On Cost-Push Theories of Inflation in the
Pre-War Monetary Literature

Recent discussions of inflation have been dominated by two
opposing views. On the one side are the monetarisis who argue
that the basic cause of inflation is excessive monetary growth, iec.,
a rate of increase in the money stock substantiafly in excess of the
rate of growth of real output. Competing with the monetarist
interpretation is the so-called cost-push view, which attributes
inflation to a host of non-monctary, supply-oriented influences. that
raise costs and hence prices. Although modern cost-pushers do
recognize the importance of the monetary factor, they generally
relegate to monetary growth the passive or accommodating role
of ratifying cost increases in order to maintain high levels of produc-
tion and employment. In the 19508 and 1g6os cost-pushers empha-
sized union wage pressure and monopoly (administered) pricing
policies — both underwritten by expansive monetary and fiscal
policies — as the principal causes of inflation. Other frequently
mentioned sources of cost inflation included the competitive struggle
for relative income shates, labor and capital immobilities, job-informa-
tion deficiencies, and * ratcheteffects” stemming from the down-
ward inflexibility of specific prices to shifts in the composition of
demand. Most recently, cost-pushers have blamed so-called special
factors, i.e., such random non-monetary influences as crop failures,
commodity shortages, and the OPEC-administered increase in the
price of oil, for causing the surge of inflation to double-digit levels
In 1973 and 1974.

In the course of the debate over inflation, it has become com-
monplace to refer to cost-push explanations as being of relatively
fecent origin. More than one analyst has stated that such theories
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extend back no further than the end of World War 11 and that
they did not begin to flourish until the mid-1950s. Thus, for
example, Professor William G. Bowen in his wellknown  essay

“ Wage Behavior and the Cost-Inflation Problem ” writes that

The role of wage behavior in the inflationary process has been
one of the most hotly debated issues of the post-war years.. ‘This
is a new development, Prior to the end of World War T most
discussions of inflation paid litele, if any, attention to wage deter-
mination. Inflation was analyzed mainly in terms of changes in
the stock of money and in aggregate spending relative to the sapply
of goods and services.. When World War 11 ended... economists
in many Western Furopean countries and in the United States began
to speak of a ‘new’ type of inflation, commonly referred to as ‘cost

inflation.’ [2; pp- 7891

Similarly, Professor George Leland Bach, in a recent book entitled,

significantly cnough, The New Inflation, states that

a half century ago.. most economists saw inflation as bhasically the

result of excessive spending.. gcnerally hased on an excessive crea-
tion of money.. More recently... chese beliefs have been challenged.
Certain economists see 2 new inflation — one caused by big unions
pushing up costs and big businesses pushing up prices, with or

without an excess of total spending. [15 P 7]

The purpose of this article is to show that the foregoing interpreta-
tions are wrong; that, far from being new, cost-push theories were
widespread in the 18c0s and early 1900s; that such theories werc
thoroughly analyzed, and in some cascs sharply criticized, by such
leading neo-classical monetary theorists as Knut Wicksell, Irving
Fisher, J. Laurence Laughlin, and John Maynard Keynes (of the
Treatise, not of the General Theory); and, finally, that many of
the issues in current and recent debates between cost-pushers and

monetarists appcared in the earlier literature dealing with inflation.

The Role of Cost-Push Theories in Classical Monetary Debates

Although the main focus of this article is on the neo-classical

push theories, it is not inappropriate to point out

analysis of cost-
that such theories predate the neo-classical period. For example,

long before Wicksell and Fisher began to write on MmO

netary
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questions in the late 180os, cost-oriented explanations of inflation

