
C
o
p
y
r
i
g
h
t
 
 
2
0
2
1
.
 
M
a
n
c
h
e
s
t
e
r
 
U
n
i
v
e
r
s
i
t
y
 
P
r
e
s
s
.
 
A
l
l
 
r
i
g
h
t
s
 
r
e
s
e
r
v
e
d
.
 
M
a
y
 
n
o
t
 
b
e
 
r
e
p
r
o
d
u
c
e
d
 
i
n
 
a
n
y
 
f
o
r
m
 
w
i
t
h
o
u
t
 
p
e
r
m
i
s
s
i
o
n
 
f
r
o
m
 
t
h
e
 
p
u
b
l
i
s
h
e
r
,
 
e
x
c
e
p
t
 
f
a
i
r
 
u
s
e
s
 
p
e
r
m
i
t
t
e
d
 
u
n
d
e
r
 
U
.
S
.
 
o
r
 
a
p
p
l
i
c
a
b
l
e
 
c
o
p
y
r
i
g
h
t
 
l
a
w
.

EBSCO Publishing : eBook Collection (EBSCOhost) - printed on 2/12/2023 9:44 PM via 
AN: 2961916 ; Bill Dunn.; Keynes and Marx
Account: ns335141



Keynes and Marx

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



Series editors: Andreas Bieler (School of Politics and International Relations, 
University of Nottingham), Gareth Bryant (Department of Political Economy at 
the University of Sydney), Mònica Clua-​Losada (Department of Political Science, 
University of Texas Rio Grande Valley), Adam David Morton (Department of 
Political Economy, University of Sydney), and Angela Wigger (Department of 
Political Science, Radboud University, The Netherlands).

Since its launch in 2014, the blog Progress in Political Economy (PPE) –​ available 
at www.ppesydney.net/​ –​ has become a central forum for the dissemination and 
debate of political economy research published in book and journal article forms 
with crossover appeal to academic, activist and public policy related audiences.

Now the Progress in Political Economy book series with Manchester University 
Press provides a new space for innovative and radical thinking in political 
economy, covering interdisciplinary scholarship from the perspectives of critical 
political economy, historical materialism, feminism, political ecology, critical 
geography, heterodox economics, decolonialism and racial capitalism.

The PPE book series combines the reputations and reach of the PPE blog and 
MUP as a publisher to launch critical political economy research and debates. 
We welcome manuscripts that realise the very best new research from established 
scholars and early-​career scholars alike.

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



Manchester University Press

Keynes and Marx

Bill Dunn

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



Typeset by Newgen Publishing UK

Copyright © Bill Dunn 2021

The right of Bill Dunn to be identified as the author of this work has been asserted 
by him in accordance with the Copyright, Designs and Patents Act 1988.

Published by Manchester University Press
Altrincham Street, Manchester M1 7JA

www.manchesteruniversitypress.co.uk

British Library Cataloguing-​in-​Publication Data
A catalogue record for this book is available from the British Library

ISBN 978 1 5261 5490 3 hardback

First published 2021

The publisher has no responsibility for the persistence or accuracy of URLs for 
any external or third-​party internet websites referred to in this book, and does 
not guarantee that any content on such websites is, or will remain, accurate or 
appropriate.
Front cover: Karl Marx (Public Domain); John Maynard Keynes (Library of 
Congress/​Corbis/​VCG via Getty Images)

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use

http://www.manchesteruniversitypress.co.uk


List of figures �  vi
List of tables �  vii
Acknowledgements �  viii

Introduction: towards a critical but constructive appraisal of 
Keynes’s thought �  1

	 1	 Keynes’s life and times �  17
	 2	 Keynes’s philosophy �  40
	 3	 Keynes’s politics �  57
	 4	 Economics before the General Theory �  77
	 5	 Keynes’s General Theory �  100
	 6	 Unemployment: making Marxist use of Keynes �  126
	 7	 Money �  147
	 8	 Profit and interest �  167
	 9	 Money and states in capitalism’s uneven development �  185
	10	 Keynesianism in practice? �  203
	11	 Keynesian theory after Keynes �  225
	12	 The decline of Keynesianism and the prospects for return �  248

References �  268
Index �  286

Contents

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



	 2.1	 Idealism and realism vs individuals and wholes in 
Moore and Keynes �  44

	 4.1	 Declining marginal utility (after Jevons 1957) �  85
	 5.1	 A schematic presentation of the General Theory 

argument (after Harrod, in Keynes CWXIII: 553, and 
Sheehan 2009) �  102

	10.1	 Consumer price inflation, 1965–​82, selected countries 
(World Bank 2017) �  222

	11.1	 IS/​LM (after Hicks 1937) �  229
	12.1	 US government balances as a percentage of GDP, 1970–​

2015 (OECD 2018) �  253

Figures

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



	 8.1	 Net debt of US sectors (per cent of GDP) �  181
	10.1	 Changes in GDP per capita in the 1930s and 1970s �  220
	12.1	 G5 government spending as a proportion of GDP, 1925–​2005 � 252

Tables

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



This book has developed over several years and through many conversations. 
I owe particular thanks to my colleagues and to students in the Department 
of Political Economy at Sydney University. Many thanks to all at Manchester 
University Press, in particular the series editors, and to the anonymous ref-
erees. I am very grateful to Luke Finley for his copy-​editing.

Some of the conceptual arguments were developed in a paper presented to 
the Trans-​Pennine Working Group of the Conference of Socialist Economists, 
Manchester, in 2016. Earlier versions of the material that became Chapter 6 
were presented in papers delivered to the 2016 conferences of Work, 
Employment and Society and of Historical Materialism, London. Earlier 
versions of the material now in Chapters 7, 8 and 9 was presented in papers 
delivered in 2016 at the University of Kingston and in 2017 at the Conference 
of Historical Materialism, Sydney. I am very grateful for the opportunity 
to present these papers and to all the participants for their comments and 
criticisms. The book is an expanded version of an article which appeared 
in Global Society: ‘On the Prospects of a Return to Keynes: taking Keynes’s 
political philosophy seriously’ (Dunn 2018). I am grateful to the editors and 
the anonymous referees.

My greatest thanks to Carmen Vicos, for help with the manuscript and 
with so much more.

Acknowledgements

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



1

Introduction: towards a critical but 
constructive appraisal of Keynes’s thought

There are good reasons to revisit Keynes. The global financial and 
economic crisis of the 2000s punctured some of the hubris around 
unrestrained markets. The coronavirus crisis again confirmed that 
governments could mobilise resources to counter both the disease 
and economic contraction. Keynesian ideas regained credibility and 
found new audiences. Much of what Keynes said in the 1930s seems 
to fit:  against austerity, about economic uncertainty, about money 
and financial assets, about income inequality and effective demand, 
about the need for balance in the international economy. There is 
widespread anger at the results of the global economy’s ‘neo-​liberal’ 
turn of recent decades and at post-​crisis responses in which apparently 
Keynesian measures have been quickly abandoned. For conservative 
politicians and orthodox economists, Keynes remains a demon to be 
exorcised but for many others he again represents the hope of a return 
to a gentler and more socially responsible form of capitalism.

Rejecting the too-​common characterisation of Keynes as either hero 
or villain, this book aims to develop a constructive, left-​wing critique. 
It argues that there is an enormous amount to be learnt from Keynes 
but there are also problems with his analysis: problems with what he 
says, with his economic ‘model’ and with what he leaves unsaid, with 
the way in which he looks at the world and what he therefore leaves 
unanalysed.

Some of the problems can be overcome by reworking Keynes’s 
insights on Marxist foundations, and doing this also helps to 
develop a richer Marxism. This proposition will horrify more dog-
matic followers of both Keynes and Marx, who have seldom been on 
speaking terms (Tsuru 1994). Keynes himself was brutally rude about 
Marxism, dismissing it as ‘illogical and dull’ (Collected Writings, 
Volume IX: 285; the Collected Writings are hereafter cited using ‘CW’ 
with the volume number, e.g. CWIX: 285). Some of Keynes’s followers 
can be more sympathetic (Cottrell 2012) and several ‘post-​Keynesians’ 
are happy to acknowledge Marxist insights on class and dynamic 
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change. But they typically insist that these insights can only thrive when 
grafted onto a Keynesian stem.

From the Marxist side, there have been useful engagements with Keynes 
but these are both rather rare and tend to fall into one of two camps. On 
the one hand, there are polemical hatchet-​jobs. Marxists can outdo Keynes 
for invective and dismiss him as just another bourgeois economist, at best a 
subtler apologist for capitalism than the mainstream he purports to criticise 
(Eaton 1951). Keynes, according to Meek, ‘precisely because he was a bour-
geois thinker, succeeded only in substituting a new collection of illusions for 
an older collection which had become a little shop soiled’ (1956: 129). To 
mention Keynes or Keynes’s followers without suitably derogatory epithets 
is revisionist back-​sliding, is to be an inconsistent socialist (Mattick 1971).

On the other hand, some Marxists promise a happy marriage. Harcourt 
argues that ‘when Marx and Keynes examined the same issues in the cap-
italist process, they came up with much the same answers’ (2004: 3). For 
Sweezy, Keynes’s writings cannot be challenged either in terms of their 
‘logical consistency … or on the basis of Marxian analysis of the reproduc-
tion process’ (cited in Linder 1977: vol. 1, 261). Foster and McChesney go 
further, claiming that ‘Marx figures centrally in Keynes’s analysis’ (2012: 51). 
Now Marx and Keynes were saying much the same thing. Particularly in the 
aftermath of the 2007–​09 economic crisis, many Marxists and Keynesians 
offered broadly similar explanations and could unite against economic 
orthodoxy, against both the theory and the austerity policies. As with 
Keynes, the crisis also renewed interest in Marx, with several mainstream 
commentators admitting Marx’s renewed relevance. Moreover, the Marx 
that some of these accounts rediscovered, with a stress on income inequality 
and problems of insufficient investment and consumer demand, could sound 
remarkably Keynesian (Roubini 2011, Magnus 2011, Gray 2011).

It is argued here that none of these approaches is satisfactory. The 
importance of strategic alliances and respectful dialogue should not mean 
airbrushing out significant differences. A dogmatic parochialism can exag-
gerate, but there are substantial impediments to a comfortable embrace. 
Marx and Keynes had very different worldviews. Marx’s historical materi-
alism, if never the structural determinism of opponents’ caricature, is a 
materialism. It gives at least some analytical priority to questions of social 
relations of production, in particular to these social relations of produc-
tion over individuals’ perceptions. Keynes’s epistemology is not always clear 
or consistent but, as will be argued below, he often broadly articulates an 
idealist individualism, which severely limits his break with the mainstream. 
If Keynes’s economics involved some reconnection between theory and 
the real world, with which the marginalist mainstream had appeared to 
lose all contact, his ideas can reasonably be characterised as an attempt to 
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save a theoretical system that for Marxists would be better broken up for 
scrap. Keynes’s politics remained in many respects conservative. All sorts 
of methodological and political differences therefore caution against com-
bination by the method of mixing-​and-​stirring. Similarly, there are reasons 
to be cautious of a congenial division of labour, which cedes production to 
Marx while taking from Keynes ‘a theory of money, the elements of a theory 
of employment, and an emphasis on practical economic policy’ (Hodgson 
1982: 233). Simply adding Marx and Keynes together seems liable to foster 
a fragile eclectic hotchpotch, ultimately less convincing than the sum of its 
parts. Much hangs on the nature of any prospective combination.

Marx’s engagement with his classical forebears provides inspiration. As 
Foley puts it, Marx ‘wants to find the kernel of truth in the knowledge 
constructed by others. His criticism is in this sense positive’ (1986: 2–​3). 
Marx recognises the importance of the classical economists’ ‘science’, 
incorporating their innovations but going beyond them. Marx’s attitude 
was far from one of outright rejection and often involved socialising and 
reworking earlier concepts, most obviously the labour theory of value 
he found in Smith and Ricardo. Even what Marx called vulgar political 
economy was not necessarily absolutely wrong. Marx accepted as a matter 
too obvious to need lengthy explanation that there were laws of supply and 
demand. Their explanation of price variations merely said nothing about 
the more important anterior questions of the levels around which prices 
varied. He had different priorities.

Similarly, it is argued here that even where Keynes’s general ‘model’ or 
‘system’ remains unsatisfactory, he discusses theoretical issues with which 
Marxists can potentially engage productively. Keynes makes important 
theoretical innovations and his insights into time and uncertainty, the 
motivations of investment, the role of consumption, the persistence of 
unemployment, the nature and role of money, and the establishment of 
interest rates all seem worth incorporating into any modern critical political 
economy. Keynes may have held a naively optimistic view of state capacities, 
but here too his identification of the fundamental fact of state involvement 
and its economic importance should also force Marxist political economy to 
more fully incorporate an analysis of what states can and cannot achieve. At 
the very least, Keynes addresses issues of vital importance which Marxists 
have tended to neglect. What follows therefore attempts to do two things. 
First, it suggests that Keynes’s critique can and should be radicalised (and 
at the same time made more realistic and useful). Second, so reinterpreted, 
there is much that these Keynesian insights can add to Marxism, at least as 
it is normally understood. Keynes says useful and important things which 
should be incorporated into any Marxist understanding of the world. 
Perhaps, going back to Marx, it might be possible to advance to the areas 
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of Keynes’s enquiries without needing Keynes himself as a guide. However 
right in principle, my simple pragmatic response is that it is unobvious that 
Marxists have followed such paths. It is worth looking to see what can be 
discovered by following Keynes’s trail, while surveying the country through 
Marxist lenses.

Questions of analytical priority are often crucial. A bit more will be said 
about this in later chapters but the first point is simply the fact that both 
Marx and Keynes do prioritise analytically. But their priorities are different. 
Marx begins with assumptions about the reality of both a physical and 
social world which works behind the backs of those involved. In modern 
jargon, he rejects methodological individualism, even if some Marxists insist 
otherwise (Roemer 1982, Elster 1985). However, a prioritising of social 
being and of social structures over individual intentions and actions does 
not require a flip into methodological collectivism. Structures and agents 
are mutually interdependent, for Marxists as for many others (Weber 1930, 
Callinicos 1989a, Arrow 1994, Lawson 1997, Onuf 1997). But the relation-
ship need not be assumed symmetrical. It is entirely possible for there to be 
interdependent but asymmetrical relations. The moon and the earth orbit 
their common centre of gravity but this is closer to the earth than the moon, 
so that talking about the moon’s orbit around the earth is often a useful first 
approximation. To recognise interrelation does not require a relapse into 
liberal eclecticism, as if not only did everything influence everything else but 
also everything were equally analytically important. It remains not only pos-
sible but necessary, whether consciously or otherwise, to prioritise.

Marx identifies how he proposed to do this, notably in the Contribution 
to the Critique of Political Economy (1970) and in the introduction to the 
Grundrisse (1973), where he sets out an analytical ordering suggesting a 
movement from the abstract and general to the more concrete and specific. 
There is an articulation between different levels of abstraction, and pro-
visional ‘truths’ established at one level can be used but also tested and 
potentially modified in relating them to the more concrete evidence at the 
subsequent levels. Marx never completed promised subsequent volumes, and 
Capital never goes far beyond the most abstract of levels (Rosdolsky 1977, 
but see Lapides 1992, Pradella 2014). Capital introduces core concepts like 
value and exploitation, which in turn can provide the background against 
which more concrete investigations can be set, but the implication is that a 
Marxism which sticks too closely to the study of nineteenth-​century texts 
remains limited. It was clear for Marx that subsequent levels are informed 
by what is established before without being narrowly determined by them 
and that each level has a distinct, irreducible moment of its own.

