus he differentiated himself from the emphasis placed by the
Wicksell Connectioh on period (or sequence) analysis, and in fact
suggested that major problems in monetary theory might well be
explained outside the Wicksell Connection.'*

Keynes’s use of Marshallian concepts was perfectly in accordance
with his assumption of “the laws of the market.” In this respect he did
not differ from Hayek. Although the concept of momentary equilibrium
of demand and supply does not requite fulfillment of the equilibrium
conditions that Hayek described, for analytical reasons Keynes even
assumed these conditions to be fulfilled, that is, that production fits
demand and that prices reflect the costs of production.'® The substance
of his theory did not require such an equilibrium to be established. For
example, the liquidity preference theory of interest and Keynes’s views
on the relations between investment, saving and finance”ecan be
described without making the above equilibrium assumption at all."?
Making it, however, might be useful in focusing on the motive forces
underlying momentary situations in general, and the “causal nexus”
between monetary phenomena and the persistence of involuntary
unemployment in particular. Typical disequilibrium phenomena such as

: gomgare MILGATE (1979).
n the impact of Walrasiah economics on the way in which Keynes's General Theory h
been llsmderstood, of. CLoweR (1575), KreGEL (1582} and LEJONHUFVUD (1984). o e
Compare KREGEL (1976) and SNIPPE (1987).

69-7(;;, Recall the subjective nature of Keynes’s concept of user cost (KEyNES 1936, ¢ch. 6, esp. pp.

'" Cf. SNIPPE (19854, 1985b and 19864).
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mistaken {short-term) expectations might just obscure them, and should
therefore be left out. In other words, Keynes assumed equilibtia in
order to focus on abstract causal relations which exist independent of
the specific content of complicating phenomena, just as Hayek has come
to focus on patterns of relationships which exist independent of the
individual data underlying economic processes. In doing so, both tried
to grapple with complexity: Hayek because the amount of information
associated with the complexity of economic processes could never be
possessed by a single mind; Keynes in order to “provide ourselves with
an organised and orderly method of thinking out particular problems,”
in which different causal relations are isolated and understood one by
one, before going “back on ourselves and allow, as well as we can, for
the probable interactions of the factors amongst themselves” (Keynes
1936, p. 297).

In fact, by focusing on situations in which production fits demand
and prices reflect the costs of production, Keynes was capable to show
his central criticism of classical theory, namely that the “laws of the
matket” fail to generate full employment unless some assumptions
would be satisfied which in fact “‘are seldom or never satisfied” and
which classical theory failed to make explicit (Keynes 1936, p. 378).
Indeed by focusing on these “tacit assumptions™ Keynes was able to
show that involuntary unemployment is not merely a temporaty phenormn-
enon associated with the time it takes an economy to adjust to new
scarcity patterns, or with the time during which such adjustments are
retarded by price rigidities. Rather than accepting either the method or
the substance of the Wicksell Connection, Keynes assumed the laws of
the market to have worked themselves out, in order to show that
markets may work as classical theotry assumes, but nevertheless fail to
avoid the “public scandal of wasted resources” due to the peculiarities
of monetary economies that classical theory overlooked. In other words,
in Keynes's view, the understanding of monetary economies might very
well be furthered independent of the Wicksell Connection.

The discipline accepted Keynes’s equilibrium framework, but
made it crystallise into a theoretical framework which, though being
identified with Keynes’s name, probably incorporated only few of his
original insights. Contrary to what some authors have recently sugges-
ted, ' this rather than the equilibrium assumption reduced the General
Theory to a special case rather than a general theory, and made attention
shift away from Keynes’s “revolutionary” message. Given the equilib-

18 Hieks(1976) and KoHN({1983).

Momentary Equilibrium Versus the Wickself Conm 209

rium assumption, mistaken interpretations allowed economists to argue
that Keynes’s insights depend on the assumption of fixed money wages.
In particular, the equilibrium framework became used to represent a
system in which money tended to be like a veil rather than a factor of
real importance, that is, a system in which momentary situations were
described without taking account of the fact that they depend on the
past vig contracts # terms of money, and are linked to the future via
decisions, plans and expectations 2 terms of money.® Tt was only on this
basis that the General Theory could be reduced to a special case of
traditional (neo-)classical theory. Keynes’s method was not to blame for

that,

6. Momentary equilibrium as a framework to further monetary
economics

The “laws of the market” tend to establish situations in which
supply fits demand and prices reflect costs, but may very well fail to
make an economy converge towards intertemporal equilibria. Expecta-
tions that are inconsistent with one another, or, with external facts, are
compatible with the former situation, while the absence of such
inconsistencies is a defining characteristic of intertemporal equilibrium,
Hayek’s position concerning the achievements of the “laws of the
market” is still ambiguous: while he has recently described their
achievements in terms of the compatibility of demand and supply and
the reflection of costs in prices; while his own methodology seems to
imply the unfruitfulness of focusing analysis on processes through
which knowledge is acquired and expectations change; and while he
himself has never shown any real concern about such processes, he is
still willing to assume that market processes lead to the reduction of the
differences between the expccted and the actual results of action
(Hayek 1983-1I, pp. 124 ff.), So while his own writings can be taken to
provide sufficient rationale for focusing our attention on an equilibrium
concept which is far less restrictive than the intertemporal equilibrium
concept of ‘Economics and Knowledge’, Hayek still fails to drop that
latter concept, and keeps using it in his ‘Campaign Against Keynesian
Inflation’ (Hayek 1978, chapter 13) and the associated “cbliteration of

% On these aspects of monetary economies, see KEYNES (1936) 292-294, KEYNES (197
PP. 408-409 and KEYNES (1579), pp. 35, 66, 82 ff PP ’ Hom
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many important insights which we had already achieved and which we
shall... have painfully to regain” (#béd., p. 289). And so do many of his
fellow-Austrians as well as many others.*

They so fail to acknowledge that the theoretical framewotk against
which they direct their campaigns, aims at showing that their campaigns
rest on tacit assumptions that have nothing to do with the existence or
absence of intertemporal equilibrium, and are not associated with a
research programme which is bound to be empitically fruitless. The
assumptions involved, the analysis of which Keynes considered the
central problem of monetary economics, still remain obscured by
focusing attention on adjustment problems and the imperfections with
which they are associated. Adequate understanding of the points at
issue in central debate of monetary economics requites us to re-focus
analysis on those kinds of momentary equilibrium that the “laws of the
market” may tend to establish.

Groningen

J. SNIPPE
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