On Monetarism and Ideology*

I. Introduction

In the course of the current probing of monetarism versus fi-
scalism, a newly raised subject is the relationship, if any, between
monetatistn and ideology. Specifically, does monetarism imply or
presuppose espousal of a laissez-faire political economy? In turn,
have all notable monetarists been laissez-faire proponents? Corre-
spondingly, does any rejection of monerarism imply or presuppose
opposition to a laissez-faire political economy? In turn, have all
- notable nonmonetarists been laissez-faire opponents? In recent wri-
“tings, such authors as Tobin (1974, pp. 62-3), Mayer (1975, pp.
'_307—08), and Stein (1976, p. 2) have suggested that the association of
right-wing ideology with monetarism is not inherent in the content
of monetarism.! Tobin, in particular, argues that the widespread
atttibution of right-wing idcology to the modern quantity theory of
money is due to the institutional coincidence of the espousal of both
the theory and the ideology in the University of Chicago. Beyond
these passing references, however, little supporting evidence and lit-
= probing of the monctarism-ideology nexus are to be found in the
rature.

: Thc indication of a unique 1930s Chicago monetary tradition by
iedman (1956) provides a useful point of departure for considera-
bf'_the conceptual connection between monetarism and ideology.

We have benefited from helpful comments by Thomas Mayer.

‘Maver (1975) does, however, discuss the interrelations between various mone-
fopositions and Keynesian economics. Mayer also distinguishes between the
v.theoty of money and monetarism in terms of a set of criteria ameng which
uantity theory is included. Alternatively, monetarism may be viewed as having
tgafic’an evolution in the early phases of which the quantity theory itself was
otis with monctarism.
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Acknowledging Nobay and Johnson’s affirmation that ““The bis-
torical perspective has been a relatively neglected dimension in much
of the debate between monetarism and Keynesianistm’™ (1977, p.
471), this essay examines the evolution of the quantity theory at
Chicago during the formative 1930s in the context of the ideological
articulations of the theory's principal exponents. In turn, the essay
also probes into the linkage between opposition to monctarism and
the left-right ideological cleavage.

Briefly to anticipate, the coexistence of two strands of mone-
tarism can be identified in Chicago’s 1930s monetary tradition. The
distinctiveness of these two strands is marked by a variety of features:
(2) the interpretation of the causal role of money in initiating cyclical
fluctuations, (b) policy prescription for economic stabilization, and
(c) the ideological bent of the expositors. It turns out that Fried-
man’s advancement of the quantity theory reflects the dominance of
a right-wing vetsion of Chicago’s 1930s monetarism over a coexisting
left-wing version. Thus, the irony of this dominance, and of the
consequent neglect of the left-wing version in the current literature,
is that the left-wing version is in important respects more antici-
patory of modern Chicago monetary economics than the dominant
right-wing version. Hence, it is demonstrated that monetarism is not
uniquely assignable to a single ideological bent. Correspondingly, it
is also demonstrated that the negation of monetarism, despite the
dominance of left-wing ideology among its expositors, does not ne-
cessarily presuppose or imply rejection of a laissez-faire political

economy.

Il. Money, the Business Cycle, and the Chicago Tradition

Though the exegesis of a distinctive Chicago monetary heritage
where ‘‘money mattered”’ had been provided by Friedman in h
1956 ‘‘Restatement’’ of the quantity theory, more than a decade was
to elapse before the polemics concerning the relevance of that her
tage were kindled. Evidently, this was because consideration of the
writings and teachings of an eatlier generation of Chicago economists
increased in importance only as monetarist interpretations began.to
dominate the macro-economic literature. The increased acceptance
of monetarism in the late 1960s and eatly 1970s induced several of it
foremost adherents — notably Friedman (1970 [a]) and Brunn
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(1970) — o aver the existence of a monetarist counter-revolution,
However, the validation of a counter-revolutionary movement regui-
res the establishment of a *‘plausible linkage with pre-Keynesian
orthodoxy’’ (Johnson, 1971, p. 10). Yet the claim to such a linkage
had already been made in Friedman’s ‘‘Restatement’’, and, as a
result, the emergence of the neo-quantity theory of money stimulat-
ed research into the monetary doctrines of the 1930s Chicago School.
A definitive delineation of the contributions of Chicagoans who
wrote on and/or taught monetary economics during the 1930s — in
particular Henry Simons, Frank Knight, Lloyd Mints, and Jacob Vi-
ner — is due to Patinkin (1969; 1972 la]; 1972 [b]). Patinkin
contrasts the eatlier Chicago tradition, characterized by its variable
velocity adaptation of the Fisherine equation of exchange, with Fri-
edman’s stable portfolio approach to the demand for money. Thus,
whereas contemporaty monetarists actribute fluctuations in economic
activity and the occuttence of inflation to prior movements in the
money stock, Friedman’s Chicago predecessors were arguing that bu-
siness cycles were generated by a fluctuating velocity of circulation,
The money supply was a passive element in the business-cycle dia-
gnosis developed by the 1930s Chicago School, an element capable of
_exacerbating, but not of initiating, economic fluctuations.? Evident-
ly, the volume of money was not considered most important.?
L There is however, more to the eatlier Chicago business-cycle
‘diagnosis than has been conveyed in the recent literature., As noted
in the preceding section, thete did exist at Chicago a particularly
a_-p_ticipatory adaptation of Fisher’'s MV =PT, distinguishable both by
the causal role it assigned to money in initiating economic fluctua-
tions and by its policy orientation. This largely neglected strand of
9305 Chicago monetarism was contributed by Paul Douglas, as will
e discussed below. Additionally, further consideration of the Si-
ns-Knight approach reveals that though monetary factors were
b¢d a subordinate role in the causal mechanism underlying the
ic,:- proper control of the monecy stock was deemed essential in
enting the cycle from occurring. Accordingly, money was ushet-
n: tbrough the back door and ultimately held center stage.

