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(A letter from Amevica to a friend)*
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i This fime | am goinkr to el you something
about the » Keynestans =, -1 have come in touch with
many and diverse jinds of them; first o Chicagn,
and now here at Cambeidpe. By talking
and listening o their lessons one gets a
their views than by reading their arguments murmimii-
fred o the pri page. : :

Keyned's inflience in America is great
credible mumber of Keyndsian books and
been ished here, some with fitles pu'h

ited to the severity of scicntific works: & The
Feonomics o, « Economic Researchrand the Keyned

Thinking of our Timess, » Keynesian R
- tion 55 and o forth, e
In Chicago | became acquaitied with the

metriciang ¥, ameng whom many are (o
Keynesians, For 3 long time Keynes's

the « liguidi reference o and  the T
haﬂt;ngl:ﬂi? wdatiw or the = s v e
theis tieal exercises. ‘They reached a point,

as it known, when Keynes himeelf found them more
than tresome.  The Keyneslan zeal of some seons
srietricians i6 efll potable. One of them — and this
sirick me — during a lessor wrote on the blackboard
some, little formulae b explain the relations, if |
semember rightly, between money wages and employ.

ment. He had chalked s line dividing the blackboard *

in two: on one side he had written « Pee-Keynes o, on
the other o PostKeynes v, Two eras, b short,  In
the first ers, the professor explained, it was believed
that there was an ioverse selation between the two
terms; in the second era it was realised that o change
in wages eannot modify employment.

Uterly devastating, as you sce, has been ihe Key-
nesaan revedation, in whk{-, w6 in the French Feso

. lution, many worthy people have fost their heads,

*EE

The Keynesling have a right wing and 2 lefr wing;
both alike lnsiee on their orthodony snd both ali
make the Master say ihings of which he never even
dreamt.  Keyneshandam §s; in short, 3 full fedged

* Travulsted (rom Tialias by Ofivie Wowetri Agresti.
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ilosophic school, Instead of theses and ani-thess
g ol sities », o Liquidity preferences

le 1o withstand the demands b
ay nesiang (the right: wing)
waving other wn!f;:p of the Master showing ﬁ
uchi rises are an evil, ;
1 the bidger deficit alarming and does the Pary
! need 1o fillip its popularitg? It G found
_that the marginal efficiency of capital i oo Jow &
atiract aavings to investments; it is necessary 1o tax the
rich, whose sity 1o save is dreadfully high, Bo
may be the rich show their teeths it is ot advisbi
attack them. Tt will then be discovered that e
% nal efficiency of capital is high enough; e it
o danger that money in the drawers; heavie

paxation would be o seriogf mistake,

‘Then, there ings » generally accepied,
the o contuests w bf the new econamics, :

The economic horizon darkens: is a depe i
sight? Well and + the rime hay come for wildet

finance (technically known as « deficit spendings)
Whar should be Rranced? Public works, srmemess
jerhiaps even sncial services. Fa :

; Aénlh'il- of course is gatbed in dignified ientihe
terims, and claims the af all; 5 it |s penssned
with estimates of di ineomes and global wv
ings, with calculations of the varlods i propenstic &
and o multipliers » e

A student of economics has even discused fa il |
serioieness and with due impartance the multplie

of armument expenditiure and has weitten an i
sive article buﬁgz-l title which might well im

the incredilous.
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{ine might :ﬁ: . these are the usual aberrations
of follewers, waditionally, or by some kiw of

witire, are always the worst encrmies of the: Masters.
Bat, were Keynes still living, could he ay: « moi,
§ 8¢ s .iuu keynesien wi \ :
-] am afraid he could not; there are of course the
shereations of his followers, but to a large extent they
can be traced back direcily to i
ukes 1o cognizance of the J;td:
which good classical ‘ecanomists laid o ‘much {ares,
of what i« productive s and what « dnproduct
ir, what is wluzury ¥, or, we may sy, of
weilly produetive and what is not. Far b
[mvestenent 1% a8 “as another, since it means

g The article on the multiplier of armament

tare b5 an example of this aberration; and it
it pot an aberration of 4 follower; it is one of the
Mater, ; : s
Al will be well, provided people spend; and shobild
avers keep their in their drawers, then the

t must do the spending, [t does not much
matter whether the money is spent on building an
dectrle power station or on paying people to earry
water from the Atlantic to the Pacific. A Keynesian
s amistant professor of economics at Harvard), 1o
whom | made this objection, answered me: « but, as
we koow, Keynes's only. holds for the
short an; and in the :h:':rmn Jwﬂtmmﬁ::dp:nd.lmrc
has the effect of raising the wape level and increasing

whiatever the investment may bes,

5 famous = short run o is always brought for-
ward by the followers of Keynes, «In the long run
weare all deacl v, But before dying we shall be living
i rather wretchied life if we go on committing a serics
of ishort run o follies, - : :