and deflation had already played prominent roles in the three

leading r.nolllctary controversies of the nineteenth century, namel
the Bulho;mst, Currency-Banking, and Bimetallism detlggtes ek
The first of these controversies concerned the rise in the: 11
of_ gqld and s'ilver builion, foreign exchange, and commoditi D
Bngam following the suspension of the gold standard durin . t111Il
period of the Napoleonic wars. Like modern mOﬂCtariSthWhe
locate the source of inflation in the central bank, the Bullio‘nist0
l]jglann]]:d fthf: price increan:s on excessive monetary e;ipansio-n by thcse
, h:i‘is n(: England. The}r opponents, the Anti-Bullionists, rejected
th! onetary e.xplanatlon, attributing the price and exchange
Cj; nEo.xiemcnts instead to non-monetary causes, notably domestic
hea}; :;lﬂ ;Ilf'tes, the wartime disruption of foreign trade, and to
hea: cyove 1I al;ly out%ays abroad. [4; p- 28] The Anti-Bullionists,
: r, laic .partlcular stress on influences directly affecting the
prices of '1nd1v1dua1 comtnodities or groups of commodities ges -
c;lally grains ar.ld other staple foodstuffs. Here is the css;:;mc Pof
:n e COSt—Pl.lSh view that general price disturbances stem from non-
onetary influences that causc a series of changes in the individual
prices of key commodities. e
ing ';1;}11: ‘s:;sxzﬂe dé]:;i-inlgr ]11:1116‘:1;11 cost-push theories played a lead-
_ -Banking controversy over the princi
%fanli:gglle]t;r:fr tXc bz;nknote issue as .c.mbodizd in the ilcbrftfj
reoning o thc_cé o 1844.8 In opposition to the quantity theory
asoning of, urrency School, leaders of the Banking School,
pric ularly Thomas Tooke, developed non-monetary theories of
EndeNn;;Jyv;r:;lzt’s. §1r T.E. Grcgory, in his Introduction to Tooke
nd Newmar rs(; istory of P.m'er (1924), }nrrites that Tooke had
e ¢ “p fccup:attlon with the special factors influencing
part.cular prices Wh.IC]? enabled him “to take full account of
Eigi (1101(1: ;;n ngi:;cc]b variations ” Whilt:. simultancously rejecting “the
e prin leveln ctvirecn the quantity of money and the state of
This oresccs postu .ated by. the Currency School..” [g¢; p. 21]
. pation with special factors influencing particular pri

continues to be typical of current - iy bute the
campant inlason yOIE cost-pushers, who attribute the
i e 1973 and 1974 to such random events as crop
, the disappearance of anchovies off the coast of Peru, and

“the OPEC—imposed quadrupling of the price of oil,
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Tooke, in his own version of the cost—ppsh theory, stzzedrzlli;t
general prices were determined }'oy factor znco;_nlc’fd.(vdva;it ,ex 13111
profits, etc.) and not by the quantity of mome}lr71 cl ;S‘ not gctcr—
bow these price-detcrmimng factor incornes themselv e deten
mined but left the question of their origin open to y

i i i £ orice inflation is therefore
i retations. His theory of price .
o d structural theories that ()

i - t—push an :
suppestive of recent wage-cost o
Iinglg inflation to some arbitrary non-monetary element in

comes, production hottlenccks, particular sup D
stitutional pricc rigidities, etc., a{nd (z)h stress tt hia, ilafional 12:; ok
iti r relative shares 1n : me.

of the competitive struggle for . : - nat A
Cost tgcorics competcd again with the quantity theory during

ization of
the Bimetallism controversy OVCr t}%c propl(iscd ?lfiet%zti::g o
i i f the nineteenth century.
silver in the latter decades o . 1 . Using the
i i ar price de
i Bimetallists explained the secu
e i £ tock to grow as fast
the money stoc g
1872-1806 as the failure o
;f rea7130ut%ut Supporters of the gold standard, hoI\{Never, a(.lhcr;:_d
i i Professor W. W. Rostow, 1n s
to cost theories of dcflat}on. bis
British Economy of the Nineteenth Century (1948), bas summariz
these cost-push views. Gold monometallists, he writes