~

_descriptipn of this process is provided in Friepman (1967},

Several wiitets, using Patinkin’s work as their source, deny outright the
e _f. an earlier Chicago quantity-theory tradition. In this context, see JoHNSON
1972_), Teicen (1971, p. 244) and Mocerioce and Howson (1974, p. 227).
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Indeed, Friedman's Chicago predecessors were so firmly convinced
that a fluctuating price level — in the face of a rigid cost structure —
was t}'le rationale of the business cycle, that further theoretical ex-
ploration was considered unnecessary. In this vein, Knight succint
stated: ‘'Too much attention has been given to this problem of thz
cause of the collapse”” (1941, p. 214). Likewise, Simons observed: ‘1
am strengi-:hencd in the conviction that the sooner we quit tall;ing
about business cycle theory as a major field of inquiry, the better”’
(1942, p. 186). And Mints argued that the study of the causal forces
underlying upswings and downswings ‘‘is a matter of secondary im
portance’’ (1946, p. 60). T
.In contrast to the short shrift they gave the diagnosis of eco-
nomic ﬂ'uctuations, the aforementioned Chicago monetarists were
preoccupicd with the policy aspects of countering the cycle, and re-
cent rest_:arch supporting the relevance of that tradition appr,opriatel
stresses its policy orientation.’? Given the volatility of the price levcsi
and the. consequently fluctuating velocity of circulation of mone
econormic stabilization was deemed to require discretionary variatioz;
in t.he money supply to maintain price-level stability. In the words of
Knllght: ““An approximate constancy in general prices, or in the re-
lation between product prices and wages, can in the=nature of the
case b(? achieved by deliberate action, based on constant attention
Cfam?ctmg or off-setting incipient tendencies to expansion or contra;:
von'’ (1941, p. 224). Accordingly, in view of the overriding im-
portance. attached to regulation of the money stock in the pursuit of
economic stability, the message emanating from the earlier Chicago
tradition clearly was that the behavior of money did matter.

: In turn, oney behavior was also important in the neglected
-_;_md largely isolated version of 1930s Chicago monetarism developed
by Paul Douglas.¢ Celebrated for his work on production functions
D_ouglas independently formulated a theory of the business CVClC’
.d;.rectly .relevam: to contemporancous monetarist thought, Briefly
summarized, Douglas, who in accord with his Chicago colleagues
used the Fisherine equation of exchange as his analvtic frarlrlcwork1
-;gssed the interdependence of the various terms within the cqua:
But unlike his colleagues who ascribed cycles to variations in

In addition to the primacy accorded to a variant velocity of
circulation as the modus operandi of its analysis, a striking aspect of
the Simons-Knight formulation of business-cycle causation is its un-
systematic endeavor to inquire into the factors underlying the va-
riations of velocity. For example, Simons, in an unpublished 1933
monograph, attributed depressions to ‘‘some fortuitous disturbance
(perhaps 2 mete speculative scare) which happens to establish a shatp
reversal of the trend in product prices’” (1933, p. 5). The foliowing
yeat, Simons adduced a declining velocity as due to an overtaking of
product prices by factor costs “for any rcason’’ with adverse sub-
sequent implications for business profits (1934, p. 5%). Similarly,
Knight attributed depressions to such factors as ““the overtaking of
prices by costs, a crop failure, any calamity in the business world, or
mere ‘psychology’"”’ (1941, p. 214). Viner argued that a declining
velocity was due to a general prevalence of ““fear’” within the com-
munity fesulting in sudden reversals of confidence (1932, p. 18).
Such attitudes of '‘fear’’, according to Viner, were sparked by spe-
cific events such as the occurrence of a stock-market crash (1931, pp.
174-75).1 Still another Chicagoan, Harry Gideonse, in a neglected
1934 papet on ‘‘Money and Finance’’, argued in terms of ‘‘structural
difficulties which exhaust the private stimulus to enterprise’’ {1934,
p. 749).