Keymes ignores not only the problem of - social
vity but alss, and consistently, that of costs,
coits be high or low, that they be rifing or
falling, matters litle to him. * He thinks that, in the
shart rus, technological changes can be quietly ignored;
aod hie bas not even o suspicion that theie STE
m m;:irtlw many.of thase 1Ilﬂqu'lliihri: thit ”
10 ex # sities u, 0 muli L
s ennamic hrd P'I“PW : plen
We might well ask ourselves as a premie what
u i be made, in the interpretation of econcmic
i abive all modern uimr, of ‘4 o gykitem @
o guch distortions :

Ee

Bt we are still outside the system.

Let i enter ir. :
- The point fx to seize Keynes's line of thought,
:?‘ﬁ discuss it while mapandng‘hhli-“ptmiu,

£ b no ane, for nes's  dre &0 many.
| meted 1o the help B i o 1k oot b o
ans here, Franco Modigliand, and 1 had
% him several mlke 1 have been led o modify

smewhist the picture 1 had in mind, bee 1 have seen

* but not

- the ret

that it was substantially correct.  When Madipliani had
finished skefching the outline of the Keynesian cdifice
I raised my objections. To my opponcat’s honer 1
must say that he sgreed that what seems o me 1o be
the fundamental objection to the Keynes o system o

ve him pause for thought and made it becessary
or him to review again his convictions.

The fundamental objection is this: *Heynes has
failed to understand the part played by the banks in
madern fife, and this failure undermines the whole
constriction of his Togle.

Let me sum up the substance of my conversations
with my Keynesian friend, for 1 should like w have
your opinion on the matter, :

-as

Each person, mys Keynes, may his money-
income on consumption goods, or he may save it
if he saves it, he may invest or he may hoard it

Men are adisposed, as a rule and on the average, to
increase their eonsumption as their income increases,
as much s the increase in their income.
The ratio between the increase in the consumption of a
eommunity and the increase of ity income = the
mngmn_l propendity 1o consume, == — is bess than
unity, £ the aggregaie income grows, savings grow
in ‘actual figured and perhaps also propo bely.
{The richer, morcover, have a lbower propensity to
consume than the poorer.  The mote unequal the.
distribution  of income,  the wider  the mnfgén of
savings, which may or may not be invested.)

A new expenditure on consmption goods increases
aggregate income and employment; new lndividual
savings incredse both the cne and the other only in
so fir as they are invested, Those who save are
induced to lend only if they obfain an adequarely
Eﬁh rate of interest,  Interest is the price paid w

uce savers to renounce holding liguid money.
Mow, whe pays this interest? Tt Is paid by the firms,
whibse demand for frans and whose investments vary
acearding to the more or 1648 high marginal efficiency
of mpir.ng {or, as Lerner corrects, of investments, be-
cuuee, according o another o famous w remark, a

-~ fund should not be confused with a flaw)

And here 1 comie to the core of the argument.

I the marginal efficiency of capiral falls; the ol
inwestment declines, Effective demand (the sum of
outlays for consumption and of those for invesment
falls below the level ensuring full employment, an
therefore the social income shrinks.  Under these con-
dirions, Keynes wys, no sutomatic mechanism assires

of :!u]l’:rm[ﬂu;mnm and raiies again the
The decline in the rate of interest, which
ageording to the « classics s might reesiblish the ba-
lance, does ot really do so, - The Face js that interest
depenids on u liquidity preference w, which, for va-
rious redsons, fneresses, or does not decline; and as
muoney cannot be o praduced o by the individuals, the
price of maney, f.e, the rate of interest, irll:tﬂlﬂl, o