i i nd ma-

mustered enormous evidence attesting to nevv_r{n::thodf3 qaand o2

.c'l‘hines cheapened transport costs, newdraw mate{:a Tf:gr;dt’m o

. : e a
: it tended to deprecate t

creased competition. They > dep! e e
insi i t that individual cost cur |

forces. They insisted, in short, o ing 2

i iocht: that the average cost of P g
far and shifted to the right: verage. o o
] that diminishing returns

utput had decreased, and _ g T~

B reeinal - + in ac a further point, requiring a higher level

i — se : :
marginal cous They found in the case of each

i isi rices. .
of demand to yield rising p | ] o of cacs
pmarket no residual movement to be explained after its wnigy

tions were examined, No monetary factor was r::quired. ’gheir motLo
might have been... ‘Gold has behaved very well? 153 p. 60]

Neo-Classical Views of Cost Inflation: Knut Wicksell

cksell’s work shows thW
of inflation and deﬂat}on
3 of his Interest and Prtce:;
“ 80 widesprcad

Even a cursory examination of .W1
erroncous is the view that cost theories
are of recent vintage. Thus, m Chapter

h theories as already being
(1858) b el O flem « would seem almost para

that merely to qucstion t

doxical”
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He proceeds to describe how these theories have been used to
explain “the fall of commodity prices during recent decades.”

The decrease in the cost of production of commodities, the improve-
ments in transport, etc, are often put forward without further
explanation as independent causes of the fall in commodity prices...
It is as though this kind of explanation replaces every other theory
of the value of money. The reasoning is somewhat as follows:
Technical progress results in a fall in the cost of production, and so
in the price, first of one group of commodites, then of another.
The extension of this fall in price to all, or to most, groups of com-
modities means a fall in the general level of prices.. [17; p. 25]

Conversely, when inflation. is the problem,

an explanation is looked for {as in the case of Thomas Tocke and
his followers) in bad harvests, in an increase in the demand for
particular commodities of which the supply remains unaltered, and
in the effect of tariffs and indirect taxes in raising the prices of
such commodities. [17; pp. 25-6)

Elsewhere he cites additional “alleged causes of a rise in prices”
in which cost-pushers “take refuge”. These include “the supposed
screwing up of prices by cartels and trusts, the greed of middlemen,
trade union claims for higher wages, etc.”. [18; p. 154]

Wicksell commented extensively on the monetary assumptions
underlying cost-push theories. He stated that cost-push models are
incapable of generating sustained inflation without an accommodat-
ing expansion in the money stock. In his words, inflation “can
never be governed by the conditions of the commodity market
itself (or of the production of goods).” Rather, it is “in the
relations of this market to the money marke:” that one finds the
causes of inflation. [17; p. 24] In short, cost-pushers must implicitly
assume that cost increases will be automatically validated by per-
missive expansions of the money stock. As Wicksell put it, cost-
push theories typically regard money “as a kind of amorphous,
infinitely elastic, or plastic mass which adapts itself without any
pressure to any price level and is therefore entirely passive in
relation to the pricing mechanism, whilst the latter is regulated
only by circumstances concerning the commodities themselves, ”
[18; p. 154] Cost-pushers, he claims, have become so accustomed
“to seeing in the modern credit and banking system a means of
satisfying any demand whatever on the past of society for a medium
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of exchange that they cannot conceive of money influencing prices