The 1930s Chicagoans perceived a continually fluctuating unit
of value as an inherent aspect of economic life. For whatever reasons
the variation in the unit of value occurs, they regarded it as leading
through rigid costs to corresponding changes in profits and produc-

tion. Thus,
A standard of value fluctuating etratically in its own value must be
an impottant factor in initiating and in accentuating the recugrent.
cycles of expansion and depression from which the world has suf-
fered: Jacob Viner (1932, p. 35).
Surely nothing could be more unsettling to an economic systeri;
than the fundamental uncertainty of its measure of value: Hafty
Gideonse (1932, p. 3).
The currency system [is one of] the roots of the immediate di
ficulty: Frank Knight (1933, p. 4225, .

L 5 See D ) )
4 In 1964, Vi atgued that the 1930s depression ‘‘resulted from egldc_rp ce Davis (1968; 1971), Frieoman (1972), and Taveas (1976; 1977[al; 1977
fear, and onc of the major fears was that prices would fall still further (giv

initial decline)’’ (1964, p. 19).

5 A systematic discussion of D ! i
: i : CUGLAS'S monetafy views 15 contained in hi
2rolling Depressions (1935}, For additional references, see Tavias (1977 [b]). :
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is seen to fmticipatc more directly subsequent monetarist doctrine in
terms of his monetary theory of the business cycle and in his seminal
formulation of the monetary growth-rate rule.

. The two diverse versions of the 1930s Chicago monetarism have
in common several elements of fiscal and monetary policy. Indeed
as carly as in 1927, Douglas has advocated the use of governmentai
budget‘dcﬁcits financed by money creation as a means to combat
depressmps. His argument was that traditional banking measures
might fail during a depression because of the existence of low levels
of confidence among both lenders and borrowers of funds. Since
proper depression policy required an expansion of the su-pply of
money so as to raise product prices and thereby profits, an alternative
method of conducting monetary policy would be to create public-
works _projccts financed by printing money. Douglas noted that
bonc_:l-fmanced and tax-financed deficits were less desirable as th
entail crowding-out effects. 7
_ The next Chicagoan to be associated with the advocacy of money-
fmatnccd deficits as a depression tool was Aaron Director, who did
S0 In 1931 (his first year on the Chicago faculty), in ,a volume
which he coauthored with Douglas, titled The Pf’oblem of Un-
employment (1931). In subsequent years two joint memoranda’
from Chi?ago were coauthored, both advocating the use of public
wor.ks projects and money-financed deficits as essential antidepression
policy. The rationale of the memoranda was entirely in accord with
__Doug}as’s 1927 paper: money creation-financed deficits would be
cffective because they would raise product prices faster than factor
costs. The signatures of Douglas, Simons, and Viner appeated on
_bo_th memoranda, while those of Director, Gideonse, Knight, and
;-Mmts appgrcd on either of the two. Given the similarity beéween
h_e reasoning of these documents and the views that Douglas had
_. een aflvancing as early as 1927, it is reasonable to infer that Douglas
Was prlmz-zrily responsible for the Chicagoan advocacy of budget de-
icits 'durmg the early 1930s. Douglas, in turn, had accepted Si-
o ;CZ aol.‘fl.;rr_clent duFing this perioc} concqning the disruptive in-
e _near-monies on €conomic stability as well as Simons’s
accompanying policy proposal of 100 percent reserve requirements.