The reason for repeating this here is that the distinction between different 
levels of analysis allows that particular insights of mainstream social 
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science can often be seen as not absolutely wrong but wrong in so far as 
they are presented as absolutes. Laws of supply and demand, psychological 
characteristics, the power of the nation-​state, are at best partial and one-​
sided but become potentially useful once understood within the context of 
exploitation, accumulation and dynamic change: once put in their proper 
analytical place.

Much of Keynes’s work can be reconceived in this light. One important 
implication, which will be emphasised in what follows, is that Keynes’s 
general theory is rather less general than he claims (Hodgson 2004). He 
bases this claim for generality primarily on the grounds that his theory 
incorporates the ‘special case’ of the classical theory in the manner that 
Einstein’s general relativity incorporates special relativity but also the earlier 
Newtonian vision he was transcending. The analogy fails because, unfor-
tunately, ‘one cannot say that Newtonian economics is good enough for 
practical purposes’ (Galbraith 1996: 20). Keynes himself admits the point, 
insisting that classical theory ‘is not incomplete in the sense it deals with 
a special case rather than the general case. I maintain that as a theory it 
applies to no case at all’ (CWXIII: 593). But Keynes remained largely a critic 
from within, in order to show that orthodoxy failed on its own terms (Chick 
1983, Hillard 1988). Even his most penetrating insights can remain quite 
limited attacks on particular marginalist assumptions. As Marxist critics 
were quick to point out, this means there are important respects in which 
Keynes’s system, for example in its individualism and lack of dynamism, 
represents a regression in relation even to pre-​Marxist classical political 
economists like Smith and Ricardo.

But we do not advance or retreat evenly on every front, and there are 
areas where Keynes’s analysis addresses issues which either the level of 
abstraction of Capital or the concrete historical development of capitalism 
leave relatively neglected in Marx. The suggestion here is therefore that 
there is much in Keynes with which it is worth critically engaging, but that 
there cannot be a simple combination of Marx and Keynes or a simple div-
ision of labour where they do different jobs according to taste –​ Marx on 
production, Keynes on money; Jewish on Saturday, Christian on Sunday. 
So the attempted Marx–​Keynes synthesis here differs from others. Many 
of the existing combinations seem to be affected on relatively narrow, tech-
nical grounds. Most have been attempted by critical Keynesians, aware 
(as above) that they are appropriating Marxist intuitions into a Keynesian 
social ontology. Robinson (1964), for example, perhaps the most ‘Marxist’ 
of Keynesians, is simply dismissive of value theory, implying that Marxists 
should decommission their theoretical weapons before there can be any 
meaningful engagement. The suggestion here is that any synthesis would 
work better the other way around; that Keynes’s insights require critical 
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embedding into a broader socioeconomic context than his own approach 
allows. A Marx–​Keynes synthesis would require different and specifically 
Marxist starting points. Keynes’s arguments should be taken seriously but 
often need to be critically reworked, his concepts socialised, placed within 
the context of exploitation and dynamic change.

There is also a practical problem in arguing for a dialogue between 
Marx and Keynes in that few from either tradition bother reading, far less 
understanding, the other. A particular challenge in engaging with Keynes is 
that he appears to present an army of different adversaries. Keynes himself 
‘abandoned ideas as ruthlessly as he was eager to acquire new ones’ (Balogh 
1976: 67). He has been subject to widely different interpretations. Dostaler 
writes of Keynes that:

as an economist, he appears, at one extreme, as an orthodox neoclassical 
economist and, at the other, as one who breaks completely with classical 
orthodoxy to outline a new theoretical horizon. In politics, he is judged to 
be a conservative elitist by some and a crypto-​communist by others. The kal-
eidoscope evinces even more colours in philosophy, where the same man is 
considered by different people to be a rationalist, a realist, an empiricist, an 
idealist, a positivist, and even an existentialist. (1996: 14)

There is no agreed interpretation, with matters not helped by Keynes’s own 
penchant for ‘raising the dust’ and polemical exaggeration. Some followers 
insist that Keynes’s system stands or falls as a coherent whole (Kicillof 2018) 
while others happily cherry-​pick. A relatively thorough and sympathetic 
engagement with Keynes’s work is therefore a prerequisite for any serious 
Marxist critique.

The next three chapters accordingly try to explain where Keynes was 
‘coming from’. Chapter 1, on Keynes’s life and times, suggests that Keynes’s 
ideas need to be understood in the context of his own social circumstances. 
He was an avowed member of the ‘enlightened bourgeoisie’, disdaining 
boorish proletarians. His perspective was also almost always specifically 
British. Keynes explicitly invokes a ‘Scotch and English’ (he was never fond 
of the Welsh) tradition of humane science, naming ‘Locke, Hume, Adam 
Smith, Paley, Malthus, Bentham, Darwin, and Mill, a tradition marked by a 
love of truth and a most noble lucidity, by a prosaic sanity free from senti-
ment or metaphysic, and by an immense disinterestedness and public spirit’ 
(CWX: 86). Sadly, if Britain’s past provided most of Keynes’s heroes, by the 
time Keynes was writing, its present looked less inspiring. He lived through 
times of Britain’s relative decline, when its educated bourgeoisie could no 
longer expect to rule the world. The spectre of communism, and by the 1930s 
of fascism, haunted Europe while Britain was challenged and surpassed, 
particularly by the US. Within Britain, the inter-​war period became one long 
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economic stagnation. The complacency of laissez-​faire practice and liberal 
free-​market economics rang hollow. Keynes grappled with the increasingly 
unignorable failures of the market and the reality of state intervention. The 
very fact that Keynes identified with his class and national interests set him 
apart from the sham universalism of the liberal mainstream. At the same 
time, he always kept one foot inside the inner circle. Intellectually he shared 
many of the mainstream’s assumptions. Personally, he served as a govern-
ment official rather than just an academic economist and would befriend 
most of the prime ministers of the day.

Chapter 2 examines Keynes’s philosophy, stressing what it describes as an 
inconsistent idealism and individualism. From his student days, Keynes was 
profoundly influenced by the conservative British philosopher G.E. Moore. 
Primarily an ethicist, Moore rejected a crude Benthamite utilitarianism, a 
rejection which Keynes would continue to celebrate, not least for inocu-
lating him against socialism. For Keynes ‘it was this escape from Bentham, 
joined with the unsurpassable individualism of our philosophy, which has 
served to protect the whole lot of us from the final reductio ad absurdum 
of Benthamism known as Marxism’ (CWX: 446). Moore emphasised pri-
vate intuition as the means to know what was good but, admitting areas of 
uncertainty, he suggested that in practice we need to fall back on conven-
tion as a guide. Keynes would be more willing to challenge convention, but 
at the cost of elevating the power of intuition of at least some individuals. 
Meanwhile, and in some tension with this, Keynes’s own work on probability 
established that there were areas of genuine uncertainty, where it is impos-
sible to know, impossible to know even probabilistically, or even to order 
one thing as more likely than another. To degrees which remain disputed, 
this thinking about probability and uncertainty would continue to inform 
Keynes’s mature economics. At the very least, time becomes important and 
it becomes impossible to assume that people always make what with hind-
sight might be reckoned rational utility-​maximising decisions. This becomes 
fairly devastating for the principles and pseudo-​scientific pretensions of 
mainstream economics. Conversely, Marxists can point to the limits of indi-
vidualism in Keynes’s thought and emphasise capitalist imperatives, which 
make some outcomes much more likely than others, and posit capitalist 
instability, as a source of uncertainty. But at the same time, and as developed 
in later chapters, capital involves an ineliminable element of guesswork: of 
firms’ guessing how competitors will behave and of guessing aggregate eco-
nomic performance, of people really acting, making a difference in ways 
which qualify any vision of either capitalists or workers as mere victims of 
conditions beyond their choosing.

Chapter 3 turns to Keynes’s politics. His political philosophy owed 
most to Edmund Burke, a deeply conservative figure but an intelligent 
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8 Keynes and Marx

conservative who admitted the need for change if the greater horrors of 
revolutionary upheaval were to be avoided. In terms of Keynes’s practical 
politics, he was a long-​standing member of the British Liberal Party, often a 
very active member. This was the historical party of British capitalism but by 
the twentieth century was both broad and divided. Keynes was somewhere 
on the centre-​left of the party. He had much in common with the leftist 
‘New Liberals’, some of whose economic proposals anticipate Keynes. At 
the same time, Keynes could be dismissive of both their economics and their 
more radical reform proposals. He was also deeply critical of a conservative 
wing of the Liberal Party, which he thought barely distinguishable from 
the Conservatives. As in many things, there was a pragmatism to Keynes’s 
politics and an advocacy of a ‘middle way’. Initially he supported Asquith, 
the liberal imperialist, but he then threw in his lot with Lloyd George’s 
reforming agenda of the 1920s. More generally, Keynes’s politics was 
characterised by an advocacy of state intervention to manage the market 
economy, to ‘save capitalism from itself’, in Hobsbawm’s phrase (Wattel 
1986: 3). Mann (2017a) has recently characterised a broad tradition going 
back to the French Revolution and to Hegel as ‘Keynesian’ in the sense that 
it acknowledges this need for the state to transcend liberalism, or in order to 
achieve a more sustainable liberalism. Mann is sympathetic to this project, 
but it is possible to acknowledge the important reality of state intervention 
and the intellectual challenge this represents to economic orthodoxy, while 
also being sceptical of Keynes’s optimism about state capacities or benign 
oversight.

Chapter 4 considers economics before Keynes. Rather than attempting 
a general history of economic thought, it considers three themes, in order 
to understand Keynes’s later economics. First, it discusses his relation to 
the older (pre)classical tradition. Keynes selects his opponents carefully. He 
defined them as ‘classical’ in an original way. In a footnote to the first page 
of the General Theory he writes that:

‘The classical economists’ was a name invented by Marx to cover Ricardo and 
James Mill and their predecessors, that is to say the founders of the theory 
which culminated in the Ricardian economics. I have become accustomed, per-
haps perpetuating a solecism, to include in the ‘classical school’ the followers 
of Ricardo, those, that is to say, who adopted and perfected the theory of 
Ricardian economics, including (for example) J.S. Mill, Marshall, Edgeworth 
and Prof. Pigou. (1973: 3)

Keynes then sometimes refers to the predecessors like Smith as ‘pre-​classical’. 
This categorisation allows Keynes to ignore much of what would more nor-
mally be understood as the classical tradition, while selectively recovering 
important insights, for example about effective demand and economic 
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aggregates. Keynes also expresses sympathy with the labour theory of value, 
but he interprets this more in the sense of an accounting device than as the 
epistemological basis for political economy as it had been for Marx. Other 
key questions for the older classical tradition, around economic growth and 
the origins of profit, remain safely buried in the graves dug for them by 
the marginalist revolution in the 1870s. Differences of wealth and income 
matter to Keynes, but these are conceived in individual rather than class 
terms. Keynes associated the classics particularly with an acceptance of the 
quantity theory of money and with an acceptance of ‘Say’s Law’. Keynes 
defined the latter in terms of supply creating its own demand and rejected 
this because, amongst other things, money matters, money is not ‘neutral’, 
and this undermines the standard version of the quantity theory which 
sees changes in the quantity of money translated into equivalent changes 
in prices. For Keynes, money was instead first a unit of account but also a 
store of value, with the implication that monetary decisions could matter 
profoundly to the wider economy.

Second, Chapter 4 discusses marginalism, particularly as Keynes 
encountered it in the work of Jevons and Marshall. Marginalists made 
important arguments about economic efficiency and individual utility, which 
continue to inform mainstream economic thinking. Keynes accepts much of 
this worldview and his method of exposition in the General Theory is often 
marginalist and Marshallian, even as he makes very powerful criticisms of 
particular claims, notably around the operation of labour markets.

Third, the chapter considers the development of Keynes’s own critique 
of the economic mainstream prior to the General Theory. Although Keynes 
later described himself as having been ‘classical’ when he wrote these earlier 
works, his two major economic books also make important innovations. 
The Tract on Monetary Reform, published in 1923, amongst other things, 
is deeply critical of the gold standard and depicts moderate deflation as a 
greater evil than moderate inflation. Keynes is already bitterly critical of 
mainstream complacency and the idea that in the long run the market will 
sort things out, will eventually return the economy to a happy equilibrium. 
It is here that Keynes famously objects that ‘[i]n the long run we are all dead’ 
(1923: 65). The Treatise on Money, published in 1930, is long and some-
times obscure, designed to establish Keynes’s professional standing. In some 
respects, it nevertheless reaches further than the General Theory, attempting 
a sweeping, dynamic depiction of the relation between money and the wider 
economy. It is here that Keynes develops his famous paradox of thrift, in 
which individually rational decisions can sum to a disastrous economic and 
social whole.

Chapter 5 risks a summary of the General Theory. This is risky because 
the General Theory is a notoriously difficult and disputed book, still subject 
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to rival interpretations. Drawing particularly on Chick (1983), Sheehan 
(2009) and Kicillof (2018), the chapter concentrates on sketching Keynes’s 
alternative ‘model’, which shows how it becomes entirely possible for the 
economy to reach an ‘equilibrium’ with unemployment. Rather than begin-
ning with assumptions of full employment, Keynes sees the volume of 
employment and the national income as ‘dependent variables’ –​ dependent, 
that is, on the propensity to consume, on what he calls the schedule of the 
marginal efficiency of capital and on the rate of interest (1973: 245), with 
the rate of interest itself determined independently of savings and investment 
by liquidity preference and the supply of money from the central bank. The 
general theory is treated as adopting a substantially ‘static’ or ‘stationary’ 
approach (Kregel 1976). In this, Keynes mirrors the orthodoxy but shows 
how orthodox assumptions of market ‘clearing’ become unsustainable. The 
chapter inevitably leaves important themes under-​investigated. In particular, 
it stresses, with Keynes, that while ‘money enters into the economic scheme 
in and essential and peculiar manner, technical monetary details fall into the 
background’ (1973: xxii). Discussions of money and finance are substan-
tially deferred until Chapters 7, 8 and 9.