; i 5 118: p. 154]
in one direction or the other.” [1 5 p ‘ . . .
Another feature of cost theories, noted by Wicksell, is their

i i omena to microeconomic
tendency to attribute macroeconomic phen

causes. As Wicksell put it, “ Thc‘same causes...‘citcd to ac;oun;r’(fior
o rise or fall in the price of any single commodity are put forw 26]
a5 the source of changes in the general level gf prlccs.d {7 Piqabl
Wicksell’s criticisms of cost-push theories sound rcrrllflr ! sy
like those of modern monetarists. . Cqst—push reasoning, he sh 1321;
“ contains an inadmissible generalization; for 'argumcnts ﬁ)gd h
are valid only when it is a matter of relative prices arc _ag)p ied 1o
a field in which they no lqngcr possess any meantflg,[ 1é-.’ e
absolute prices of commod(iitlcs, _cxprfssiﬁclgogﬁjr;ﬁg N axt ; “ﬁth 4
Moreover, cost-pushers tend to 1gnore e ; d, ith the
nd total spending both constant, cost-in uce
anfz ;E-?gfl; gf specific fommo%ities may be offset by compensat-

ions i i items. For example, such cost-
ing reductions 1n the prices of other items ple,

raising influences as

Import duties and taxes on consumption undoubtedly lead to higher

. - i
prices of the commodities so taxed, b%t it is by n(:i T}f;nihggm
i i hanged in price an

that other ‘goods will remain unc _ ercfore

the generalg price level will rise. In any cass, there 1:‘:i Iéoﬁuir;gthe

prevent the possibility of a simultaneou.s p’rrels;surc on ?Jxlld : ;ad n the
i ds — as the Quantity Theory WO

prices o o i | 1d ain unchanged
rice level would rema

suppose — so that the average pric : °

urﬁlzss there existed some monetary cause for the change. [18; p. 15 1

These same allegations — tl_lc_con‘.fusion between r?flgtlvcri:cs;
absolute prices, the failure to d1st1ng1_11sh betwccn. spec1d1cﬂ (?urish
and the average level of prices -— confinue o SUIVIVE %r;l Aot
in modern monetarist criticism of cost-push reasoning. ; usble-di >
Friedman, commenting on :c‘h%ﬁllegcfd [st(})llérc; 5 eOfi nthte:h‘3 (;l»iccs ogf :
i ion of 197374 writes, at o : .
gglitzfinfood..%?gjﬁc they not the obviou§ 1mmcc‘l1a}te C"én}l-fc Efnﬁ::
price explosion? Not at all. It is csscntlal_to distinguis ' (1::; n% :
in relative prices from changes in ab.:olute prices. The sgccmmhascrs
tions that drove up the price_s of oil and food rcqu;lrc . tpl;n e
to spend more on them, leaving less to spend on (it er 1 eid1. o
that not force other prices to g0 down or to rise less rall;)c a};{ e
otherwise? Why should the average level of all prices
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significantly by changes in the prices of some things relative to
others? Thanks to delays in adjustment, the rapid rises in oil and
food prices may have temporarily raised the rate of inflation some-
what, In the main, however, they have been convenient excuses
for besieged government officials and harried journalists rather
than reasons for the price explosion.” The basic source of inflation,
Friedman contends, “is the faster growth in the quantity of money
than in output.” [8; p. 73] Neither Wicksell nor Friedman men-
tions a point emphasized by modern cost-pushers, namely, that with
zero. monctary growth and sticky (ie, downwardly inflexible)
prices, particular price increases will tend to generate compensat-
ing reductions not in other prices but rather in output and employ-
ment. Given the government’s high-employment objectives, how-
ever, such outcomes, cost-pushers argue, will not be permitted to
occur. Instead, specific price increases must necessarily be accom-
modated by whatever monetary expansion is required to maintain
output and employment at high levels. Thus, the political constraints
imposed by the commitment to full employment enter directly
into the process by which individual price increases are translated
into general inflationary pressures.

J. Laurence Laughlin

If Wicksell was one of the harsher critics of the cost-push
theory, then surely one of its strongest proponents was J. Laurence
Laughlin, the first chairman of the Department of Economics of
the University of Chicago. Today Chicago-is identified with the
quantity theory. At the turn of the century, however, it was a citadel
of anti-quantity theory doctrine with Laughlin as chicf expositor
of that doctrine. :

Laughlin stated his views on inflation first in an article in the
1909 Journal of Political Economy and again at the 1910 meetings
of the American Economic Association in a session dealing with
the causes of rising prices between 1896 and 19og. He starts out
by rejecting - the monetarist explanation of inflation.