velocity, Douglas atgued that business fluctuations were caused by
the failure of the money supply to increase proportionately with the
secular rise in the production of goods. Thus, if the money stock
expanded at a slower pace than production, prices would have to fall
in order to permit the glut of goods in the market to be cleared. But
because current product prices would embody relatively higher costs
that were previously paid out, profit margins would fall and output
would decline, thus triggering 2 recession. A conversely expansionary
sequence would ensue, were the money stock to grow ifn excess of the
secular pace of expansion in the production of goods. Hence, ac-
cording to Douglas, the root causc of the business cycle was entirely a

monetary one.
In consequence, Douglas held that economic stability necessi-

tated reliance on either of two key indicators. Either the unem-
ployment rate could be maintained within a certain range, or the
price level could be kept stable. Attainment of cither of these two
goals could be achieved ““if the quantity of purchasing power wete to
be increased at the rate of 3 to 4 percent a year, of the long-time rate
of production’” (1935, p. 185). This policy norm is, of course,
sirikingly reminiscent of the monetary growth-rate rule advocated by
conternporary MoNetarists. Douglas originally espoused this norm in
a 1927 paper on ‘'The Modern Technique of Mass Production and its
Relation to Wages”” (1927, p. 40), and continued to do so in a series
of writings culminating in his 1935 volume Controlling Depressions.
No similar advocacy of the monetary growth-rate rule, however,
is to be found in the writings of Douglas’s Chicago colleagues during
the 1930s who opted instead for discretionary changes in the money
stock. Additionally, Douglas broadened the quantity theory frame- -
work to incorporate such innovations as 2 Wicksell-Keynes savings:
investment analysis, an accompanying multiplier mechanism 4 la Key-
nes-Kahn, and an accelerator principle in the vein of J.M. Clark._‘_-
Such broadening of the quantity theory is not paralleled in the w;it'i
ings of Douglas’s Chicago colleagucs Simons, Knight, Mints, and
Viner. : B
In sum, we have delineated the coexistence of two disparat
threads of monetarism at Chicago during the 1930s. The Simon
Knight formulation relates to the contemporary quantity theory pri
marily in terms of the essential role assigned to money regulation as
stabilization device — with the important contrasting proviso tha
money regulation is to be discretionary. On the other haad, Dou_.g

.Séc Perencie (1932) and Smoor (1933).
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Ill. The Chicago Tradition and ldeology

The University of Chicago is widely regarded as a fulcrum for
the espousal of the frec-enterprise economy.? This pre-eminent fos-
terage of the virtues of laissez-faire is traceable to the writings of
Knight, Simons, Viner, and Mints duting the 1930s. Concutrent,
however, with the extolling of private enterprise by these €CONOIMIsts

was the contrary ideological pronouncement in the writings of Paul
Douglas.

According to Douglas, the doctrine of laissez-faire was not as
detached from matetial interests as its philosophical proponents were
prone to argue. ‘On the contrary, it acquired dominance because
the owners of industrial, commercial, and financial capital correctly
judged that it would most favor them’ (1933, p. 185). Hence,
capitalistic governments had an inherent propertied-class proclivity:

Those who own the property in this countty have an enormous
advantage. They can withhold the use of theit property but the
worker cannot withhold very long the use of his labor (1932[b], p.

104).
Thus, challenging the norm of the neutral state enshrined in
laissez-faire advocacy, Douglas contended that there was much truth
in the Marxian claim that “‘we have in reality a class state which

what it does and what it does not do in the fields of legislation,
administration, and judicial opinion’’ (1933, p. 186).. And though

could call, and who, in the existing legal and political set-up..
would hasten to respond (1933, p. 185). '

The dominant classes might be advocates of laissez-faire in other
mattets, but they never proposed to disband the police or the
army... The real question, therefore, is not whether government
should participate in the social and economic life of cur times, but

for whom and how (1933, p. 183).

8 Discussions of the political philosophy of the Chicago School are provide_&' Lr
Muzer (1962), and MisHAN (1975). Sec also the comments on Miller's pape y
Bronrenerenner (1062) and STiGLer {1962}. i

reflects the interests of the most powetful economic classes both in~

the working class could strike against the source of power, the ex- -
isting political structure would assure the futility of such action, For: .

there were always the police and the army upon whom the strong:
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Douglas’s ideological perception of capitalism in terms of what
he viewed as its inherent class character was antithetical to the domi-
nant Chicago view of the 1930s. Indeed, on at least one occasion
Douglas averred that he was a socialist (1929, p. 508). Further
consideration of several specific issues sheds added light on the un-
derlying ideological schism that prevailed between Douglas and the
other Chicago economists.

Issue A: The Labor Movement. According to the Simons-Knight
business-cycle theoty, changes in the general price level would be
transformed into corresponding variations in profits and production
because of the downward rigidity of the cost structure. Thus, Simons
stated that ‘‘the existence of extreme inflexibility in large areas of the
ptice structure is one of the primary factors in the phenomenon of
severe depression’”’ (1936, p. 54). Since the downward rigidity of
costs was ascribed to the expanding labor movement, trade unions
were constantly attacked by Chicagoans throughout the 1930s. So
intense were these attacks, that it has recently been documented that
Simons was subjected to delay in his promotion to full professor at
the University of Chicago ‘‘due to the opposition of a dean who was
incensed by Simons’s attack on labor unions’ (Stigler, 1974, p. 2).
Moreover, the economic benefit of unions to the working class itself
was denied by Chicagoans. For example, in 1932 Knight stated,

I submit that there is no greater wrong to laborefs or to humani-
tarian progress than to encourage the belief that general wages are
determined by bargaining position, or can be substantially raised
by organization, even if it possesses monopoly power (original
italics) (1932, p. 823).