The subsequent chapters shift focus towards a critical appropriation 
of Keynes’s insights. Chapter 6 concentrates on unemployment. It argues 
that Marx’s general analysis of capitalism, and several arguments around 
the specifics of unemployment, remain effective points of departure. Not 
least, unemployment is a political achievement for capital, not the eco-
nomic anomaly it is for Keynes. Marx’s analysis of unemployment, however, 
remains underdeveloped. It is suggested that although Keynes’s language 
and method, couched in substantially individual and static terms, can 
appear profoundly problematic, the idea of ‘unemployment equilibrium’ 
can be a useful heuristic device. Decisions are made in real time, at moments 
at which there are ‘given’ levels of capital and of unemployment, which can 
reasonably be depicted as being in a temporary balance, from which there 
is no internal imperative to move. Keynes insists that the future is uncertain 
and all social actors, including firms, are really guessing at what is likely 
to succeed. There is no reason to assume these guesses sum around what 
Keynes’s classical opponents might see as some ideally rational mean, and 
it often makes sense for firms to accumulate at less than any theoretical 
maximum, to invest and to recruit workers only slowly and reluctantly. 
Keynes’s attack on the mainstream also shows how a simplistic supply-​side 
model in which demand looks after itself is inadequate and in doing so also 
provides a useful reminder to Marxists to investigate the specific moments 
of other social relations, of finance and consumption, rather than reducing 
these to straightforward determinants of accumulation. Keynes also (despite 
some controversy) develops the idea of ‘frictional unemployment’ which 
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begins in the mainstream as a device for explaining away the troubling 
reality of market imperfections. Keynes moves beyond the mainstream apo-
logia towards explanation of such frictions. But it is possible to go further. 
Keynes’s emphasis on markets and the downward stickiness of wages, which 
he shares with the mainstream, limits his critique, but once capital’s dyna-
mism and its inherent spatial and temporal heterogeneity are acknowledged, 
the idea of friction can be worked harder. ‘Imperfections’, of physical and 
political geography, of power and institutional conservatism, pervade cap-
italist markets, producing slow and partial adjustments, between sectors 
of capital and more broadly between firms, economic activities and across 
space. The chapter finally returns to politics and to states, never Keynes’s 
benign overseers but also irreducible to the imperatives of capital or the 
market. Unemployment is always political and never simply an economic 
phenomenon.

Chapter 7 discusses money and, in a somewhat similar vein to the pre-
vious chapter on unemployment, it argues that there are problems and 
lacunae in Marxists’ understanding which an engagement with Keynes can 
help to address. In particular, it identifies three areas where a constructive 
critical appropriation of Keynesian insights potentially enriches Marxist 
monetary analysis. First, for Marx, money is a social relation not a thing, 
and Marxists have reasonably prioritised money as a measure of value as 
socially necessary labour time. However, precisely because it is a social rela-
tion, that measure should be recognised as inherently imperfect. Historical 
materialism can also recognise that money also has specific material proper-
ties, which reflect but also influence capitalist social relations. This discus-
sion then draws on and extends Keynes’s discussions of money’s properties, 
which can be more or less adequately met by different material forms. 
Second, money matters. It cannot simply be ‘read off’ from developments 
in the wider economy and has at least some real effects on that economy, 
which need to be reintegrated analytically. Keynes quite mistakenly accuses 
Marx of accepting the quantity theory and Say’s Law, but Marx’s dismissal 
of these was somewhat summary and the details of Keynes’s critique use-
fully highlight the ineliminable importance of money for the real economy 
and suggest that even if better conceived as a second-​order effect, Marxist 
analyses of capital accumulation need to incorporate the specific monetary 
moment. Third, while Marx recognised the importance of hoarding, his ana-
lysis remained sketchy and its implications have seldom been investigated. 
An engagement with Keynes’s crucial concept of liquidity preference, 
extended and understood as a social and institutional phenomenon, can 
enrich Marxist monetary analysis.

Chapter 8 continues the discussion of the previous chapter, now 
considering profit and interest. Marx, following the older tradition of 
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classical political economy, saw interest rates as ultimately determined 
by profit rates. This remains a valid starting point against an apparently 
almost exclusive determination by financial variables in Keynes, but there 
are variations in interest rates hanging on much more contingent relations 
and there is a real financial moment, the product of both state and private 
financial agency, which needs to be critically investigated. Interest rates at 
least react back and need to be reincorporated into an understanding of the 
determination of profit rates. In particular, the active and changing role of 
both state and private financial institutions needs to be investigated.

Chapter 9 focuses on the real but constrained monetary power of states 
and other institutions in greater historical concreteness. In Capital, the level 
of abstraction at which Marx was working meant that he said relatively 
little about states or international relations. This implies that insufficien-
cies in Marx’s own analysis of money might be seen less as aberrations 
or mistakes than as something that follows from his avowed method of 
movement from the abstract and general to the concrete and specific. But 
that movement needs to be made. The need to investigate concretely the 
monetary capacities of states becomes particularly important in a world 
of non-​commodity money. States do, as Keynes insisted, have at least sub-
stantial monetary power. Positing states within an inter-​state and essentially 
global capitalist system also helps to undermine a crude state/​market or 
exogenous/​endogenous distinction, while historical reflections show how 
states and state forms profoundly influenced changing monetary relations 
and the development of capitalism. Very brief historical sketches highlight 
the importance of institutions, particularly of states, in changing monetary 
relations and of these in changing broader relations of capital accumulation.

Chapter 10 looks at the practice of Keynesianism after Keynes. Keynes 
died in 1946 so never lived to see the long period of prosperity which 
became associated with his name. Particularly in rich countries, the post-​
war decades to the mid-​1970s were ones of uniquely stable and consistent 
growth. It is this period and its successes, at least as much as the General 
Theory, which few people read and fewer understood, that gave meaning to 
the term ‘Keynesianism’ and cemented Keynes’s reputation. There is then an 
irony in that the policies pursued by the governments of leading countries 
followed Keynes’s ideas in at most the broadest of senses. While Keynes 
helped to establish an acceptance of the legitimacy of government inter-
vention, in boom time there was little need for most of the specific policies 
Keynes developed during the Great Depression. At an international level, 
the Bretton Woods monetary system contained strongly anti-​Keynesian 
elements while the two most successful post-​WWII national economies, 
Japan and West Germany, had anti-​Keynesian policies imposed upon them 
by post-​war settlements. When economic crisis hit in the 1970s, many states 
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turned to what looked more like Keynesian fiscal responses. Amongst other 
things, these produced high levels of inflation while only much more pro-
visionally helping to restore conditions of economic growth. The perceived 
failures helped to open the door to the reassertion of the old economic ortho-
doxy, sometimes dubbed ‘neo-​liberalism’, while many Keynesians started to 
reconsider whether what had come to be known as Keynesianism did indeed 
follow Keynes’s prescriptions.

Chapter 11 turns to the development of Keynesian theory after Keynes. 
This book is about Keynes rather than Keynesianism and it does not claim 
to do justice to the diversity of the subsequent thought. Marx’s comment, 
late in life, that ‘All I know is that I am not a Marxist’ might equally apply. 
Indeed, at a meeting in 1944, Keynes similarly claimed ‘I was the only non-​
Keynesian there’ (cited in Dostaler 2007: 253). There is a vast and contra-
dictory diversity of putatively Keynesian thought, with little agreement on 
even how to categorise it. The chapter distinguishes three strands, arguing 
that despite major differences there are common limitations in an incom-
plete break with economic orthodoxy. The mainstream ‘neo-​classical 
Keynesian synthesis’ explicitly advocates reconciliation. It accepts Keynes’s 
identification of the importance of economic aggregates and takes this to 
say that there is a specific ‘macroeconomic’ realm, within which govern-
ment and government intervention matters but which can be studied as 
a thing apart. Governments have tools with which to manipulate interest 
rates and make trade-​offs between unemployment and inflation, but such a 
Keynesianism loses any sense of a broader critique. Amongst other things, 
‘macroeconomics’ allowed the reconstitution of the old economic ortho-
doxy as ‘microeconomics’, which could proceed as if the Keynesian revolu-
tion had never happened.

A second strand is distinguished here in its emphasis on ‘market 
imperfections’. For ‘new-​Keynesians’ this implies that the mainstream 
claims of market efficiency need not hold. It can lead to some profound 
criticisms of conventional thinking and crude pro-​market policy proposals. 
For example, Stiglitz, the ‘godfather’ of New Keynesianism (Mott 1989), 
opposed the International Monetary Fund (IMF) structural adjustment 
programmes and austerity in the aftermath of the 2007–​09 crisis. But similar 
arguments can also be read as saying that the appropriate solution is to get 
rid of the market ‘imperfections’, to make the world shape up to the faulty 
neo-​classical theory. Eliminating government and labour interference often 
become particularly pressing concerns. This section also discusses an osten-
sibly distinct and often hostile ‘post-​Keynesian’ current, whose adherents 
are more likely to reject such political conclusions. This tradition is more 
likely to study corporate monopoly alongside labour unions and to acknow-
ledge ‘class struggle’. Rather like the new-​Keynesians, however, their key 
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focus remains on ‘imperfect competition’ and the marginalist models there-
fore implicitly remain the ideal.

At this point I need a brief digression. Almost all professional economists 
to whom I have mentioned that I am writing a book about Marx and Keynes 
assume that means that I am actually writing a book about Michael Kalecki. 
Of the few who I have been able to persuade that I am in fact writing a book 
about Marx and Keynes, almost all assume that I should instead be writing 
a book about Kalecki. I therefore need to make clear that while I have no 
objection to anyone who wishes to write such a book, this is not it. (There 
are already good accounts; see e.g. Lopez and Assous 2010.) Kalecki was an 
important economist, who said some similar things to Keynes. Unlike Keynes, 
he was familiar with Marx’s work and often used Marxist language. I hope 
the reasons for looking at Marx and Keynes become clear in the following 
pages, and it is hard to compare the efficacy of one project against another 
without first doing them both. Some problems with Kalecki’s views will be 
discussed briefly in Chapter 11 but there are reasons why, despite ostensible 
similarities with Marx, he is not the focus of this book. First, Kalecki’s original 
‘anticipation’ of Keynes was couched as an explanation of business cycles. 
Keynes’s analysis, in contrast, is original in its depiction of unemployment 
equilibrium, unemployment precisely as a stable rather than a temporary or 
cyclical phenomenon. There is a strong case for arguing that business cycles do 
not exist (Hoover 2012), and for Marxists the idea is problematic, suggesting 
the economy goes round and round, rather than lurching ungainly onwards. 
Second, as above, Kalecki’s arguments often involve claims of monopoly and 
imperfect competition. These are indeed real and important phenomena, but 
in taking perfect competition as the antithesis, these ideas align with the main-
stream in seeing deviations from some idealised capitalism as both the analyt-
ical and normative basis for critical theory (Mott 1989, Shaikh 2016). Keynes, 
too, can be guilty of this, but ideas of imperfect competition play a much more 
limited role in his thinking (Harcourt and Sardoni 1996). In any case, the 
problems of capitalism do not lie only in its imperfections. Third, Kalecki has 
relatively little to say about money, perhaps where Keynes is most interesting 
and where Marxists have most to learn (Sawyer 1996). Fourth, Kalecki has 
little to say about uncertainty, where Keynes also says original, interesting and 
important things from which Marxists can learn.

Meanwhile, as Chapter 11’s third strand, other post-​Keynesians go back 
particularly to the General Theory’s chapter 12 and do emphasise uncer-
tainty, not least to challenge the epistemological foundations of mainstream 
economic thinking. Economic unpredictability becomes a recurring theme. 
This is an important insight, but as discussed in Chapter 3, there are questions 
about how far it can be pushed without descending into analytical nihilism 
or reducing political economy to questions of individual psychology. It is 
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argued that even as a radical critique, post-​Keynesian thinking on uncer-
tainty often remains oriented towards the mainstream. Much as with the 
identification of market imperfections, this has the effect of reinforcing 
the mainstream as the centre of the analytical universe. Whether aiming at 
constructive dialogue or at more or less profound deconstruction, a more 
radical, positive political economy requires different starting points.

Finally, this book’s Chapter 12 considers the anti-​Keynesian turn since 
the 1970s and the prospects for a return. A conventional reading sees a 
radical turn against Keynesian policy in the 1970s, particularly in the US 
and UK. Initiated under Democratic and Labour governments but forcefully 
consolidated under Reagan and Thatcher, an increasingly open, competi-
tive and financialised international environment soon saw other countries 
following suit. Keynesianism as university economics beat an ignominious 
retreat. This chapter’s discussion qualifies this view. Many of the practices 
which had come to characterise rich-​country economies in the 1950s and 
1960s endured. Government spending fell at most modestly and, despite 
many attacks on the most vulnerable, the welfare state remained largely 
intact. ‘Automatic stabilisers’, the rise in welfare payments and fall in tax-
ation in times of slump, remained powerful. In short, rich-​country economic 
practice in the early twenty-​first century looked more like that of the 1960s 
than the 1920s. In many poorer countries, too, despite decades of liberalising 
policies, states remained highly interventionist. There were, however, major 
economic reorganisations, with corporate restructuring and financialisation 
weakening the national bases of political economy. The advantages of 
going back to Keynes were repeatedly raised in the aftermath of the 2007–​
09 global financial crisis (GFC), and the policy responses to it appeared to 
confirm the ability of states to intervene effectively, even if this involved the 
rescue of the rentier class rather than Keynes’s preferred euthanasia. More 
radical Keynesians insisted the responses were insufficiently Keynesian and 
denounced the rapidity of their abandonment for austerity as ‘madness’. 
The continuation of liberal policies, however, found powerful backers and 
a powerful rationale in class and international competition. Similarly, the 
environmental crisis saw powerful demands for ‘green Keynesianism’ or a 
‘Green New Deal’, but these faced substantial obstacles at both national 
and international levels. On the basis of the earlier analysis, the chapter 
evaluates the prospects of a return to Keynes in light of Keynes’s own phil-
osophy and politics and the changed conditions of the global economy. It 
suggests that Keynes’s own caution militates against any easy adoption of 
the sort of policies he prescribed and that he provides at most an incomplete 
guide in terms of how effective reform policies might be forged. Once again, 
it is argued that Keynes says much that is useful, but that it is necessary to 
go further.
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This book is primarily an engagement with theory. Its themes, however, 
are not simply a matter of academic interest. The revival of Keynes raises 
pressing political questions about how the left should relate to demands 
for reform. There are grounds for common struggle, for example on the 
questions of financial regulation and of redressing income inequality and 
addressing unemployment. The period labelled ‘Keynesian’, from the end 
of WWII until the 1970s, confirms that capitalism can be reformed, but the 
conditions and the struggles that produced that period are not themselves 
easily reproduced and there are reasons to be sanguine about the prospects 
of a return to Keynes. This is not to preclude the possibility of reform and 
better policy but to advocate a careful evaluation of the possibilities and the 
suitability of different strategic ideas. This book hopes to contribute to such 
strategic thinking.
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Keynes’s life and times

Introduction

This chapter cannot detail Keynes’s life. There are probably already 
more biographies than are strictly necessary, including many good 
ones. Skidelsky’s (1983, 1992, 2000) huge three-​volume study seems 
particularly authoritative and is raided liberally in what follows. The 
purpose of this book is to discuss Keynes’s theories, but ideas make 
better sense in the context of the life and times of the people who 
articulate them. In Keynes’s case, both the life the times are extraor-
dinary and despite Keynes’s individual brilliance, there is a particularly 
strong case for seeing him as a product of and spokesperson for his 
class and nation.