The old [quantity] theory of Ricardo and Hume no longer holds
undisputed sway... There can be no question that the causes for the
remarkable rise in prices.. cannot be looked for in those influences
directly affecting gold [ie., money]: [11; pp. 257, 263]
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Instead, the causes of inflation ©must be sought in the [rfa(li] f?rc:i
settling particular prices.” [12; p 1_78] These forces inciud cmfscd
gress of iavention and increased skill of management, .. dm
wages higher cost of materials, higher customs-duties, and monop-
] * . 1 =’ = . 26 _6-‘
olies. or combinations” [11; pp. 205-0] | .
,Laughlin, described several distinet types qf cost-push mcchams(xir.]f,
namely, (1) wagc—push, (2) administered pricing, and (3) colr.nrlrllo tlh y
shortag::s. His description of wage-push, quotc_d 'below, h1gl(; ig :3011:
role of ratchet effects and unilateral wage-setting by .tra 53 u f
Both phenomena imply the existence of a substantial degree o
monopoly power in the labor market. Curiously enougt}, howeﬁccg
unionized workets constituted only about 6%/ of the labor force whe
Laughlin wrote the following: .
.. there has been a marked “advance in wages. [Thus] gneuc—ki de.
main elements entering into the expenses of ?rodqc.tion of a On 8
of voods has risen in cost, and had its effect in raising prlcesiz.. nce
tha% a high rate of wages has been granted, it is no}l; e}z:sy tﬁl(; ?;1;
. i i is... whether the
lovers to force a reduction.. The question is..
Efoz;rages is one of the causes of the rise of prices or whether the
rise of prices has made possible the rise o"E Wages... There seems }tlo
be an influence independ&nt of prices which has acted to raise the

¢ influence undoubtedly is due.. to the pres-
rsicfe Uf)f“;zlg)gsr'-uﬁiﬁﬂs,th;fhigh have been very active in recent years.
[11; pp. 268-9] N f
Laughlin did not stop at wagc—push.. 'DCSCﬂle:g. the Ifzgc; l?n
inflation stemming from monopoly fldﬁ.nmstc.red pricing, a g fin
said that “the formation of combir_la_tlons 1s.unqucst1.ona” y[n.
strongest force in this period working for h}g?lcr prg:ic;;tions i;
p. 270] “The whole raison d’etrc'.of monopolistic i:gm inations
to control prices, and prevent active competition. s 3 tzics o
omist knows, in the conditions undr-fr which maxg‘r ify uslation .
today organized, expenses of production have no direct I¢
ices” [12; p. 18 o
PflCﬁg th[ird, tl;pc gf] cost inflation citefi by Laughlin (115 thath g;z: f;
raw materials shortages and crop fallurcs.' Cgmmo- ity s > thgcir
affect the rate of inflation directly and also indirectly thrm?JLg s
feedback into wage demands. With reference to the }attcr% 2] gcrop
remarked that the increased p_.ricc of foqd rc.sultmg 1'(3E oy
shortages © wipes out all the gains of previous mcrf:a}slcs oa o
and drives laborers to repeat their demands for h’1’g_ er p y 2 "y
working again to increase expenses of production” [12; P T4
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Irving Fisher

The most influential American critic of cost-push doctrines in
the prewar period was Irving Fisher, America’s leading quantity
theorist. Fisher’s comments on cost-push theory are contained in
many of his monetary works including his classic The Purchasing
Power of Money (1g11), his remarks at the 1910 AEA session on
the causes of inflation, and his Stabilizing the Dollar (1g20).