- In contrast to the foregoing line of interpreration, Douglas
1935) maintained that the severity of the Great Deptession was
perienced because real wages had not risen enough during the
20s, rather than the other way around. Specifically, in his stati-
'tn_c_al work on production functions, Douglas found that costs had
en declining throughout the 1920s while prices had been reduced
iy slightly. As a result, profits increased at a higher pace than real
wages. Since profits accrue to employers who in turn invest them in
siproduction industries, the consequence of higher profits can be
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society to enjoy ‘‘great areas of forests and parks on the outside of

increased production of consumer goods. But profit recipients, he
argued, spend only a small fraction of their profit incomes on mass-
production goods, and a larger fraction on luxury goods and services.
Hence, throughout the 1920s, commodity markets cvinced a mount-
ing glut of mass-production goods that could not be afforded by the
working class because of the prevalence of low wages. In turn, had
the general price level been allowed to decline gradually during the
decade of the 1920s, the ensuing depression would not have been so
severe. In this vein, Douglas linked-up his theory of the business
cycle with his perception of the inferior position of wage-earners. He

stated:

Issue C: The Reconstruction Finance Corporatiorn. Both Simons
agd Douglas opposed the Reconstruction Finance Corporation esta-
blished by the U.S. Government during the Great Depression to
rescue faltering enterprises. But whereas Simons thoughe it ‘“‘ter-
nfyxr'lg' to reflect on the amount of arbitrary power delegated to the
adr@mstrators of the R.F.C., and thus viewed it as a means of fos-
tering monopolistic pricing (1934, p. 322), Douglas, in typical fash-
ion, 'opposed it because of its ‘‘class character’”. The R.F.C., ac-
cording to Douglas, was created ‘‘in order to buoy up the propertied
classes’’ (1932, la], p. 80).

The present depressipn has caused many economisis to ascribe
both the origin and the continuance of the depression to the
stickiness of wage rates in the face of falling ptices (1935, p. 55).

(However) it is evident that at least in the United States high wage
rates did not initiate the present depression, but that, on the
contrary, the pegging of prices by management was largely respon-
sible for both the initiation and the continuance of the depres-
sion... (19335, p. 64).

IV. The Emergence of Chicago Monetarism

During the early 1930s an intense cleavage developed between
Douglas, on the one hand, and Simons and Knight on the other.
Thus, beginning in 1932 and for some time thereafter, Douglas stre-
nuously opposed renewal of Simons’s appointment on the Chicago
faculty.® Simons’s staunchest defender against Douglas was Knight.
As _t-he .19305 wore on, Douglas increasingly took refuge in local
politics in the ranks of the Democratic Party. In the early 1940s he
: dep?u:tefi Chicago on academic leave and volunteered for wartime
setvice In the U.S. Marine Cotps. Upon his postwar return to the
“University, he found that ideological conservatives had attained an
lmost.total dominance of this department. The doctrine of laissez-
faire did not square well with the economist who in 1933 had argued
h_gt “‘society (should) move sooner or later into a system of public
ywnership rather than backward into unrestrained competition’

3?}, p. 191). His thoughts on returning to Chicago are note-
otthy:

Accordingly, Douglas considered it imperative for laborers to orga-
nize. Labor unions, he thought, succeeded in imparting ‘‘to people
who are individually weak a collectively greater strength so that in the
wage market they stand in a position of better equality with em-
ployers’” (1932 [b], p. 103). Union-organizing movements among
wage earners would become more frequent, according to Douglas.
“Instead of disparaging them, we should welcome them’” (1932 [b], -

p. 98).