Keynes’s thinking was shaped during times of remarkable social 
and economic upheaval. Following an age of apparent stability and 
complacent British imperial hegemony, the period from 1914 to 1945 
was one of drastic change. This ‘Thirty Years’ War’ (Dowd 2004) 
saw the end of the belle époque, of ‘liberal’ capitalism and of peace 
within the imperialist heartlands. Western capitalism descended into 
the Great Depression and sharpened class struggles. The Russian 
Revolution and the rise of an apparently viable socialist alternative 
became widely attractive, not least to many of Keynes’s Cambridge 
contemporaries, and contrasted with the rise of fascism and nation-
alism, which culminated in a Second World War even more destructive 
than the First. A liberal economics based on enlightened self-​interest 
in which, by assumption, neither states nor unemployment existed 
made sense neither as theory nor ideology, and Keynes became the 
most prominent of many economists trying to articulate a more real-
istic theory, a theory which would better describe capitalism but also 
better defend it. By the end of this period, Keynes had become both 
the world’s most famous economist and a leading player in the negoti-
ations to shape the post-​WWII order, now a world where the US had 
displaced Britain as the dominant power.
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The chapter’s title follows convention by putting the life first, but the 
content prioritises the turbulent times to highlight how Keynes’s life (1883–​
1946) spanned this extraordinary age. Imperfectly and with some overlap, 
the chapter is divided chronologically into four parts, from 1883 to 1914, 
to 1929, to 1939 and to 1946, reasonably marking stages in Keynes’s intel-
lectual and political career.

The belle époque and its demise (1883–​1914)

Keynes was born into a world of affluent complacency. British capitalism 
seemed unthreatened either at home –​ Chartism was a distant memory –​ 
or abroad –​ industrial and military superiority could see off resistance in 
the colonies with murderous efficiency. The British Navy, in particular, 
protected the Empire from European challengers.

Keynes would later articulate this pre-​war world with typical panache. 
Acknowledging that even then most people had worked hard and long for 
little reward, Keynes consoled himself that ‘anyone at all exceeding the 
average’ could escape to a life of comfort:

The inhabitant of London could order by telephone, sipping his morning tea 
in bed, the various products of the whole earth, in such quantity as he might 
see fit, and reasonably expect their early delivery upon his doorstep; he could 
at the same moment and by the same means adventure his wealth in the nat-
ural resources and new enterprises of any quarter of the world, and share, 
without exertion or even trouble, in their prospective fruits and advantages; 
or he could decide to couple the security of his fortunes with the good faith of 
the townspeople of any substantial municipality in any continent that fancy 
or information might recommend. He could secure forthwith, if he wished 
it, cheap and comfortable means of transit to any country or climate without 
passport or other formality, could despatch his servant to the neighbouring 
office of a bank for such supply of the precious metals as might seem con-
venient, and could then proceed abroad to foreign quarters, without know-
ledge of their religion, language, or customs, bearing coined wealth upon his 
person, and would consider himself greatly aggrieved and much surprised at 
the least interference. (CWII: 6–​7)

With hindsight, it is easy to see that this order was already disintegrating. A 
process of relative economic decline had set in. The dynamism of Britain’s 
mid-​nineteenth-​century industrial revolution had given way to much slower 
growth, even between 1873 and 1896 to what was known at the time as 
the ‘Great Depression’ (before this term later came to be more commonly 
associated with the conditions of the 1930s). Social and political changes 
were underway. Parliamentary reform in 1884 extended the electoral 
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franchise to about 28  per cent of Britain’s adult population, incorpor-
ating middle-​class men and many better-​off working-​class ‘householders’ 
(Punnett 1994). By the end of the decade, mass unions were being built, 
no longer just amongst skilled workers. The year of Keynes’s birth had 
seen the founding of socialist parties:  the Social Democratic Federation –​ 
the first British Marxist party –​ and the reformist Fabian Society. Both of 
these would remain small, but they were influential in the early days of the 
Labour Representation Committee, forerunner of the Labour Party, which 
began to stand candidates in parliamentary elections, winning its first two 
seats in 1900 and by 1910 holding forty-​two, a minority of some substance. 
Resistance to British rule in Ireland increased and the British Liberal Party 
under Asquith, the old-​school free-​trade imperialist, became increasingly 
open to Irish home rule and to social reforms at home. Women’s disenfran-
chisement met growing opposition both within parliament and from the 
suffrage movement beyond. This was, however, still a world lacking any 
general presumption in favour of democracy, and much of the British ruling 
class continued as if the old ways would endure. Free trade met some Tory 
opposition but was not seriously challenged. The gold standard remained 
an article of faith. British elites largely still assumed their rule and their rules 
were assured.

Meanwhile, other countries were catching up and overtaking Britain. By 
1913, the US was already richer in both absolute and per capita terms. 
Germany was not far behind (Maddison 2003). At the outbreak of war, 
Germany’s military spending was already more than 20 per cent greater than 
Britain’s (Russett 1985). These competitors were also succeeding through 
more openly illiberal means. Germany had abandoned its brief experiment 
with free trade in the 1870s. The US never made such an experiment. By 
the early years of the twentieth century, mass socialist parties were well 
established in several European countries.

Such changes still lay ahead from the world of privilege and preju-
dice into which Keynes was born. Both of Keynes’s parents were from 
affluent, religiously non-​conformist backgrounds. Davis argues that Keynes 
inherited and would retain ‘Victorian notions of individual commitment to 
the public good’ and to ‘utopian thinking’ (1994: 171, 172). His mother 
would be the first woman mayor of Cambridge. His father, wealthy from 
the family’s gardening business, was himself a lecturer in political economy 
at Cambridge University, later becoming a university bureaucrat (Skidelsky 
1983). Eminent economists and philosophers shared the dinner table of 
Keynes’s youth, while the slightly less eminent were hired as private tutors 
well into Keynes’s adulthood, ensuring his smooth ascent through Eton 
and its associated college, King’s Cambridge. Keynes’s genius would be 
intensively cultivated. Keynes Senior did fret that quadratic equations and 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



20 Keynes and Marx

lengthy Latin prose were harsh for a boy of nine, but he encouraged his son 
with regular beatings and occasional whippings (Moggridge 1992: 26).

Keynes took a degree in mathematics. At university, he became a member 
of an elitist private, invitation-​only, men-​only club called the ‘Apostles’, 
whose other members included the philosophers Moore and Russell as 
well as a few fellow undergraduates including Strachey, Keynes’s long-​time 
friend and some-​time lover. Keynes was particularly influenced by Moore’s 
philosophy, as will be discussed in Chapter 2. He also became a member of 
the informal ‘Bloomsbury Group’, which has been seen as the Apostles’ art-
istic London extension. At Cambridge, Keynes also joined the Liberal Club 
and the Union, and he would become a leading member of both (Dostaler 
1996, Moggridge 1992).

Keynes’s serious interest in economics began slightly later. He started 
reading Marshall’s Principles in late June 1905 ‘and in July discovered 
Jevons, “one of the minds of the century”’ (O’Donnell 1989: 14). Soon, 
he was writing to Strachey that ‘I find Economics increasingly satisfactory, 
and I think I am rather good at it. I want to manage a railway or organise a 
Trust, or at least swindle the investing public. It is so easy and fascinating to 
master the principles of these things’ (cited in Skidelsky 1983: xxiii).

On leaving university in 1906, Keynes joined the Civil Service. To his 
disappointment he came only second in the exams, a failure he attributed to 
his greater knowledge of maths and economics than his examiners. Second 
place meant he missed out on his preferred Treasury posting, instead going 
to the India Office. There (that is, at the Office in London; he never went 
to India), Keynes began working seriously on money and, amongst other 
things, wrote a paper advocating a paper currency, because less would go 
into hoards than gold (Moggridge 1992: 225), an important theme to which 
he would return. His first book would be published in 1913 on Indian 
Currency and Finance. By then he had resigned from the Civil Service to 
accept a scholarship at Cambridge, which he won at the second attempt 
in 1908 for a thesis on probability –​ ideas he would continue to develop 
and would finally publish in 1921. He was also able to take up an eco-
nomics lecturing position, newly created by a University Board chaired by 
his father (Skidelsky 1983:  185). Cambridge, and Cambridge University, 
would remain at the centre of Keynes’s life, albeit later shared with London 
and with a variety of official and unofficial government roles.

Like the vast majority of Eton’s and Cambridge’s academically successful, 
Keynes understood himself to be part of a ruling, intellectual elite. More 
than most, Keynes’s experiences would have confirmed every early preju-
dice. As Harrod, Keynes’s friend and early biographer puts it, ‘[n]o one 
in our age was cleverer than Keynes, nor made less attempt to conceal it 
… He had never ceased to believe that the well-​being of society depended 
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on the strong, clear thinking of the few’ (1951: 644, 646). Keynes would 
become a close personal acquaintance not only of major intellectual figures 
like Russell and Wittgenstein but also of almost every major politician in 
Britain of the first half of the twentieth century, very close, at different times, 
to Asquith, Lloyd George and Churchill.

Keynes was a complex character, seeing himself as an iconoclast while 
accepting the privileges and sharing many of the prejudices of his time 
and place. He ‘chaperoned’ his sister as what he termed a ‘hired rough’ 
on suffrage marches (Moggridge 1992:  169) but appears never to have 
challenged the exclusion of brilliant women like Robinson from the 
Apostles. He deplored ‘medieval’ attitudes towards sex questions while his 
private letters talked lightly of raping young men. He could be an appalling 
snob, who could alienate even his closest friends. Strachey described him 
as a ‘malignant goblin’ (Skidelsky 1983:  204), Woolf as ‘sensual, brutal, 
unimaginate’ (Skidelsky 1992: 15). He could be famously mean, the pau-
city of wine on offer at his Sussex country house outraging his Bloomsbury 
friends. But he could also be exceedingly generous, subsidising and working 
enormously hard for people and causes he deemed worthy: Kings College, 
his Cambridge theatre, the Arts Council, and for the release of colleagues 
Sraffa and Singer, deemed enemy aliens and interned during WWII.

Keynes was also a nationalist and a racist. This needs some transla-
tion into the perspective of a more enlightened twenty-​first century where 
(at least amongst readers of books like this) such views have become less 
acceptable. Racism and nationalism were ancient prejudices, almost back-
ground assumptions of Keynes’s times and class. The nationalism is rela-
tively straightforward. Although Keynes saw himself as cosmopolitan, his 
outlook was resolutely British. Much as people may think of other people’s 
religions, he thought of nationalisms other than British nationalism as 
rather silly and parochial. He simply accepted that Britain and the Empire 
were somehow ‘right’, though not in everything, and he could write about 
the superiority of American financial and monetary management (Keynes 
2011). He could support Irish home rule, assumed of course to continue 
within the Empire (Moggridge 1992: 191). But Britain was right in a more 
general, perhaps even moral sense. Britain and the British Empire were run 
by right-​minded people rather like Keynes himself, and he appears to have 
been genuinely confused and upset that American left-​liberals saw Britain as 
the arch-​imperial power and looked at it unfavourably even compared with 
Japanese expansionism (Skidelsky 2000).

Keynes’s racism was a more curious mixture. He disliked the Chinese but 
had a patronising fondness for Black Americans. He quite liked Germans but 
was never keen on the French. He had an antipathy towards the Welsh, par-
ticularly at one time as embodied by Lloyd George, ‘this goat-​footed bard, 
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this half-​human visitor to our age from the hag-​ridden magic and enchanted 
woods of Celtic antiquity’ (CWX: 23). But for Keynes there were worse 
things than the Welsh: ‘I’m not sure that I wouldn’t even rather be mixed 
up with Lloyd George than with the German political Jews’ (CWX: 384). 
If unexceptional for a man of his class and time, Keynes’s anti-​Semitism, 
which he made little attempt to conceal, can still be shocking. He found 
Einstein acceptable, although he reports their meeting with gently mocking 
amusement, seeing him as ‘a naughty Jew-​boy, covered in ink, pulling a 
long nose as the world kicks his bottom; a sweet imp, pure and giggling’ 
(CWX: 382). Less acceptable were ‘the other kind of Jews, the ones who are 
not imps but serving devils, with small horns, pitch forks, and oily tails. It 
is not agreeable to see a civilisation so under the ugly thumbs of its impure 
Jews who have all the money and the power and the brains’ (CWX: 383–​4). 
Chandavarkar (2000) sees the anti-​Semitism as offset by Keynes’s support 
for Zionism, particularly his significant role in committee preparing the 
ground for the 1917 Balfour Declaration. The ideas may, of course, be com-
plementary, perhaps attested by Keynes’s advocacy of offers to the Nazis to 
arrange the emigration of German and Austrian Jews. Supporters prefer not 
to dwell on this anti-​Semitism and a ‘shameful –​ and puzzling’ (Moggridge 
1992: 611) preface to the 1936 German edition of the General Theory where 
Keynes recommended his ideas as ‘more easily adapted to the conditions 
of a totalitarian state’ (1973: xxvi). To say that Keynes’s views were the 
product of the time and unexceptional should not excuse them, and there 
were already anti-​racist, internationalist currents and political movements 
of which Keynes was well aware and which he distrusted.

But this does not make Keynes some sort of proto-​fascist. Indeed, as 
Skidelsky insists, and despite Keynes’s long-​standing pro-​German feelings, 
he ‘loathed the Nazi regime, never visited Germany after 1933, and never 
drew attention to the successes of Hitler’s economic policies –​ a commend-
able feat of self-​denial in the circumstances’ (2000: 28). Now Keynes made 
a point of praising ‘the prophets of the ancient race –​ Marx, Freud, Einstein’ 
(CWXXVIII:  21). Similarly, Keynes had been politically close to Mosley 
when Mosley was in the Labour Party and when he first broke from it, but 
he would have nothing to do with the British Union of Fascists. And while 
he was a long-​standing advocate of eugenics, in 1943 he did finally resign ‘as 
vice-​president of the Malthusian League in protest against the decision of its 
Council to urge the government to take steps to restrict the fecundity of the 
poor –​ a policy of which he had approved as a young man, but which now 
struck him as grossly insensitive in the light of Hitler’s eugenic experiments’ 
(Skidelsky 2000: 168).

Keynes’s politics will be discussed in more detail in Chapter 3. They are 
not entirely consistent but, as in most things, Keynes favoured a ‘middle 
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way’. The point here is to emphasise where Keynes was coming from, 
whence his political philosophy and critical economics. The comfortable 
world described in the passage cited above, where an Englishman, very 
explicitly a man, could naturally travel and buy shares without let or hin-
drance, while equally naturally having a servant to do the legwork, was 
soon to be more radically challenged.

In this context, it is worth stressing that the liberalism of nineteenth-​
century British capitalism was an illusion. In Marx’s phrase, capitalism came 
into being ‘dripping from head to toe, from every pore, with blood and dirt’ 
(1976: 926). It was built on money made in the slave trade and slavery. 
It was dominated by giant companies and exported at gunpoint. Indeed, 
the individualist assumptions of what would become standard economics 
emerged precisely in the age of the robber barons and the new imperialism. 
Such an economics fitted the worldview of big capitalists and bureaucrats, 
including economics professors. Success was conveniently attributable to the 
survival of the fittest. Even before Keynes, and before WWI, state practices 
seldom followed free-​market prescriptions, but times of peace and pros-
perity allowed the prejudices to persist relatively unchallenged. ‘Peace, pro-
gress, a stable social order: these could never again appear so feasible as they 
did in the England of the prosperous between 1870 and 1914’ (Lekachman 
1967: 53). The war and its aftermath brought major changes and challenged 
old ways of thinking.