-
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they make loans for 200, 300 units or morejand p
shtain these loans the entrepreneur has not to o
come any  lquidity preference » of the banks, which
indeed (subject W cermin smple limits taaght by e

i

is recluctant @ fall: the « inducerment to imvest = 58
hampered, Things, left 1o themeelves, may remain
like this for o lomg tme.  Nos, tnder these circum-
stances, will the reduction in moncy wilges be belpful,

a% such & reduction may lead 1o 3 further shrin W“mwti%mﬂﬂ;ﬁm}m
of effective demand,  illiquidity o, they are juse 5

There is but ane way to resce: o stinulate effective pl:chrcm.whidmualud“:i;m
dessand, thar is to ssy the mass of moncy flowing = 0 the Keynesian drama, only plays part ol

‘super i the drama of economic fife; be

into contumption snd invesghents, How? The ,
i st ally appears fn one scene only, siys his lines and diap

netary agthority may immiie pew money, eipecially
bgwnpenmrkﬂnp{mhnuﬂtidd:l | maoney

ment, O the monctary st
the rate of interest.  Besides, th

issues arc usually financed, at least in

Here is the it the banks, either dircetly or by loan
in the modern  economic did b e
:fmm ’::t depend, ﬂﬂ!ﬂﬂ'n s tially, mﬂ'ﬂm My friend rebuts: but gkl ithe Jast sesont thee
A mnﬂ’!d)‘, on the authority; it securites must e purchase by individual imveson
did on the banks {and among  Apreed, But we i rﬁmdl_nwpudngﬂﬁ:‘du
them ithere i the central bank iself in w far s investors purchase scciifities with means

mesit which in l hw-ﬂﬁﬂli'mr
e, ) theny knurh,ﬂmhunmmdhr.;}nbuh
thie firms. Tt s pot troe that dhe firme cannat o pro- and ummcirmthdrhmdrhymimnvz

W # can and do it not  From this peint of view also, the assum
wdwmﬁr.wmﬁg the banks, ﬂwwr i the volume of money ks constant would swem bk
are themuelves fiems.  This meass that the bapks, * unfounded, or, rather, deceptive. Suich mm
continunusly, creite means of payment on behalf of  tion creates botdenecks, required passages, wiis

. the donbanking firms (we cE‘MI say that they - reality do not exisc

In shore, what Keynes ot the conclusion of hit
drama wants the bunks (or the government) to do, Lt
1o augment the velime of money in circulation, B
what the banks are normally doing. [f at & prs
toment the banks find difficulry in continuing 1
w0, if, againer their will, they sce their liquid e
increasing, this does ot depend on illwill o ol

i eredit o, an esion which has given rise

m‘my WMP}:MIW means of pay:

mient have onl aﬂqdlukcmnmhﬂwﬂhi i
FZI' king, the means of payment

LB

eing sbost e hypothet : ingoess of the indic
call snel still less on the unwil ;
v mg:p:h:dt:td 'wdq'm{numuch a{ ﬂm savers, to loan money, It

that the prospects of profits deel

== et us uee

o Cereome efficiency falld This still has to
this expression — their o liquidity preference »; but

wreckage of the Keynedan edifice offers no

- dhutsical eennpmists, after making the

]
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. Does this mean that in periods of depression all
monetary management should be condemned? Or
ghat all forms. of government intervention I be
hatned?  Of course not. It only
matter of comrect reasoning. Keyner's the
dicarded; let he who will try to bulld up
Bt if we aim at correct reasaning. then we

g Keynei's d'm@*:un iff we like his

L

And here the discussion widens, Why did Keynes's
ideas become so popular? : i
- fathe Middle Ages heretics used 1o be birat, but
in our century ﬂ:i}' are applauded, Frank Knight
uys jokingly; and this explains the soccess achieved
by Keynes, Undoubtedly, in his Gemeral T ; Ky
nies endeavours by all means w be tken for a heretic,
und expresies his lively sympathy for hetesies of all
Sthumpeter anribites the Lasity of
[ﬂqfn ki IM?%’ uw, which he ﬁuﬂﬁl sub-
“gtantially ns 3 politica deology of radical ype.
o Fw{n[ pﬂl‘fu:: am inclined o acoepe l_I:L seoond
“poine of view: for one reason or another it is the
conclusions of Keynes, rather than his line
of gegumens, that please.
B0 many people, above dll with us, In Dialy, de
dire themeselves mkh: Keynesiany, pot becayse they
approve (or know) the questions of « propen-
: ir:, # w, and t'li'n: like, bue ﬂf—alﬂc
they dee in Keynes's ideas the justification of an « in-
vestmieat poliey . The mere expression exercises today
|'Ipﬁ:ltnﬂim; it alone confers on those who use
ita peafly up-to-date tone. .
 We may ask; do we really need Keynes in order
hjnﬁ:.di a policy?: Would it not be better, for
e advocate. i:ﬁ)m study closely the specific
iwvestments it would be adiigable to encourage, rather -
than o descant on disputable o propensities » and
poblematic « multipliers of
ect, i we pive up Keynes we
[l back classical economists w eve in
dlaisier fiire s, This fs a disortion.  An analysis
that claima w be seientific is neither for lafsier faire
&t for ay other type of economic Edh—r. 1f many
analyses, point
: ex of liberal economic policies, that
i wmething additional that has nothing to do with
'-fﬁﬁrﬁ The distariion eansists in believing that
i ar rejection of the additional conchison