Issue B: Planning. A further object of scorn by Simons was what he:
designated the ‘‘mongtel system of ‘pational planning’’’. He de
emed it ‘‘unlikely that any planners or controllers, with the peculia
talents requisite for obtaining dictatorial power, would be able 't !
make decisions wise enough to keep an elaborate €Conomic or'ga3
nization from falling apart’’ (1934, p. 52). Likewisc, Knight: it
ticized planning as an irresponsible overhauling and reconsttuction;o
the social system (1933, pp. 421-22). Douglas, on the other hand
argued that ‘‘Society will have to take up sooner or later a plannes
cconomy”’ (1932 [b], p. 108). Planning, he thought, would: alk

The university [ had loved so much seemed to be a different pla-
ce... Knight was now openly hostile, and his disciples seemed to
be Fverywhcre. If T had stayed, it would be in an unfriendly
environment. [ felt stifled and did not think I could live in that

atmosphere. My emotions tutned outward and not inward. (1972
p. 128). ‘

] See Stigier (1974).
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rianism as well as of conservatism, is beyond question. Suffice it to
note that while Keynes himself was officially a Liberal (Party) Lord,
the Keynesian Kaldor is a Labour (Patty) Lord. Yet consider Kaldor’s
anti-monetarist analysis in terms of the demand function for money,
the nature of money, the velocity of circulation of money, and the
va-.riability of the money supply. Though on all these counts Kaldor
differs with Friecdman openly and directly, does Kaldor’s monetary
analysis as such presuppose or imply a leftist ideology?

In challenging Friedman’s proposition of the existence of a sta-
ble demand function for money, Kaldor first probes the economic
basis for the presence of seasonal variation of currency in circulation,
Regarding the rise of currency at Christmas time, he asks: ‘‘Could
the ‘authorities’ prevent the [Christmas] buying spree by refusing to
supply additional notes and coins in the Christmas season?’” (1970

p. 6). If the central bank deliberately attempted to do so, rctort;
Kaldor, it could instruct banks not to cash more than a specified
amount at any one time for each customer and to keep down the
number of cashiers at Christmas time so as to drastically lengthen the
queues for cash at bank tellets” windows. But would such measures
stop the Christmas buying spree? No, answers Kaldor: “‘“There
would be chaos for a few days, but all kinds of money substitutes
: would spring up: credit cards, promissory notes, etc., issued by firms
and financial institutions which would circulate in the same way as
b.ank notes. Any business with a high reputation -— a well-known
f_lrm which is universally trusted — could issue such paper, and
anyone who could individually be ‘trusted’ would get things on
-cr.edit”’ (1970, p. 6). Others, such as the mass of wage-earners who
might have no credit, continues Kaldor, ““would get paid in chits
'w_hi,‘:h would be issued in lieu of cash by, say, the top five hundred
bu’s}_inesses in the country (who would also, for a consideration, pro-
vide such chits to other employers). And these five hundred firms
uld soon find it convenient to set up a clearing system of their
n,. by investing in a giant computer which would at regular inter-

':I:ICt out all mutual claims and Habilities’” (1970, p. 7). The

Shp_t of such spontaneous adaptation of the private sector to the
t -_1:_-_bank’s attempt to suppress the upsurge in the volume of
ren_gy in circulation atr Christmas time, according to Kaldor, is,

f:fq:_re, the emergence of “‘a complete surrogate money system and

Vrerits ;;zstem” that “'would exist side by side with official money’’

P 7).

As a result, Douglas successfully campaigned as a candidate for the
U.S. Senate in 1948. Significantly, he continued to champion the
quantity theory of money as a senator, and became a moving fotce in
the Congress behind the Treasury-Federal Reserve Accord of 1951.1¢

Thus, at the very leasc, Douglas’s simultaneous adherence to the
quantity theory and to left-wing ideology is a direct challenge to the
facile presumption of conflict between the two. It is plainly un-
deniable that the quantity theory that found consensus in Chicago
during the 1930s was underlain by an ideological battle of Douglas
versus Knight and Simons. The latter two gained the upper hand
with the consequence that Douglas filled a less and less active role in
his department during the late 1930s and eventually took permanent
leave of Chicago altogether. In turn, the theory of money that is
identified with Chicago of the 1930s has come to be viewed in splen-
did isolation of the left-wing ideology of which Paul Douglas was a
consistent adherent. Yet when brought to the fore, the case of
Douglas versus Knight and Simons illustrates the compatibility of
monetarism with varied segments of the ideological spectrum within
Chicago and without.