War and peace (1914–​29)

Few people anticipated the horrors of the First World War. The nineteenth-​
century liberal view, which Keynes later criticised (CWXXI: 233–​51), and 
which was repeated shortly before the war by both the liberal Angel and the 
Marxist Kautsky, had come close to saying that war was now precluded. 
The interlocking interests of capital in the leading countries meant ‘ultra-​
imperialism’ in Kautsky’s phrase and the ‘peaceful’ carve-​up of the world. 
Socialist parties warned of war and threatened to stop it, but opposition 
crumbled once hostilities were declared. Across Europe, the war was ini-
tially popular. The ensuing hardships, conscription and mounting casualties 
soon undermined the general enthusiasm. By the time of the Armistice in 
November 1918, there had been something of the order of fifteen million 
military and civilian deaths. Britain experienced nothing like the revolu-
tionary ferment of Russia or Germany but the war profoundly shook the 
old certainties.

Keynes himself was ‘summoned’ to the Treasury early in 1915, where his 
good work for the rest of the war earned him the honour of Companion 
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of the Order of the Bath, Third Class (Tily 2019). He rose quickly from an 
initially junior position, one of his early responsibilities being ‘the acqui-
sition of scarce foreign currencies [w]here his nerve and mastery became 
legendary’ (Lekachman 1967: 22). Most of the Bloomsbury Group opposed 
the war from the start, and Keynes’s role in government distanced him from 
many of his friends. He was making new connections, becoming a regular at 
the Asquiths’ and social occasions at 10 Downing Street (Moggridge 1992). 
Keynes now literally walked the corridors of power, and this can reasonably 
be seen as conditioning his worldview and his economics. He would move 
easily between his Whitehall and Cambridge circles and became brilliantly 
adept at shifting the tone of his writing for different audiences. He became 
a very effective journalist and populariser of economic ideas, while for his 
academic peers he seems to have enjoyed being deliberately difficult. The 
rulers of the day, however, were seldom far from the front of his mind. For 
Keynes, things could be better if only rulers could be persuaded to take good 
council, particularly his own.

Keynes initially thought the war was justified. With the introduction 
of conscription, however, he registered as a conscientious objector. As a 
Treasury official he faced no personal danger of being sent to the front, 
so this was an idiosyncratic but highly principled gesture against what he 
saw as an illiberal infringement of individual freedom. As the war dragged 
on, like that of many others, Keynes’s general attitude also changed. By 
December 1917 he was writing privately that ‘I work for a Government I 
despise and for ends I think criminal’ (cited in Skidelsky 1983: xxiv).

There was also no hiding the organised character of the war economy. In 
times of pre-​war prosperity, capitalism’s illiberal character could be discretely 
ignored. Success could be attributed to liberal values, free markets and free 
trade. Now government intervention drove production. Policy recognised 
that workers had power which needed to be bought off. Legislation in 1918 
included ‘prohibiting wage cuts for a period of six months, and establishing 
further Trade Boards, Joint Industrial Councils and an Industrial Court’ 
(Clarke, P. 1988: 199). Unemployment insurance became ‘almost universal’, 
including ‘non-​contributory benefits’ (Clarke, P. 1988: 200). Free trade and 
the gold standard (the strict link between the pound and a weight of 113 
grains of gold) were suspended. Access to precious metals could hardly be 
allowed to dictate the war economy and, of the leading powers, the US 
alone remained on gold.

Joining the war only in 1917, the US had earlier begun lending to Britain 
and France, helping to sustain those countries’ war efforts but in the process 
running up huge debts which then informed the Versailles Conference and 
the ‘Carthaginian Peace’ imposed on Germany. President Wilson came with 
his fourteen-​point plan for a post-​war world of international cooperation 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



25Keynes’s life and times

25

but was unwilling to forgive allied debts, and the British and French in turn 
demanded reparations from Germany. By this time, Keynes had become 
the principal Treasury representative. He saw the negotiations first hand 
and was contemptuous both of the leading participants and of the final 
Treaty. Keynes’s Economic Consequences of the Peace (1919; CWII) made 
his fame, and his peace with Bloomsbury.

The Economic Consequences introduces several themes which will recur 
in Keynes’s later works. First, the book is informed by what might be called 
an ‘inconsistent idealism’. This is an idealism not in the sense that Keynes 
has in mind a better, ideal world, although that is probably also true. Rather, 
he stresses intentions and ideas as the primary motor of change. Skidelsky 
writes about how Keynes attributed the disastrous Treaty ‘to two things 
–​ the inadequacy of the statesmen’s ideas, and the inadequacy of their 
characters’ (1983: 386). In the published version he largely spared Lloyd 
George, his former boss, from his harshest criticisms. But he was scathing 
of the other participants. Keynes does acknowledge domestic pressures, for 
example on Wilson, the economic drivers of British and French demands for 
reparations, and the potentially adverse consequences for future borrowing 
of any debt write-​off. But it remains possible to ‘appeal to the generosity of 
the United States’ (CWII: 93) and Keynes’s main explanation for Wilson’s 
behaviour remains his foolishness. ‘[I]t was harder to de-​bamboozle this old 
Presbyterian than it had been to bamboozle him’ (CWII: 34). At least in the 
desperate post-​war situation, ‘the power of ideas is sovereign’ (CWII: 158–​
9). Or, as Keynes would write shortly afterwards, the turn of events in 
Europe ‘will not be the work of the doctrines of Marx, nor of the disciplined 
force of international labour, but of the timid and short-​sighted wags and 
stupid heads of its own conservative leaders’ (CWXVIII: 84). The case for 
the decisive role of individuals and ideas is probably as strong here as ever; 
the players were singularly influential and the conjuncture unique. That 
opportunity lost, Keynes put more emphasis on the role of public opinion 
and his sequel, the Revision of the Treaty (CWIII), while still focused on 
elite guidance, also ‘contained a clearer statement of Keynes’s views of the 
role of public opinion in politics. As he saw it, reform and change were 
the products of discussion through which public opinion was formed and 
guided’ (Moggridge 1992: 370).

Second, although formally most of Keynes’s economic analysis remains 
mainstream, the Economic Consequences is already concerned with the 
relations between production and consumption and has a vision of what 
Keynes would later term the ‘declining marginal propensity to consume’. 
Before the war, ‘society was so framed as to throw a great part of the 
increased income into the control of the class least likely to consume it’ 
(CWII:  11). The labouring classes are ‘compelled, persuaded, or cajoled’ 
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while the capitalists ‘call the best part of the cake theirs’ (CWII: 11–​12). 
This enrichment of the already rich was acceptable only on the tacit 
assumption that capitalists’ greater share of wealth would be invested not 
consumed (CWII:  12). This explicit framing in terms of class disappears 
from much of Keynes’s later economic writing, but concerns with the eco-
nomic consequences of distribution would remain crucial.

Third, Keynes opposes inflation. There would soon be significant 
qualifications to this, and conservative critics of Keynes and defenders of 
‘sound’ money have latched on to these qualifications. Keynes would later 
allow that moderate inflation was less damaging than deflation but never 
more than that. Keynes never repudiated his warnings against ‘debauching 
the currency’ and the ‘menace of inflationism’ (CWII: 148, 157).

Fourth, there is an important sense of tension between domestic policy 
possibilities and international relations. The Economic Consequences 
also sets a precedent in Keynes’s analysis being quintessentially British. 
As Schumpeter would later note, ‘Keynes’s advice was in the first instance 
always English advice, born of English problems even where addressed to 
other nations. Barring some of his artistic tastes, he was surprisingly insular, 
even in philosophy, but nowhere so much as in economics’ (2003: 274). 
The world economy may have been ill served by Versailles, but it was 
overwhelmingly Britain’s problems with which Keynes was concerned. He 
describes particularly how the imbalances, implicit in the German need to 
pay reparations, would impact on Britain’s exports and its gold reserves and 
domestic economy. The connections between domestic and international 
monetary relations would be a recurring theme.

Fifth and finally, Keynes proposes reforms to avoid a worse fate. The 
great powers ended the war in 1918 at least in part before the war was 
ended for them by the Russian method. In his rasher moments and letters 
to friends and family, Keynes’s disdain for the old world shows him sympa-
thetic to radical change. At Christmas 1917 he could write:

the turn things have now taken, probably means the disappearance of the 
social order we have known hitherto. With some regrets I think I am on the 
whole not sorry. The abolition of the rich will be rather a comfort and serve 
them right anyhow. What frightens me more is the prospect of general impov-
erishment. (cited in Moggridge 1992: 280)

By May 1919 his reaction to Versailles meant that ‘with such a Peace as 
the basis I see no hope anywhere. Anarchy and Revolution is the best thing 
that can happen, and the sooner the better’ (cited in Moggridge 1992: 312). 
But Keynes’s more considered writing in the Economic Consequences 
took radical change more as a warning, took it more in Lampedusa’s 
sense that things needed to change if they were to stay the same (de Cecco 
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1989, Rosanvallon 1989). The dangers were of capitalists’ own making. 
It is capitalists who ‘allow themselves to be ruined and altogether undone 
by their own instruments, governments of their own making and a Press 
of which they are the proprietors’ (CWII: 150). If a Marxist might put it 
slightly differently, at least one Marxist was deeply impressed. For Lenin, 
Keynes’s conclusions were all the ‘more powerful, more striking, and more 
edifying’ for the fact that they came from an ‘avowed bourgeois … English 
philistine’ (cited in Turner 1969: 9). Lenin accordingly gave instructions to 
the state publishing house ‘to publish quickly (with abridgements)’ (cited 
in Turner 1969: 9). For Keynes, however, capitalists’ errors could and must 
be corrected if the world was to avoid the ‘serious menace of Spartacism’ 
(CWII: 107).

The threat soon receded. Even in Britain, post-​war workers’ militancy had 
briefly challenged the old order. In this context, the Treasury and the Bank 
of England soon squeezed the life out of a brief post-​war economic boom, 
inducing mass unemployment which helped to squeeze the life out of labour. 
Keynes supported this. In February 1920 he advocated raising the bank rate, 
to 10 per cent if necessary, to break the boom. Keynes would later change 
many of his economic views, but as late as 1942, he affirms ‘that I should 
give today exactly the same advice as I gave then, namely, a swift and severe 
dose of dear money, sufficient to break the market’ (CWXVII: 185). Keynes 
by no means rejected monetary policy or its use for deflationary ends when 
circumstances dictated. But in Britain, once the brief boom was broken, 
there would be no return to prosperity and no ‘roaring twenties’. Severe 
unemployment continued throughout the decade, with the level only briefly, 
in 1927, dropping below 10 per cent (Davidson 2009: 11). By this time, 
the pre-​war complacency was long gone. The Liberal Party was ruinously 
split by Lloyd George’s illiberal wartime coalition with the Conservatives, 
and Labour had become the official opposition. Keynes struggled to sus-
tain his pre-​war optimism. ‘Progress is a soiled creed black with coal dust 
and gunpowder, but we have not discarded it. We believe and disbelieve, 
and mingle faith with doubt’ (CWXVII: 448). Keynes already advocated a 
‘middle way’.

As the stagnation dragged on, Keynes (like many other economists) 
became increasingly dissatisfied with the traditional prescriptions. Wartime 
restrictions had been dismantled, the Bank of England reasserted its 
autonomy, and the ‘Treasury View’, insisting on the priorities of sound 
money, balanced budgets and austerity in recessionary conditions, held firm. 
Even as more interventionist experiments were attempted in other countries, 
British policy orthodoxy insisted that the only legitimate tools involved con-
trolling credit, saving, investment and the spread of information (Dostaler 
2007: 189). Keynes had opposed the inflationary boom but now equally 
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feared the deflationary contraction which again ‘brought Britain to the 
“verge of revolution”’ (Skidelsky 1992: 133). The old liberal mantras of 
balanced budgets, sound money and the sufficiency of automatic market 
mechanisms looked increasingly hollow. By 1924 Keynes was insisting ‘I 
bring in the State; I abandon laissez-​faire’ (CWXIX: 228–​9).

To this purpose, by the end of the decade, Keynes threw his intellectual 
and rhetorical powers behind Lloyd George’s campaign for public works, 
not least in the 1929 election. Old antipathies were forgiven, if not for-
gotten. Keynes co-​authored a pamphlet with Hubert Henderson, Can Lloyd 
George Do It?, arguing that ‘[t]he whole of the labour of the unemployed is 
available to increase the national wealth. It is crazy to believe that we shall 
ruin ourselves financially by trying to find means for using it’ (CWIX:120). 
This was breaking with the economic mainstream, but that mainstream was 
also shifting. Keynes and Henderson cite the authority of Pigou, who would 
become an important foil of Keynes’s attack in the General Theory. For 
orthodoxy, public works schemes had the advantage over dole payments 
because the latter prevented wages falling as much as they might other-
wise have done (Robinson and Eatwell 1973: 47). Of course, a fundamental 
reason why by this time Lloyd George could not ‘do it’ was that the Liberal 
Party was a largely spent force. The election campaign was unsuccessful. 
The Liberals made modest gains, but won just 59 of 615 seats. MacDonald’s 
Labour Party won 287 and formed a minority government.

Keynes had also argued against Britain’s return to the gold standard, 
already in 1923 denouncing gold as a ‘barbarous relic’ (1923: 138). The 
argument for gold was an old one, with Hume’s ‘specie flow mechanism’ 
suggesting that it assured automatic adjustments; trade deficits lead to gold 
outflows, reducing economic activity, which then reduces imports, and 
thence the deficits. Surpluses are similarly self-​correcting. The simple mech-
anism allows the market to work its magic. Gold appeared to have served 
Britain well for almost a century from 1821 to 1914 (or for two centuries, 
if we neglect the Napoleonic hiatus from 1797). Keynes shared neither the 
faith in ‘automatic adjustment’ nor the disregard ‘of social detail, [which] is 
an essential emblem and idol of those who sit in the top tier of the machine’ 
(CWIX:  224). Britain rejoined the gold standard in 1925 at the pre-​war 
parity with the dollar but productivity had risen much more slowly in Britain 
than in the US. Meanwhile France had rejoined gold at a much lower rate. 
So the pound was effectively overvalued in relation to its major competitors. 
British exports, British industry and, importantly, British mining were 
chronically uncompetitive. In 1925 Keynes spoke against the return to gold 
at a dinner party organised by Churchill, the chancellor of the exchequer. 
He was supported by McKenna, chairman of the Midland Bank and himself 
a former chancellor (Clarke, P. 1988: 39). Churchill rejected their advice, 
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much later admitting the return to gold was ‘the biggest blunder of his life’ 
(cited in Clarke, P. 1988: 41). Keynes’s spelled out his arguments under the 
polemical title of the Economic Consequences of Mr Churchill. The chan-
cellor responded graciously, inviting Keynes to join his private dining club, 
which Keynes accepted with alacrity.