Fisher criticized cost-push theories on at least four grounds.
First, he argued that such theories often fail to distinguish between
changes in relative prices and changes in absolute prices. The result
is confusion, with cost-pushers erroneously ascribing real or micro-
economic causes to what is essentially a monetary or macroeconormic
phenomenon. In Pisher’s own words, cost-pushers “have seriously
sought the explanation of a general change in price levels in the
individual price changes of various commodities considered separately.
Much of their reasoning goes no farther than to explain one price
in terms of other prices” [5; p. 176] Elsewhere he listed 41
frequently cited non-monetary causes of inflation and noted that
“while some of them are important factors in raising particular
prices, none of them... has been important in raising the general
scale of prices.” [6; p. 1x] Fisher pointed out that “no explana-
tion of a general rise in prices is sufficient which merely explains
one price in terms of another price” [6; p. 14]

Second, Fisher argued that anything that affects the price
level must do so through changes in the stock of money, its
velocity, or the volume of transactions: if these magnitudes remain
constant, the price level cannot change. There is no reason to
believe that changes in the specific prices of unionized labor or
monapely products will affect these macroeconomic variables. There-
fore, if “trade unions seek to raise prices of labor while trusts
raisc prices of commodities”, the general price level ©cannot
change” [s; pp. r79-80] The individual prices of union Iabor and
monopoly products might rise, to be sure, but these changes in
particular ¢ parts of the price level may occur only at the expense
of opposite changes in other parts” [5; p. 180]

Fisher’s third criticism referred to the tendency of cost-pushers
© resort to ad hoc explanations stressing temporary disturbances,
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random events, and other special factors. He termed this practice
« the error of selecting special cases, » and he argued that because
such alleged causes of inflation occur only sporadically, are short-
lived, and affect only a limited range of commodities they could
not explain a sustained tise in the level of all prices. As he expressed
it, “special causes working on selected commodities” would not
“be general enough to explain the concerted behavior of... changes
in the general scale or level of prices.” [6; P 167 Only excessive
monetary growth could account for sustained inflation, or as he put it,
«ipn almost all great and -—prolonged price movements the chief
factor is the quantity of moncy.” 16; p. 52]

The fourth reason for Fisher’s opposition to cost-push theories
was his belief that they would lead to inappropriate policies, in-
cluding price—controls and incomes policies. Such ¢ vicious rem-
edies,” he argued, “arc often not only futile, but harmful.”
[6; pp. 75, 60] He further stated that although incomes policies
focus directly on “the problem of the size of our incomes”, they
are also “ expected to solve the second problem toe”, ie., the problem
of inflation. Unfortunately, however, incomes policies cannot re-
duce inflation, and the inevitable result is that “ disappointment
follows their application.” In short, unless a genuine solution ”
to inflation is found, “a bewildered and infuriated public is apt to
keep on trying every sort of alleged remedy, good, bad, or indiffer-
ent, often with disastrous results.” [6; p. 81]

Finally, mention should be made of Fisher's 1926 contribu-
tion -— only recently rediscovered [3] — to a topic that is central
to current debates between monetarists and cost-pushers. The sabject,
of course, is what is now known as the Phillips curve trade-off
between inflation. and unemployment. Using analytical techniques
that, in econometric sophistication rival all but the very latest work
in the Phillips curve, Fisher discovered a strong inverse relation
between the inflation rate and the level of unemployment. [7] He
aitributed this relation to the tendency for business receipts to rise
faster than expenses at the beginning of an unanticipated inflation.
e suggested, however, that the trade-off was temporary and would
vanish in the long run. Fisher thus became the first economist O
distinguish between the short-run downward-sloping Phillips curve
and the longrun vertical curve. '
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4. M. Keynes

Cost-push  theorizing was not limited solely to Swedish and
American economists during the pre-war era. In Britain, John
Maynard Keynes formulated a cost-push theory in his Trca:fz'se on
Money (19_30). At that time, of course, he still considered himself
a ‘nco-classmal economist and a member of the Cambridge schtool
with a tradition extending back at least to Alfred Marshall. -