V. Keynesian Anti-Monetarism: The Case of Kaldor

Since Keynes's General Theory, it has become axiomatic that
fiscalism or Keynesianism, poses an ideological, and not only a logi-
cal, challenge to monetarism. Certainly Keynes's own espousal of.
the socialization of investment (1936, p. 378) as a suggested reform
in economic policy-making was bound to be perceived as implying:.
rejection of a laissez-faire political economy. But whether Keynesian®
monetary analysis as a rival to Chicago monetarism implies such rv_:"
jection is an open question, albeit a tenct of conventional wisdom
that Keynestanism is tantamount to welfare statism. It is, therefore;
instructive to consider the case of Nicholas Kaldor, a leading ﬁsc&list_.-
or Keynesian, whose anti-monetarist analysis has been noted and
directly rebutted by Friedman (1970 [bD). -'

In terms of ideology, Kaldor is evidently an anti-laissez-faite
British left-wing adherent. That his political-economy orientati
contrasts, if it does not clash, with the ideology of American libet

10 Douglas’s role in initiating the Treasury-Federal Reserve Acédk_d:
discussed in Tavias (1977[b]). S
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Thus, what at any time is regarded as “‘rnoney’’, maineains
Kaldor, ‘‘are those forms of financial claims which are commonly
ased as means of clearing debts. But any shortage of commonly used
types is bound to lead to the emergence of new types; indeed, this
is how, historically, first bank notes and then checking accounts
emerged’’ (1970, p. 7). Hence, Kaldor concludes that ‘‘When the
central bank succeeds in controlling the gquantity of ‘conventional
money’, lending and borrowing is diverted to other sources, and the
‘velocity of circulation’, in terms of conventional money, is auto-
matically speeded up’’ (1970, p. 8).

Addressing himself to Friedman’s claim that the velocity of cir-
culation of conventional money has been relatively stable empirically,
Kaldot readily concurs. His reason, however, is that in the histotical
periods analyzed by Friedman, the supply of money was unstable. In
Kaldor's words: “‘in one way or another an increased demand for
money evoked an increase in supply. The money supply ‘accomodar-
ed itself’ to the needs of trade: rising in response to an expansion,
and vice versa'’ (1970, p. 8).

In sum, Kaldor's retort to Friedman’s stability of the demand
function for money is that the money supply is endogenous, not exo-
genous.t In turn, the monetary base, according to Kaldor is itself
automatically responsive to changes in the demand for money: *‘if
variations in the money supply were closely related to changes in the

‘monetary base’, this is mainly because the latter has also been

‘endogenous’, as well as the former’” (1970, p. 12).

It turns out that Kaldor's anti-monetarist monctaty analysis is -
itself rooted in his attribution to the initiative, drive and spontaneity

of the private sector, under the ‘leadership of financial and nonfi-

nancial private enterprises, the capacity to supply money in creative

tesponse to the private sector’s demand for money. Kaldor’s anti:
monetarism or anti-Friedmanism in thus grounded in the conception
of a profit-oriented private enterprise, nay, a laissez-faire analysis of
the nature and behavior of 2 monetary economy. Manifestly, wha

ever his political ideology, Kaldot’s anti-monetarist monetary analysis

does not presuppose or imply socialism, communism or welfare sta:
tism. It is as readily reconcilable with a laissez-faire political economy
as monetarism itself. :

I Karpor expresses a similar view concerning the endogeniety of the mo
supply in his article on the ‘*The Radcliffe Report”’ (1960). :
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VI. Non-Monetarism and Lalssez-Faire

Finally, we turn to the question of the relationship between
professed laissez-faire adherence and monetatism. - Having found
that monetarists need not be laissez-faire adherents, and that anti-
monetarists need not be laissez-faire opponents, we now query: do
laissez-faire proponents need to be monetarists?

In the camp of contemporary laissez-faire proponents, the pre-
eminence of the University of Chicago has been noted previously in
this paper. The fact of this preeminence is widely perceived as
suggesting that laissez-faire adherence connotes monetarism. Our
task is to probe this laissez-faire-monetarism nexus.

As would be expected, the contemporary laissez-faire camp itself
meets the test of laissez-faire in monetary analysis. In other words,
despite the preeminence of the University of Chicago among both
monetarists and laissez-faire adherents, the laissez-faire camp is not
limited exclusively’ to monetarists. Two non-monetarist strands of
monetaty analysis coexist with monetatism in the camp of laissez-
faire ideology. Though distinguishable from each other, the two
non-monetatist strands of thought share a major analytical feature as
a point of emphasis: the treatment of money as an international (i.e.,
open-economy) phenomenon. Monetarism itself is fully reconcilable

~ with an open-economy analytical framework, as recent work by John-

sonz cffectively illustrates. Yet the conceptually seminal develop-
ment of monetarism has not featured the open-economy framework

as have the non-monectarist strands of thought to be considered.