Back on gold, reducing wages appeared the only way to increase 
British competitiveness. Keynes’s argument included a discussion of why 
this was difficult to achieve. Wages (and rents and profits) are ‘sticky’, 
slow to respond to the imperatives of the market (CWIX: 228, Dimand 
2019a). This was, of course, a social and political rather than simply an 
economic process, and soon came to a head in proposed cuts to miners’ 
pay and in the confrontation which became the General Strike. Keynes 
argued instead for ‘a “social contract” by which all wage-​earners would 
be asked to accept a 5 per cent reduction in money wages and all dividend 
holders a 1s[hilling] increase in income tax’ (Skidelsky 1992: 204). When 
the unilateral wage cuts, and therefore also the strike, went ahead Keynes 
accordingly blamed it on ‘muddles’ (Moggridge 1992:  447). He wrote 
that ‘my feelings, as distinct from my judgment, are with the workers’ 
(Skidelsky 1992: 251). That judgement, however, remained that ‘Liberals 
of all complexions agreed that the General Strike was not within the limits 
of constitutional action, that it must be defeated’ (Harrod 1951: 375). 
Existing wage rates and the gold standard were unsustainable. However, 
in the aftermath of the strike’s defeat, it soon became clear that even the 
cuts’ imposition did little to improve Britain’s trade position, let alone 
establish prosperity. Orthodox economic thinking, of course, insisted on 
still more wage cuts. Keynes’s arguments against this were now more 
political than economic. In 1929 he wrote that a ‘drastic reduction of 
wages in certain industries, and a successful stand-​up fight with the more 
powerful trade unions might reduce unemployment in the long run … 
If any party stands for this solution, let them say so’ (cited in Clarke, P. 
1988: 77). To cut wages so deeply was ‘a dangerous enterprise in a society 
which is both capitalist and democratic’ (Keynes 2011: volume 2, 385).

Keynes himself continued to prosper. He not only wrote about money 
but made money in large amounts, speculating particularly successfully on 
commodity markets (Skidelsky 1992, Moggridge 1992). His books and his 
journalism made him famous. In an early celebrity wedding, in 1925 he 
married Lydia Lopokova, a famous Russian ballerina. He was also gaining 
status as a professional economist. Editor of the Economic Journal as early 
as 1912, he needed a major academic work to consolidate his reputation 
and in 1930 published the vast Treatise on Money. By then, of course, the 
world economy had taken a deeper turn for the worse.
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The Great Depression (1929–​39)

The US and much of continental Europe had enjoyed an economic boom 
in the late 1920s, but optimism was shattered by the Wall Street crash of 
October 1929. The crash’s effects rapidly spiralled outwards from the US; 
employment fell and international trade collapsed (Kindleberger 1973). 
Around the world, countries abandoned the gold standard. The Great 
Depression had begun. It would continue almost throughout the 1930s, 
with economic recovery only finally achieved with rearmament and the des-
cent into WWII. As Marxists pointed out, ‘[t]he old fairy stories about the 
virtues of capitalism left to itself no longer deceived many people’ (Eaton 
1951: 11). Keynes’s own attempts to make sense of the economy and the 
failings of mainstream economics in the Treatise on Money and the General 
Theory will be discussed in Chapters 4 and 5. This section emphasises 
how the world of depression, class struggle and international competition 
forced a rethink, first by policy-​makers and then by theorists who began to 
catch up.

The extraordinary US boom of the 1920s had a real material basis in the 
expansion of mass production, most obviously in the ‘Fordism’ of the auto-​
industry. The country became a major net exporter. Gold flowed in, feeding 
the boom, which turned into euphoria and bubble. For Keynes:

The leading characteristic was an extraordinary willingness to borrow money 
for the purposes of new real investment at very high rates of interest –​ rates of 
interest which were extravagantly high on pre-​war standards, rates of interest 
which have never in the history of the world been earned, I should say, over a 
period of years over the average of enterprise as a whole. This was a phenom-
enon which was apparent not, indeed, over the whole world but over a very 
large part of it. (CWXIII: 345)

In 1929, pessimism took over. Initially, as the depression spread, many 
governments, including Hoover’s Republican administration in the US, 
broadly followed conventional laissez-​faire advice, to let it be, to do 
nothing. Soon, however, they were provoked into what had previously been 
considered illegitimate if not impossible responses. As will be discussed in 
Chapter 6, for neo-​classical economics, unemployment could only reflect 
people’s rational preference for leisure over work at the available wage 
rate. Other than such ‘voluntary’ unemployment, only a modicum of ‘fric-
tional’ unemployment was allowed as people moved from one occupation 
to another. Again, bizarre as it might now seem, for Keynes’s mainstream 
opponents, state intervention attempting to alleviate unemployment and 
economic depression was not simply objectionable and expensive –​ it could 
not work. Anything the state did, by definition, was less efficient than the 
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market and so would divert resources, reducing economic activity and 
employment. While these sorts of ideas did, and still do, provide grounds for 
endless intellectual games amongst professional economists, in the changed 
circumstances of the 1930s they became useless either as ruling ideology or 
as a guide to policy. What was happening went far beyond anything explic-
able as frictional or voluntary unemployment. ‘Vast numbers of men were 
despairingly unemployed’ (Shackle 1972: 167). The depression itself and the 
social protest it provoked provided a spur to intervention. The slump also 
intensified international competition, protectionism and the drive to war. 
As Lee writes, ‘it was hard to do all that and still avoid big budget deficits’ 
(1989: 147).

The US witnessed a particularly remarkable transformation. Levels of 
workers’ organisation and militancy had been close to negligible in the 
1920s but, rather than falling as had often happened in previous eco-
nomic slumps, now militancy revived. Already during the 1932 presidential 
campaign, Roosevelt reported an exchange with ‘an old friend who runs 
a great western railroad. “Fred,” I asked him, “what are people talking 
about out here?”… “Frank,” he replied, “I’m sorry to say that men out here 
are talking revolution”’ (cited in Boyer and Morais 1977: 272). The subse-
quent rising of the unions in the auto-​industry is most famous, but the sit-​
down strikes also involved ‘hospital workers, trash collectors, gravediggers, 
blind workers, engineers, prisoners, tenants, students and baseball players’ 
(de Angelis 2000:  52). New York’s hotel workers and the teamsters in 
Minneapolis fought famous strikes.

Galbraith describes the reforming policy response as conservative, in the 
sense that ‘without it capitalism would surely not have survived’ (1986: 55). 
The US New Deal, however, also represented a symbolic rejection of the pre-
viously dominant attachment to laissez-​faire. Keynes gushed in an open letter 
to Roosevelt in 1933: ‘You have made yourself the trustee for those in every 
country who seek to mend the evils of our condition by reasoned experi-
ment within the framework of the existing social system’ (cited in Dostaler 
2007:  80). The experience of the New Deal was a messier struggle than 
is sometimes remembered. Cuts at state and local level often undermined 
increases in federal spending. The Supreme Court ruled the National 
Recovery Administration unconstitutional in 1935, state minimum-​wage 
laws were also rejected, and only a watered-​down Agricultural Adjustment 
Act was finally allowed to pass in 1938 (Allen 1968). But there were real 
changes, and the level of government intervention rose. The crisis, which 
had seen a cascade of bank failures, also prompted much more rigorous 
financial regulation (Galbraith 1995).

In other countries too, governments were being pushed into action. The 
Nazis in Germany prioritised rearmament but also oversaw a more general 
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increase in government spending, economic planning and regulation. Other 
authoritarian regimes also implemented what, with hindsight, can look much 
like Keynesian policies (Aldcroft 1993). Boyer (1986) argues that the New 
Deal and Schacht’s policy in Germany particularly influenced the French 
Popular Front government, while Sweden probably provides the closest 
anticipation of Keynes’s proposals, with government spending used directly 
as a demand stimulus (Gourevich 1989). Without attempting a world tour 
of reform, there was a huge variety of state-​led economic experiments, which 
in many countries extended to substantial nationalisations, notably of mines 
and railways (Clarke, S. 1988). Of course, outside the capitalist bloc, and 
for all that the USSR was descending into Stalinist brutality, forced industri-
alisation appeared to overcome the irrationality of booms and slumps and 
the problems of mass unemployment. It appealed as an attractive model to 
many of Keynes’s Cambridge contemporaries and to Fabian socialists like 
the Webbs. It added to the legitimacy of state economic intervention. Many 
of the policies which would later be associated with Keynes were already 
being tried (Mattick 1971: 114).

Many of the ideas which would become associated with Keynes also began 
to be articulated in a variety of more or less coherent forms and in various 
places, notably by Kalecki in Poland and Myrdal and Lindahl in Sweden. 
There were others derided as monetary cranks, like Foster and Catchings, 
but also Keynes’s colleagues (both friends and rivals) at Cambridge like 
Robertson and Kahn. Dostaler writes:  ‘[i]n short, these ideas were in the 
air’ (2007: 256). Keynes’s innovations were substantial but, like many lesser 
thinkers, he exaggerated the revolutionary nature of his own ideas. Keynes 
wrote to Shaw:

To understand my state of mind, however, you have to know that I believe 
myself to be writing a book on economic theory which will largely revolu-
tionise –​ not, I suppose, at once but in the course of the next ten years –​ the 
way the world thinks about economic problems. (CWXIII: 492)

If Keynes had the advantage for posterity ‘that The General Theory was 
published at the right time and in the right place and language’ (Dostaler 
2007: 256), he had the disadvantage of living in a country that was slow to 
change. Partly because the 1920s had been so bad, Britain’s decline in the 
1930s was relatively mild, but even as the depression deepened, the gov-
ernment broadly followed conventional advice. Spending did increase, but 
the ‘Treasury View’ broadly held until 1941. In 1930, the Bank of England 
still expressed its remedial preferences for cuts in wages and social ser-
vices, a shift in taxation ‘to bear less heavily on profits’, for ‘rationalisa-
tion’ and a Calvinistic outlook (Clarke, P. 1988: 136). In 1931 Keynes too 
still favoured restoring confidence through a ‘sound’ budget, postponing 
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social service expenditure and stopping ‘abuses of the dole’, although he 
did think the Labour government went too far, mocking Snowden: ‘the first 
Socialist Chancellor is also the last adherent of true blue laissez-​faire’ (cited 
in Clarke, P. 1988: 165, 220).

Even the British Labour government had to be seen to be concerned 
with unemployment and accordingly appointed committees, the Macmillan 
Committee and the Economic Advisory Council (EAC). Keynes was influ-
ential on both these and the tenor of their findings was interventionist, but 
their influence on policy remained slight. An alternative ‘May committee’ 
in February 1931 instead recommend big cuts of £96m and tax rises £24m. 
For Keynes these proposals were ‘not fit for publication; –​ they are not even 
fit for circulation to the EAC’ (cited in Moggridge 1992: 523). Keynes had 
long rejected any idea that nothing could or should be done to counteract 
depression.

His own ideas were evolving. Keynes is rightly associated with public 
works through which state spending (and government debts) could invig-
orate a depressed economy but he also continued to argue for other policies, 
particularly for low and decreasing interest rates and for restrictions on 
finance. Later this would extend to advocating ‘the euthanasia of the ren-
tier’ (1973: 376). Keynes’s penchant for a dramatic phrase contrasts with 
his pragmatic policy preferences. As earlier, ‘I bring in the state; I abandon 
laissez-​faire, [but] not enthusiastically’ (CWXIX: 228–​9). Keynes’s support 
for state intervention was always qualified. It involved particular forms 
of direction rather than state ownership, which in most circumstances he 
opposed. There is therefore continuity in Keynes’s fight for a centre ground, 
for improving capitalism, so saving it from more radical change. As will be 
discussed in Chapter 3, Keynes is self-​consciously a liberal in the sense of 
supporting only ‘minimal’ state intervention, but now sees that the neces-
sary minimum rising to higher levels than his neo-​classical counterparts 
countenanced. So while contesting conventional policy prescriptions and 
neo-​classical economics, Keynes also sees his middle way as rescuing eco-
nomics from the twin horrors of Marxism and a non-​mathematical ‘institu-
tional’ approach (Hansen 1953: 4). Crucially, Keynes rejects both the idea 
shared by Marxists and the pro-​capitalist economist Schumpeter that crises 
were inevitable and the idea shared by (some) Marxists and mainstream 
economists that once in a crisis, policy was ineffective. Keynes has more 
faith in a state-​supported system, insisting that capitalist prosperity and sta-
bility could be restored (Eaton 1951, Pilling 1986, Minsky 2008).

The depression also changed international relations and attitudes towards 
trade and the gold standard. The US, which had been inching towards 
freer trade, now imposed sharply higher tariffs. Even in Britain, free trade 
and the gold standard finally came under strain. In the General Theory, 
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Keynes would support mercantilist policies, including the achievement 
of trade surpluses, which would imply a fiercely competitive strategy. By 
definition, not every country can achieve surpluses. He also argued, how-
ever, that the implementation of his domestic policy ideas would mean that 
‘[i]nternational trade would cease to be what it is, namely, a desperate expe-
dient to maintain employment at home by forcing sales on foreign markets 
and restricting purchases, which, if successful, will merely shift the problem 
of unemployment to the neighbour’ (1973: 382–​3). Eichengreen (1984) has 
summarised Keynes’s apparently shifting attitude towards trade in terms 
of a consistent prioritising of full employment. Restricting trade could be 
seen as a more politically achievable goal than restricting foreign invest-
ment (Radice 1988), while some restrictions were necessary if public works 
schemes were to succeed. Without them, spending would lead to spiralling 
budget and balance-​of-​payments deficits. Keynes wrote of protection: ‘I am 
sure it is radically unsound, if you take a long enough view, but we cannot 
afford always to take long views’ (cited in Moggridge 1992: 511).

As above, Keynes had opposed the return to gold. By the 1930s he 
largely accepted it as a fait accompli, but the problems soon came to a 
head, the crisis taking a deeper turn in Britain with a run on sterling in 
1931. By August, Prime Minister MacDonald and a few leading colleagues 
famously abandoned Labour to join with Conservatives and Liberals in 
a National Government. The Sterling Crisis became sharper, particularly 
with the ‘Invergordon Mutiny’, a strike by British sailors, resisting pay cuts. 
Faced with this, in September, the government suddenly abandoned the gold 
standard, allowing the pound to fall (Ereira 1981).

Here it seems worth repeating a famous little story that a leading Labour 
politician bemoaned that when they had been in office ‘nobody told us you 
could do that’. The story is reported by, amongst many others, Kindleberger 
(1973), Eichengreen and Cairncross (1983), and Runciman (2014). With 
just slightly different phrasing, Kindleberger attributes the line to Tom 
Johnson; Runciman and many others attribute it to Sidney Webb. The 
story’s beauty lies in its demonstration of how monetary affairs become 
naturalised. We assume that because the economy works in a particular 
way, this is how it must continue to work. The gold standard was an ancient 
and venerable institution which had come to be taken for granted. Similarly, 
today it is easy to think of existing international financial arrangements, 
the ‘floating’ currency regime, as almost natural and inevitable. A few 
developing-​country governments might try to interfere with the free market 
in international currencies but common sense, supported by any number of 
academic papers, tells them they do so at their peril. The story nags at our 
conscience with the idea that what is, does not have to be. Unfortunately, 
the story is almost certainly untrue.
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The different names being cited should ring alarm bells, and all the 
references trace back either to Skidelsky (1968) for the Johnson story, or 
to Taylor (1965) for the Webb version. There the trail runs cold, more 
than thirty years after the event, with neither of these (eminent) author-
ities providing any further evidence or reference. More fundamentally, the 
story is implausible because the question of whether or not Britain should 
remain on gold was a live political issue at the time. The country had only 
returned to gold six years earlier, prompting Keynes’s much-​read Economic 
Consequences of Mr Churchill, attacking precisely this policy. Keynes wrote 
to MacDonald just before the formation of the National Government that 
it was ‘now nearly certain that we shall go off the existing gold parity at no 
distant date’ (CWXX: 591). Amongst others, Bevin, the ultimate Labour 
insider, who sat with Keynes on the Macmillan Committee, had continued 
to see leaving gold not simply as an option but as the primary economic 
policy objective (Moggridge 1992). Leading Labour figures were very close 
to these debates. I cannot locate Lord Sidney on the day the gold link was 
broken, but his wife Beatrice Webb was at Keynes’s country house in Tilton 
and reportedly unhappy that the economist was ‘too agitated and elated to 
care to be cross examined’ (cited in Moggridge 1992: 528). Hutton reports 
Keynes ‘chuckling like a boy who had just exploded a firework under 
someone he doesn’t like’ (cited in Skidelsky 1992: 397). Unfortunately, the 
idea that breaking the link with gold never crossed the minds of leading 
Labour insiders seems implausible, and we should look elsewhere to explain 
their quiescence. Keynes would have attributed policy conservatism mainly 
to a lack of imagination, or to plain obtuseness, but powerful interests in 
Britain supported sound money, a strong pound and austerity.