£

 impliey the acceptance or rejection of the whole; that,

i shors, political conclusions and economic anal

 ®ecne and the same thing, If there iv any hope that.

- tmeemics may be or may bec mamrmof&tiﬁr

Gntrines, or, let us sy more simply, of reasosings |
1o in ecomomic life and 1o make it

: ible, we mist have the courage o

' selves of palifical sophistry. It is niot aggues-

o .imn our palitical or ideal preferences —

 Mich is impossible —, but of being hanest with

oursclves and always watchiul o see if*we accept a
given line of argument because the political concly-
sions please us, or because we mus really consider it
to be logically -correct. mewmp
certain argument for political redsons, we d say
s cleasly, and not play the ignoble comedy of science,

tee

They sy: to Keynes belongs the credit of having
stimubated the study of » macroeconomics », the sudy
of the relations existing between global quantivies,
between = apgrepates v, such as the national income,

- nvestments, and mvings: and of having suggested

new conceptual instruments, foremost among which

" the o propensity 1o consume . i

But, when we want to see deeply into things, the
movements of these global quantities, of these « big
bokes », can tell us very linde; they often muddle things
up instead of elarifying them. 'ﬁ:il mode of eonsider-
ing economic problems (here it is called the «
tive approach v) is found again in those studies of
« dynamic macroeconomics o, of which the so-called
« dinamic schemata b or « models » are conspicuous
examples. i is claimed that through these « models »,
descri as they do, the imaginary ac and
reactions of a certain number of big boxes (actions
and reactions’ duly separeted by « lags =) the business
tyele can be u;hinnd. A:h]rllw :gug meeting
hield ar Cleveland, Haberler wittily remarked that
noiw-a-days, with these « models », every sophomore
is ahle to o produce v any kind of & Gilve him
a couple of lags ‘and initial conditions and he will
construet syatems which display feginlar.. damped or
eiplosive oscillations, or exponential movements
or down, a5 desired, r, the more 5
wie have, the less we seem to know of the real business
erelen :

A o the » propensity to consume s, substantially
it is connected with a notion already known:  the
inenme elasticity of demand. . The nowelty consists
in 'ﬁlﬁﬂg this notion (which, like the price elasti-
ety of demand, has a definfie meaning when referred
i individial goods) 1o a hige box s the wtal expendi-
ture of the community on consimption i I
we he pleased with such a novelty? 1 fear nor. The
new is one which apparently simiplifies the
rEam bt in reality it reduces them o empty
exercises, To convince oneself of this, one need only
examine the resulis of the statistical studics dealing
with it: each of the periods studicd shows different
chanpes of the « propensity o consime s : the « theo-
::ﬂnTp unifosmity or uniformities appear o be mere
illusions.

Enquiries inte :T:Hﬂl miovements based on the
propensity fo consume of, ad 8 now. common sald,
on = consumption funetion o, which were fashionahle
during and immediately after the lasg war, are now
discreddites] even in this country, especially after the
failure of the forecasts — which several Keynesans

expressed by extrapolating o disposable incomes s, .