A, Metallism. A time-honored non-monetarist conception of optima-

lity in the supply of money propounded by some outstanding laissez-
re advocates is that of precious metallism: the classical specie-flow
techanism. 'The line of feasoning here involved, derives from the

proposition that the preservation of voluntary exchange, and, therefo-

of private property, is ultimately contingent upon the monetary
ta:biii_ty that only a specie-based monetary system is deemed capable
nparting. ‘This proposition finds its clearest expression in terms of
von Mises-Rothbard money-regression theorem: A medium of ex-
“ “‘can arise only out of a commpdity previously wsed directly in

:See, for example, Jouwson (1977).




182 Banca Nazionale del Lavoso

a barter situation, and therefore having had an array of prices in terms
of other goods. Money must develop out of a commodity with a pre-
viously existing purchasing power, such as gold and sifver had. It can-
not be created out of thin air by any sudden ‘social compact’ or edict
of government'’ (original italics}, (Rothbard, 1962, pp. 233-30).

. Thus, fiat money, in this laissez-faire view, is inherently the
product of an authoritarian or collectivist state. As such, fiat money
is inconsistent with the role of the state as preserver of the viability of
private property. Hence the policy norms that monetarism would
provide for a fiat-money economy ate themselves considered as con-
trary to the rules of the game requiced for restoration of the classical
specie-flow mechanism. Such metallism advocates, therefore, regard
monetatism as undermining the application of laissez-faire economics
to the monetary system.

Yet remarkably enough, while proponents of restoration of the
gold standard are typically laissez-faire advocates, there Is no pre-
sumptive basis for barting laissez-faire opponents from gold-standard
advocacy as well. Thus, presiding over French indicative planning as
a convinced dirigiste, General Charles de Gaulle delivered a pacan to
gold so ardent that it has been aptly depicted as ‘‘perhaps the most
remarkable lecture in monetary economics ever mouthed by 2 head
of state’” (Hitsch, 1969, pp. 258-59).

B. Functionalisme. A contemporary nofi-monetatist conception of a
monetary regime diverging from the von Mises-Rothbard metallist ap-
proach but likewisc sharing the voluntary-exchange tenet of laissez-
faire advocacy has been stimulated by the international monetary de-
velopments ensuing from the Smithsonian Agreement of 1971. Appl:
ying the theory of the second-best, this conception focuses upon the,
emergence of abstract international units of account (numeraires) ifi-
troduced at will by private enterprises as well as by national govérn_—
ments and international organizations, units depicted by Aschheim
and Park (1976) as ‘‘artificial currency units”. The transformation of
such units of account into media of exchange is here viewed as an _ex.i
perimental process in the emergence of functional cusrrency areas whe:
reby a vatiety of ACUs come into being and coexist, each tailormade.
for the range of international and national exchange transactions tha
its sponsor seeks to enhance. _
The Aschheim-Park concept of the formation of functional cu

On Monetatism and Ideology 183

rency areas implies a regime of laissez-faire or do-it-yourself monies
within the private sector. Yet it also recognizes the capacity of
national governments and international governmental organizations
to participate in the ACU proliferation process for both economic
and political reasons of their own,

Perhaps the foremost laissez-faire proponent in the world, Frie-
drich A. Hayek has recently espoused the notion of private-money
proliferation as an integral part of his laissez-faire advocacy (1976;
1977). Specifically, Hayek proposes allowing private individuals to
print money instead of the governments, and letting the public de-
cide whose money is the most valuable., Hayek’s propounding this
proposal is vivid testimony to the pluralism of non-monetarism
among laissez-faite advocates. Clearly, laissez-faire ideology is not
the exclusive domain of monetarists any more than monetatisi is the
exclusive domain of laissez-faire ideologists.

Vil. Concluding Remarks

This paper has examined: (a) the relationship between mone-
tarism and ideology; and (b) the relationship between non-mone-
tarism and ideology. The identification of two coexisting strands of
1930s Chicago monetarism, distinguished in terms of business-cycle
theory and stabilization policy, provides the basis for the suggestion
that monetarism is not the exclusive domain of conservatism. Fur-
thermore, the delincation of the ideological battle during the 1930s
and 1940s between Chicago monetarists Frank Knight and Henty
Simons, on the one hand, and Paul Douglas, on the other, high-
lights the subsequent emergence of Chicago monetarism in associa-
tion with right-wing ideclogy.

In turn, non-monetarism of even anti-monetarism is also found

“to encompass a diversity of approaches to monetary economics with
“no single ideological connotation as the overriding one. It is de-

monstrated that a Keynesian monetary analysis does not necessatily

. presuppose or imply opposition to a laissez-faire political economy.

On the other hand, a non-Keynesian challenge to monetarism, whe-
ther of the precious-metallism or of the international-functionalism
variety, is seen to be teconcilable with more than one ideclogical
preference.

Washington J. AscumEM - G.8. Tavras
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