The abandonment of gold at least eased the economic constraints and 
the pound’s fall eased Britain’s balance-​of-​payments difficulties. Low 
interest rates, precluded while trade deficits had to be covered by attracting 
money into the country, became a possibility and helped a modest eco-
nomic revival, notably with something of a boom in private house-​building 
(Skidelsky 1992). But across the world, mass unemployment had become 
the norm. Keynes’s colleagues, notably including Pigou (1933), continued 
to theorise it as largely an anomaly, which could be explained away within 
the standard economic framework. By contrast, Keynes, particularly in 
the General Theory, put employment at the forefront of his rethinking of 
economic theory. The book was published in 1936, and was soon widely 
reviewed and translated. It is a difficult, academic text, whose influence is 
contested, as will be discussed in Chapter 10. But at least in North America, 
even before the war, avowedly Keynesian economists sat in or close to gov-
ernment, and elsewhere too, several governments began to follow some-
thing resembling what would later be seen as Keynesian policies.
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Rearmament, the Second World War and the post-​war world 
(1939–​46)

In Britain, policy was slow to change. From 1937 rearmament began to 
provide an economic stimulus, but it would be two years into war itself 
before the British Treasury’s insistence on traditional remedies, on austerity 
and balanced budgets, would finally be shattered. For the first time, the 
1941 budget was explicitly concerned with the macroeconomy, not just the 
government budget (Moggridge 2019). By then Keynes had assumed a semi-​
official post as ‘advisor to the Chancellor of the Exchequer, a position he 
held until his death’ (Patinkin 1987: 38). He was again firmly ensconced in 
the corridors of power and directly influencing policy.

Keynes opposed the build-​up to war, broadly supporting Chamberlain’s 
policy of appeasement but advocating a firmer, more active stance. He 
criticised a ‘paralysis of will … [w]e just rearm a little more, grovel a 
little more, and wait and see … Our power to win a war may depend on 
increased armaments. But our power to avoid a war depends much more 
on our recovering that capacity to appear formidable, which is a quality 
of will and demeanour’ (CWXVIII: 102, 104). Keynes had a particular dis-
dain for what he saw as contradictory socialist arguments opposing both 
appeasement and rearmament. Still in early 1939, he thought that Hitler 
was bluffing (Hardeen 2019).

As rearmament at last brought economic recovery, by 1937 Keynes 
turned his attention from unemployment to inflation. This became a bigger 
issue with wartime mobilisation. Keynes now addressed different economic 
problems to those of the depression and his policy prescriptions changed 
accordingly. In 1940 Hayek, the arch-​liberal, was so reassured by Keynes’s 
How to Pay for the War that they now agreed on the economics of scarcity 
‘even if we differ on when it applies’ (cited in Skidelsky 2000: 56). Some 
of Keynes’s allies were less impressed. Kahn, probably Keynes’s closest col-
laborator and nearest co-​thinker, objected to Keynes’s concentration on 
preventing inflation and instead advocated a policy emphasis on speeding 
up labour mobilisation (Skidelsky 2000). Keynes’s ‘“fiscal theory” of war 
finance was put forward explicitly as an alternative to physical planning of 
resources’ (Skidelsky 2000: xix). New situations require new policies, but 
Keynes’s attitudes appear to have shifted back much closer to those he had 
previously challenged.

Keynes now wrote:
There are in these matters deep undercurrents at work, natural forces, one may 
call them, even the invisible hand, which are operating towards equilibrium 
… I find myself more and more relying for a solution for our problems on the 
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invisible hand which I tried to eject from economic thinking twenty years ago. 
(cited in Skidelsky 2000: 460, 470)

Skidelsky writes ‘[h]is more radical followers attributed his growing con-
servatism to the malign influence of his Treasury associates. Naturally 
enough everyone is influenced by his immediate associations; and there 
is some substance to the charge that Keynes “went native”’ (2000: 140). 
By September 1941 Keynes could add director of the Bank of England to 
his official appointments (Moggridge 1992). The revisionism, however, 
should not be exaggerated, and Keynes broadly supported the Beveridge 
report, establishing the bases of Britain’s post-​war welfare state –​ although 
here too Keynes thought Beveridge too ambitious and, with Robbins, one 
of his old adversaries, was able to whittle down some of the proposals 
(Moggridge 1976).

As so often, Keynes was fighting on many fronts. Even in poor health, he 
also became increasingly preoccupied with questions of international post-​
war reconstruction, from as early as 1942 advancing plans for a new British–​
US-​led world order (CWXXV). He would become the principal British 
negotiator at the conference held at Bretton Woods in New Hampshire in 
1944, which gave its name to the post-​war monetary system. Keynes’s initial 
proposals maintained an ‘extreme (if not ludicrous)’ hope of a fairer inter-
national system which would equally punish surpluses and deficits (Flanders 
2019: 68). Even as Keynes clung to unrealistic visions of Britain’s import-
ance, his own plans increasingly acknowledged the realities of US leadership 
(CWXXVI). There was, of course, real negotiation before the conference, 
which then involved a deal in which the US also needed Britain. Where they 
could, Keynes and his US counterpart, White, would agree in private, some-
times before taking apparently rival texts to the ‘monkey-​house’ of the other 
forty-​two countries’ representatives (Skidelsky 2000: 345). The US, how-
ever, had by this time become unambiguously the leading power, and the 
outcomes broadly reflected US plans. These were not necessarily antithetical 
to those of powerful interests within Britain. Helleiner (1994), for example, 
reinterprets the deal as one between American and London high finance. 
However, Keynes remained over-​optimistic about his powers of persuasion, 
notably in his hopes for American financial generosity towards Britain. He 
also remained, to put it frankly, deluded about Britain’s relative position in 
the world, hoping that Britain and the Empire would be able to control the 
post-​war institutions. Instead, the International Bank of Reconstruction and 
Development (or World Bank) and the IMF awarded votes like commercial 
businesses, according to their participants’ contributions, guaranteeing the 
US the most votes and an effective veto over policy changes.
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The international system and Keynes’s attitude towards it will be discussed 
in more detail in Chapter 10, but it becomes a considerable stretch to see 
the resulting Bretton Woods regime as Keynesian in any straightforward 
way. Both the institutional structures and their practices differed mark-
edly from those that Keynes advocated. The regime contained significant 
‘anti-​Keynesian’ biases. Where Keynes wanted to achieve stability through 
systems that penalised both surplus and deficit countries, Bretton Woods 
forced adjustments, through devaluation and contractionary domestic pol-
icies, only onto those with deficits. There would be imperatives for deficit 
countries to adjust their currency pegs downwards but no parallel com-
pulsion for surplus countries to adopt expansionary domestic policies or 
increase their currency values –​ an asymmetry which would finally prove 
crucial to the system’s unravelling. Of course, in 1944 and for many years 
to come, the US would be the major surplus country, and the appealing logic 
of Keynes’s argument was insufficient to win US agreement. Pilling writes, 
‘Keynes’ proposals were listened to with apparent respect but White’s plan 
was the one adopted. Here was living refutation of Keynes’ notion that ideas 
were more powerful than vested interests’ (1986: chapter 5, 7).

The agreements did nevertheless facilitate a much higher level of inter-
national coordination than seen in the pre-​war world, and Keynes welcomed 
them on this basis. He would glowingly endorse the deal in recommending 
it to the British House of Lords, where he now sat as a Liberal peer. He saw 
the agreement as much better than nothing. Amongst other things, Keynes 
welcomed the acceptance of ‘capital controls’, restrictions on the movement 
of money across borders, allowing states to prioritise national economic 
policy objectives, even if the US would not limit such movements across its 
own borders.

From the late 1930s Keynes was in poor health and suffered a series of 
heart attacks. Even assuaged by his considerable wealth, his relentless work 
no doubt hindered any full recovery. He would not live to see the pros-
perous times which became widely associated with his name. In April 1946 
he suffered a final, fatal heart attack. His life was celebrated with pomp and 
ceremony in a service at Westminster Abbey. Skidelsky’s summary seems 
fitting.

That Keynes should be mourned in death by a governing class he had often 
derided, and enfolded by a religion whose tenets he had dismissed as ‘hocus-​
pocus,’ was not inappropriate. Keynes’s world had been that of the British 
Establishment, at no time more than in the last six years of life. He was 
tethered to it by upbringing, inclination, aptitude, language and, above all, by 
his Englishness. (Skidelsky 2000: 473)
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This world profoundly shaped Keynes’s thinking, which the subsequent 
chapters will attempt to scrutinise.

Conclusion

Keynes’s relatively short life was a remarkable personal triumph. He 
achieved wealth and fame. What would have mattered more to Keynes, 
he became accepted as the pre-​eminent economic authority and his ideas 
became influential. Those ideas, or what people took as those ideas, would 
subsequently be claimed across a broad political spectrum. It should not be 
surprising that he was honoured by the British ruling class. Keynes’s icono-
clastic style and acerbic wit could exaggerate his hostility to established 
wealth and power and to established economic thinking. As this chapter has 
argued, his perspective was always that of the British bourgeoisie, albeit of 
what he saw as its enlightened branch. At the same time, Keynes offered the 
hope that capitalism, wisely managed, could be both more just and more 
efficient. Many socialists became Keynesians. Already during his life, people 
were taking different things from Keynes, stimulating controversies that still 
flourish. The following chapters reconsider Keynes’s ideas, particularly with 
a view to what the left should make of them.
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Keynes’s philosophy

Introduction

This chapter and the next discuss Keynes’s philosophy and politics, par-
ticularly with a view to how they influence his economics. The division 
of these chapters is somewhat arbitrary, and some of the material inev-
itably leaks between them. Broadly, however, this chapter introduces 
Keynes’s philosophy, the next his politics, including his views of the 
state and the inter-​state system.

Probably more than any major economist since Marx, Keynes 
thought deeply about political and philosophical issues. He was a 
sophisticated thinker, close intellectually as well as personally to sev-
eral leading philosophers of the age. He was particularly strongly 
influenced by Moore, and wrote one major work, the Treatise on 
Probability, which operates at the intersection of mathematics, logic 
and philosophy. There is controversy about the influence of this early 
work, and of Keynes’s philosophical thought in general, but there are 
clearly connections between his philosophy, his politics and his mature 
economics (Fitzgibbons 1988, O’Donnell 1991, Tabb 1999).

It will be argued that Keynes never develops an entirely coherent 
overall philosophy. This undermines grander claims for a ‘Keynesian 
economic system’ and for the generality of the general theory. Keynes 
develops profound insights, which he does not always follow through, 
and makes philosophically provocative statements from whose 
implications he pulls back. An apparently individualist idealism and 
questions about the basis of knowledge might, if pushed to their 
(il)logical conclusions, appear radically incompatible with a genuinely 
critical political economy. More positively, however, these ambiguities 
enable the adoption or appropriation of Keynes’s insights in a way 
that a more rigorously internally consistent system might preclude. In 
particular, Keynes is right that individuals act in the face of real uncer-
tainties and that this has important economic implications.

I hope what follows accurately represents Keynes’s philosophical 
thinking. It should be stressed, however, that professional philosophers 
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and professional Keynes-​ologists hold different, even radically divergent, 
interpretations. The purpose of this chapter is less to uncover what Keynes 
really thought than to identify important lines of his thinking, and their 
implications.

The first section begins with a commentary on Moore, to whom 
Keynes’s ethics and epistemology owed most. For Moore, doubts about 
the consequences of action narrow the space for legitimate politics and he 
falls back on convention as a guide. The second section discusses how, for 
Keynes, an individualist intuitionism also substantially derived from Moore 
is nevertheless able to go further. Keynes has more confidence in the ability 
of at least some human minds to directly perceive both normative and posi-
tive truths and potential paths towards informed social action. However, 
the individualist idealism on which this hangs is not rigorously secured and, 
as the third section continues, it also sits uncomfortably with an acceptance 
of the idea of ‘organic unity’. The fourth and final substantive section turns 
to Keynes’s own major philosophical contribution and his views of time 
and uncertainty. Keynes raises both general epistemological questions and 
important issues of how the economy should be understood. For Keynes, 
our confidence in prediction diminishes the further we peer into the future. 
All this has devastating consequences for mainstream approaches and math-
ematical formalism. Amongst other things, it also raises awkward questions, 
taken up in subsequent chapters, about how social action can be justified 
and how either economic theorists or state policy-​makers avoid falling into 
the same epistemological holes towards which Keynes points.

Moore’s philosophy

Keynes’s philosophy owed most to Moore, who is now little known and 
therefore needs some introduction. Moore was ten years Keynes’s senior, 
already a prominent philosopher and charismatic member of the Cambridge 
Apostles when Keynes arrived. Moore’s philosophy was formed out of 
an engagement with two locally influential alternative traditions, neo-​
Hegelianism and pragmatism. On the one hand, Moore rejected what he 
perceived as the neo-​Hegelians’ radical holism and idealism (both of which 
much amplified anything in Hegel). This meant that their idealism was 
accordingly general rather than individual, ‘constituted by our mind, qua 
a participation in the eternal consciousness’ (Passmore 1968: 59). Moore 
refused to dissolve the parts into the whole or their relations (1993: 85). 
He is certain ‘that the common-​sense view of the world –​ which he sets 
out in some detail –​ is true; he knows, for example, that there are living 
human beings with whom he can communicate’ (Passmore 1968: 210). At 
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the same time, Moore continues to reject individualism at a methodological 
level. It is wrong ‘when it is supposed, that, if one part of a whole has no 
intrinsic value, the value of the whole must reside entirely in the other parts’ 
(1993: 236). Indeed, it is quite possible that things ‘perfectly worthless in 
themselves, are yet constituents of what is far from worthless’ (1993: 255). 
Moore gives an example of appropriate punishments of crime. On the other 
hand, against the pragmatists, for Moore the metaphysical, understood in 
opposition to ‘the natural’ (1993: 261), is an important realm of truth and 
existence. ‘[T]his is particularly obvious with regard to truths like “Two 
and two are four,” in which the objects, about which they are truths, do 
not exist’ (1993: 162). Moore’s criticisms of both the neo-​Hegelians and the 
pragmatists are often telling.