' I{l the Treatise Keynes distinguished between two t'Vpcs of
inflation: (1) profit inflation and (2) income inflation. The first
rcfe-r§ to wlllat today is popularly termed demand—puﬂ inflation, ie.
a rising price level propelled by an excess monetary demanci fo1"
the economy’s available output. The second, however, refers to
pure cos‘t—push inflation characterized by autonomous (or in Keynes’s
WOI;:LIS, ‘spontancous ”} increases in wages and prices owing chiefl

to “the powers and activities of Trade Unions.” [10; pp. 167-8%

Keynes's analysis contained at least two contributions that
p).:csagcd several post-war developments in the theory of iﬁﬂation-
First, he discussed the relationships among wages, prices and
productivity within a framework very similar to the ;&callcd’- price

equation, p=w--q, employed in modern cost-push models, where

p, w, and q represent the percentage rates of change of prices, wages
and pro.ducuvxty, respectively. Second, he discussed the proi)lem of’
combatting cost- or supply-induced inflation with demand-man-
agement weapons, i.e., monetary policy. Included in this latter dis-
cussion, incidentally, is a rudimentary treatment of the targets-
instruments problem, in which Keynes pointed out that the simul-
tancqus stab.ﬂlzation of prices, wages, and the foreign exchange
rate Is cqntmgcnt upon the authorities’ having possession of tﬁc
requisite instruments of control.

Concluding Comments

fourrIl‘:;z i srtlcle h?s concentrated on. the cost-inflation "analyses of
o g neo-c as.s1§al monetary theorists whose work is repre-
Wn ative of much. of the monetary rescarch conducted in the pre-
0[:?11;: fz‘ég;:ll&g} domﬁ s0, the article has no doubt neglected numerous
e > ists who also dl_scusscd cosf-push inflation in the pre-

cra. For example, nothing was said about Gardiner Means’s
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work in the 1930s on administered pricing [13], nor of F. C. Mills’s
analysis of rigidities in the structure of individual prices. [14
pp. 31-2] Both of these studics, of course, had important implica-
tions regarding the impact of autonomous increases in costs on
rice level movements. Nor was mentiof made of the statistical
studies of Carl Snyder, studies that purported to show that over
long periods of time all prices undergo roughly equiproportional
changes, thus preserving the sccular stability of price relationships.
Snyder concluded from his findings that movements in the entire
set of commodity prices conld not be explained by real disturbances
that cause random changes in relative prices, but that such price
movements must be attributed to changes in the money supply,
which affected prices as a whole. [16]

Nevertheless, the evidence presented is sufficient to provide strong
support for the main contention of the article, namely, that cost-
push theories, far from being of recent origin, were thoroughly
and repeatedly discussed in the pre-war monetary literature. This
is not to say, however, that the older and modern theories are
identical. On the contrary, modérn cost-push doctrine contains a
crucial clement missing from the older version, namely, the concept
of validation. The term validation refers to the policy reactions of
authorities committed to the goal of high-employment. According
to the validation doctrine, widespread price inflexibility and the
growing public concern over unemployment exert pressure on the
policy authorities to validate cost increases with expansive monetary:
fiscal policies, thereby transforming specific price increases into
generalized inflation. Still, many other contemporary cost-push
propositions and eriticisms — e.g., the inflationary impact of unions,
monopolies, and commodity shortages; the appeal to “ s:fccial
factors”; the role of passive monetary growth in accommo ating
cost increases; the alleged trade-off between inflation and un-
employment; the problem of fighting supply-oriented inflation with
demand-management policies; and, finally, the wage-productivity-
price nexus — all were inherited without scrious modification
from neo-classical analysts. It follows, therefore, that the analysis
of cost-push inflation should be regarded not as a new development
but rather as the revival and restatement of long-cstablished ideas

thoroughly familiar to earlier economists.
Richmond Tromas M. HUMPHREY
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