+
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« sa¥in and, of course, consumption — of
m:mpgc r.&prﬂmn that should have d
Tit ;Prqpmn o mmrhd
rise 15 mnother ra:-nmm which seems
ng: the « propensity 1o import s,

I will m even speal in gfou
They say: Keynes has the merit of having
attention i ecomomic dissquilibels, that the » classics
concerned . ahove afl with the
ignored, 2
We may :rlmsr"du: the ¢
classical economins 1o the -

o abuises of credit v, of, by

satisfaciory, Bot what sbour the
of Clément Juglas, not o go beyond the nineteenth
centiry? And how shout work of Mars himaclf?
Bur, it is teise, the pwe first are rod w classics w anid are
moreover achalars whe wrote in Frenchi it woild
seem that of such schelins Keynes ooy kiow Monte:

squiey to: prase him, and Ss;{cw mutlu Bibm,  As
tor Marx, it would seem thiat Keynes had not @ great

opinion of him; once he mentions him as 3 heretic

oot gy b peglected: and another time he ventures 3
dari ophiecy: o | believe that the fisture will learn

Mfmn pirit of Ciesell thag from that of
Marx v, One may ix hitterly eritical of Marx; hut o
rank Hm below s Cesell (2 g‘mdpmn i mranetary
reformer perhiaps less porspicacious than our Trucco)
weems fo me to be going really a linke o far. Such
a judgment m#'ue o define the man whe
expresied it.  (Gotfried von Haberles, with whom |
was tailling of these matters, remarked smilingly that
the Keynesians have always prodently jgnored this
;ucfpwrm of Keynes on Marx and his weakness for

my K deserves credit for breaking the
ﬁ ¥, and renewing economics. If
?am refers to economics and not o polities,
t refers specifically to the problems of business
d-!prmhﬂ aniwer is that given above: the merit
may be ascribed 10 him by thew umu:;ul!nul with
ihe works written in the la cendury dnd in our own
o depressions.  1F it refers o politics, then econmics
it ot concerned,

But here, as | am on the subjeet, | should like 1w
wtiﬂrmﬂltommlbcpﬂhﬂmiidtofﬂn

niegiankem
Mmllhﬂmm,:muﬂ[mﬂm

unifecation- is in our diy, It i a process
- that seems MHEI:IE fy hwndlrln muﬂr

unified pociety, towards a « socialisic = economy, This
Mﬂ#ﬂrﬁmpﬂu iy} s E:mm; a wideapread
4 fily expressed, even mimon
*conservatives. Kq'n!ﬁml aps the form IE

-Hd'ldﬂihnd:urﬁndu# innhmm

g rustl, pm:ﬁﬁ!lr

* muddle thern.

Bapca Nagiegaie del Lavaig

rui the lalwouir ANt
. dil[ﬁ:l.lk for prhr;rg .gm.'

pibock i economises to admit it in any cie they
ed b0 lecture the working classes on the need

allowing the system 10 work.  Then came Keyne,

e de jure recognition o the power of ihe
wations. It b5 not cxpedient o redos
WIECH d:pmmuns he said; and even if 2
were :upaﬁm!, added with invaluntary iron, &

o wiaild not be possible.  Full employment i net w

sired by ihe autmaic working of - the eanomk
W. it must be assured by the Wnn;n;; and
i e do go, it nhwld.%:gq‘nmq b iggher
bracket Incomes, so much the' Better: bt b there that
the danger of hoa e is grearest. Such, i
subistance, is KeyneFeMesage.  Bugp we may nﬁ
ask i this is jnd 'I:ucmﬁuss B or i JE et
rather the formulation, in more or- bess ratiogal: ieom,
of @ peality that way impoing ftself and would i
any case have forced itself on the atention of
We may ask whether Keypes's w mestage o has

i clarity people's ideas, or has not rather hel
{But, let us say i to our credit ﬂ
Jeast with us, in Italy; the pir o confunibmeria = of Key
nes hay beeri dencunced in. time by echolars wha
knew something about economics.)

The left wing nesizns try to make the impot
Jildle match between Mars and Keynes,

Those of the right wing see in the
Keynes o means for sving the
sysem. Some do not admir thisg

rabile mnur Flarris, nky &
r’n‘h un]'f?!d'lﬁiu:lhm. ;f_wlrl‘ir'
maybe the Keynesian theory is not
fory; baie better Keynes than Marxg better governmes
{nterventions 4 la Keynes l.hln leaps in the diks.
These artful ones alw — need they mer
thati others =, without rea ng it and withoue with
ing &, contrlbute (in o far as they count for sy
thing) te the transformation of the ecnmpmic Fyues
founded on private enterprise info a different sysem,
a different aociety, at whose character we can o
nrrlwmine w'_r uncertain gur.m;
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