His positive account is less convincing. Moore was primarily an ethicist. 
He thought knowledge of what was ‘good’ was available directly without 
reference to anything else. Good is like yellow, ‘a simple notion, just as 
“yellow” is a simple notion’ (1993: 59). Yellow and good are recognisable 
but cannot be discovered from other properties of the world. Any attempt 
to define goodness, or to explain it in terms of something else, ends up 
either in circularity or in what Moore condemns as the ‘naturalistic fal-
lacy’ (1993: 22). A thing cannot be good because it is normal. A hedonist 
utilitarianism does not make sense. ‘Mill tells us that we ought to desire 
something … because we actually do desire it’ (1993: 125). The other prop-
erties in terms of which goodness is defined must turn out to be ‘absolutely 
and entirely the same with goodness’ (1993: 62). Instead, ‘the fundamental 
principles of Ethics must be self-​evident’ (1993: 193). Ultimately, to know 
reality, whether ‘good’ or ‘yellow’, Moore falls back into a judgement of an 
‘intuitional kind’ (1993: 130). Moore’s vision, as Davis puts it, is of a ‘non-​
social private intuition’ (1994: 18).

Below, it will be argued that Keynes accepts much of this. Moore, how-
ever, appears to retreat. MacIntyre asks:

[H]ow, then, do we recognize the intrinsically good? The only answer Moore 
offers is that we just do. Or put this another way: Moore’s account could only 
reach the level of intelligibility if it were supplemented by an account of how 
the meaning of good is learned. (1967: 252)

Moore invokes ‘common sense’ as the guide, this involving, amongst 
other things, a wonderfully Victorian English aversion to sexual pleasure 
(1993: 146) while valuing ‘certain states of consciousness, which may be 
roughly described as the pleasures of human intercourse and the enjoyment 
of beautiful objects’ (1993: 237). MacIntyre writes that Moore ‘exclude[s] 
all the values connected with intellectual inquiry and with work. Moore’s 
values are those of a protected leisure, though it is in what he excludes 
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rather than in what he does value that the parochial and classbound char-
acter of his attitudes appear’ (1967: 256).

Keynes shares Moore’s stress on affection and aesthetic enjoyment as the 
principal goods. While not completely dismissive of material wants, he sees 
them largely in the negative, as things which can be overcome (O’Donnell 
1991: 12). No Benthamite, let alone Marxist, egalitarianism is sustainable. 
‘We used to regard Christians as the enemy, because they appeared as the 
representatives of tradition, convention and hocus pocus. In truth it was the 
Benthamite calculus based on an overvaluation of the economic criterion, 
which was destroying the quality of the popular Ideal’ (CWX: 446).

But if Keynes shares the aesthetic values, there is more divergence in 
terms of how to reconcile recognising good with doing good. Moore again 
falls back on convention. Here faith in a priori intuition is insufficient and 
established wisdom provides a guide. There might, in principle, be instances 
where the established rule is not the best course of action, but even now 
Moore asks, ‘[c]an the individual ever be justified in assuming that his is 
one of these exceptional cases? And it seems that this question may be def-
initely answered in the negative’ (1993: 211). ‘If we knew that the effect of 
a given action really would be to make the world, as a whole, worse than it 
would have been if we had acted differently, it would certainly be wrong for 
us to do that action’ (Moore, cited in Baldwin 1993: xxvii). The problem is 
that we cannot know. Our knowledge is insufficient to be confident in the 
consequences of our actions, particularly as these reverberate ‘throughout 
an infinite future’ (Moore 1993: 202). ‘Accordingly it follows that we never 
have any reason to suppose that an action is our duty: we can never be 
sure that any action will produce the greatest value possible’ (1993: 199). 
Whatever our distrust of convention, individual judgement is outweighed 
by the probability that such judgement is misplaced. Even if it were right 
and ‘we can clearly discern that our case is one where to break the rule is 
advantageous, yet, so far as our example has any effect at all in encouraging 
similar action, it will certainly tend to encourage breaches of the rule which 
are not advantageous’ (1993: 212). There seems to be no escape from the 
solid test of long experience. It is easy to see why Skidelsky characterises 
Moore as an old-​fashioned, churchgoing conservative (1992: 50).

Keynes remained torn by his “favourite dilemma”; the potential dis-
crepancy between being good and doing good and his doubts about the 
consequences of action, discussed below, accentuate a preference for being 
over doing; for motives over consequences (Davis 1994, Fitzgibbons 1988). 
Keynes, however, was less respectful of tradition than Moore, and this was 
predicated on a stronger conviction that intuition allowed breaking with 
convention, at least in certain circumstances (CWIX: 447–​8). But, as will be 
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discussed below, if intuition pushes against some of Moore’s conservative 
conclusions, it does so at the cost of amplifying an idealist elitism.

Re-​reading Moore’s Principia Ethica in 1906 ‘convinced Maynard all 
over again that it was “the greatest work on philosophy ever written”’ 
(Skidelsky 1983: 173). In 1938 Keynes reaffirms his mature adherence to it 
‘fundamental intuitions’ (CWX: 444). His early ‘religion … remains nearer 
the truth than any other that I know … It was a purer, sweeter air by far 
than Freud cum Marx. It is still my religion under the surface’ (CWX: 442). 
This memoir has been questioned as an accurate recollection of his earlier 
beliefs (Davis 1994), and Keynes’s philosophical thinking changed. But 
there were continuities, and the intuitionist epistemology and the uncer-
tain consequences of action would become recurring themes. Keynes adopts 
Moore’s views with qualifications and omissions but broadly follows his 
half-​steps away from neo-​Hegelian idealism and organic unity, and from 
pragmatism’s realism and individualism. Figure 2.1 attempts to sum-
marise the relations, adding a parenthetical Marx and Hegel on grounds of 
plausibility.

Idealism and individualism

This section highlights the enduring importance of an individualist idealism 
in Keynes’s thought, even as he hedges both the individualism and the 
idealism.

Keynes repeatedly emphasises the priority of ideas. The Economic 
Consequences of the Peace insists that ‘the power of ideas is sovereign’ 
(CWII: 158–​9). Later, ‘superstition’, ‘prestige’ (CWIV: 132) and the quality 
of argument (CWIX: 285) become important economic variables. Keynes 
writes that ‘we can be saved by the solution of an intellectual problem, and 
in no other way’ (CWXIII: 492). Most famously, the General Theory insists:

Moore/Keynes

Neo-Hegelianism

[Hegel]

Empiricism - Pragmatism

Realism

Idealism

Individualism Organic Unity

[Marx]

Figure 2.1  Idealism and realism vs individuals and wholes in Moore and Keynes
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[T]he ideas of economists and political philosophers, both when they are right 
and when they are wrong, are more powerful than is commonly understood. 
Indeed the world is ruled by little else … I am sure that the power of vested 
interests is vastly exaggerated compared with the gradual encroachment of 
ideas. (Keynes 1973: 383)

Keynes concludes ‘soon or late, it is ideas, not vested interests, which are 
dangerous for good or evil’ (1973: 384). In this last formulation, Keynes’s 
‘not’ is without qualification. Elsewhere there are ambiguities, but Keynes 
appears consistently idealist at least in the sense of prioritising ideas over 
material interests.

Also, in common with Moore, Keynes’s idealism was typically of an indi-
vidualist bent, underpinned by psychology. The General Theory insists that 
a ‘decision to consume or not to consume truly lies within the power of the 
individual; so does a decision to invest or not to invest’ (1973: 65). We also 
then learn that ‘[e]ffective demand is made up of the sum of two factors 
based respectively on the expectation of what is going to be consumed and 
on the expectation of what is going to be invested’ (CWXIII: 439). Individual 
entrepreneurs are the (flawed) heroes of Keynes’s narrative in the General 
Theory, with their investment decisions hanging on a willingness ‘to take a 
chance’ over and above ‘cold calculation’ (Keynes 1973: 150).

There are qualifications and controversies about whether Keynes accepts 
individualism at a methodological level. Notions of ‘organic unity’ discussed 
below, which he also takes from Moore, suggest not. The individualist 
idealism, however, seems to inform Keynes’s notions of probability as sub-
jective rather than objective. ‘There is no direct relation between the truth 
of a proposition and its probability. Probability begins and ends with prob-
ability’ (1921: 356). He endorses Paley’s sentiment that ‘although we speak 
of communities as of sentient beings … nothing really exists or feels but 
individuals’ (CWX: 449). In Keynes’s economics, an apparent acceptance of 
individualist premises resonates with, and appears to be reinforced by, his 
engagement with the mainstream on its own terms (Dobb 1956). For Keynes, 
changes in the expectations of change are themselves the key cause of change 
(1973: 152, Davis 1994: 138). As Coddington argues, Keynes appears to be 
suggesting that ‘beliefs change erratically without corresponding changes in 
their basis in conditions … [and this] leads to autonomous variations in the 
aggregate of expenditure resulting from investment decisions’ (1983: 53).

O’Donnell writes that ‘[t]o the question, “Where do correct ideas come 
from? Do they drop from the skies? Are they innate in the mind?” … Keynes’s 
response would have been that they are Platonic forms discovered by the 
intuitive power of the mind’ (1989: 90). Again, Keynes follows Moore in 
suggesting that knowledge is available directly through private intuition, just 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



46 Keynes and Marx

as neither yellow nor good can be discovered from other properties of the 
world. As Davis comments, the human mind appears to have ‘some special 
non-​sensory, cognitive facility for apprehending this relation’ (1994: 20).

But not all minds are equal, and Keynes’s partial break with conven-
tion only makes sense if some intuitions are privileged over others. As 
Skidelsky writes, differences of opinion must stem either from differences in 
the questions or from differences in facilities of perception. Moore stressed 
differences in the questions. Keynes was less egalitarian and tended to 
emphasise differences in faculties. ‘[S]ince people’s intuitions differ, this doc-
trine rapidly degenerates into the claim that some intuitions are privileged –​ 
that is, that the expert in intuition should be on top’ (Skidelsky 1992: 407). 
This justifies an elitist politics, discussed in the next chapter, and Keynes’s 
enduring faith in enlightened thinking and intellectual leadership. He insists 
that ‘[i]nsufficiency of cleverness, not of goodness is the main trouble’ 
(CWXXVII:  384). This appears to allow the necessary leap of faith by 
which economists and wise governments may transcend both Moore’s con-
servatism and Burkean objections to policy reorientation, again as discussed 
in the next chapter.

There are, however, several reasons to be cautious. Keynes acknow-
ledges there are limits to intuitionism as a basis of practical knowledge, 
and he does not defend his understanding in detail. In his otherwise enthu-
siastic account, O’Donnell admits that ‘Keynes’s epistemology clearly 
suffers shortcomings. Its intuitionist component … has now been generally 
abandoned’ (1989: 333). Later, Keynes even describes absolute intuition as 
‘hardly a state of mind which a grown-​up person in his senses could sustain 
literally’ (cited in Hillard 1988: 4).

The interpretation of Keynes’s thought as an individualist idealism there-
fore needs to be qualified. If Keynes is an idealist, this does not involve a 
deep-​rooted ontological idealism, and (like Moore) Keynes is instead clearly 
a realist in the sense of accepting that an external social and physical reality 
exists. Even some of Keynes’s ‘idealist’ assertions reported above make clear 
that he recognises such an exterior reality, in some more or less ill-​defined 
relation with individuals’ ideas. When Keynes says of his early beliefs that 
‘[n]othing mattered except states of mind, our own and other people’s of 
course, but chiefly our own’ (CWX: 436), this implicitly recognises worldly 
matters but chooses to disdain them. Keynes’s reflections on the classical 
‘Ricardian’ victory make particularly clear that he recognised ideas and 
material interests as intertwined.

That its teaching, translated into practice, was austere and often unpalat-
able, lent it virtue. That it was adapted to carry a vast and consistent logical 
superstructure, gave it beauty. That it could explain much social injustice and 
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apparent cruelty as an inevitable incident in the scheme of progress, and the 
attempt to change such things as likely on the whole to do more harm than 
good, commended it to authority. That it afforded a measure of justification to 
the free activities of the individual capitalist, attracted to it the support of the 
dominant social force behind authority. (1973: 33)

Keynes’s ironic tone notwithstanding, there is little here to trouble a Marxist. 
Keynes stresses the relative importance of ideas but within an essentially 
interactionist understanding. Lawson writes that although ‘Keynes does 
ascribe significant powers of a priori reasoning to individuals … throughout 
his total contributions he is explicit that such a priori thought is considered 
always to be open to constant modification and correction through con-
tinual interaction with experiences of the real world’ (1988: 56). Keynes 
even writes that ‘[i]t may be possible, a hundred years hence, to investi-
gate … the influence of railways on morality’ (Helburn 1991: 47). The final 
section of this chapter will discuss Keynes’s views on uncertainty in more 
detail but will argue that Keynes always thought at least some aspects of 
the external world were more or less knowable and had more or less influ-
ence on consciousness. For Coddington, Keynes is then only making ‘an 
opportunistic but mild flirtation with subjectivism’ (1983: 62). There were 
at least realist and materialist facets to Keynes’s thinking. The implication, 
of course, is that we cannot simply choose to leap from what is to what 
might be, to a preferred political economy.

Keynes’s individualism is also qualified. The next section turns to the 
question of parts and wholes, but in several places Keynes seems to abandon 
individualism and to privilege wholes. In The End of Laissez-​Faire, Keynes 
writes that ‘[t]he purpose of promoting the individual was to depose the 
monarch and the church; the effect –​ through the new ethical significance 
attributed to contract –​ was to buttress property and prescription. But it 
was not long before the claims of society realised themselves anew against 
the individual’ (CWIX: 273). If Davis (1994) is right and the mature Keynes 
becomes increasingly influenced by Wittgenstein’s language philosophy, this 
would also support a social rather than individual construction of know-
ledge. The General Theory often discusses rules and conventions, and this 
undermines a straightforwardly individualist psychology (Davis 1994).

So again there are ambiguities. It seems clear that Keynes accepted some 
form of interactionist epistemology, affording some priority to ideas over 
material circumstances and to individuals over social structures, but with 
the nature of the interaction left open. The implication is that while Keynes 
is right to insist that individuals and their ideas matter, right even that at 
certain conjunctures their influence can be decisive, he provides few grounds 
for evaluating the limits and possibilities of action. He tends to bracket his 
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economic variables as either indeterminate or hanging on individual psych-
ology, without identifying how we might get into the heads of the actors. 
Expectations become important, but we never know ‘why people expect 
what they expect’ (Schumpeter, cited in Skidelsky 1992: 577). Keynes occa-
sionally invokes Freud, for example in explaining gold fetishism (1923: 132), 
but also claims universal psychological laws almost wholly without refer-
ence to, or knowledge of, the psychological literature (Hodgson 2004). 
Revisiting Keynes’s categories as more open social constructions might 
make them more plausible but might also allow them to be worked harder 
and made more amenable to empirical testing.

Organic unity

It was suggested above that Keynes’s individualism and idealism were 
qualified, never established with epistemological care. They contrast with 
a professed faith in organic unity, even a privileging of wholes. This stress 
on organic unity can also be traced to Moore (1993), and by 1938 Keynes 
also claims it as part of his early beliefs (CWX: 436). Alternatively, Winslow 
argues that after writing the Treatise on Probability Keynes ‘explicitly 
abandons atomicism in favour of organicism as the metaphysical descrip-
tion appropriate to the moral sciences generally and in economics particu-
larly’ (cited in Rotheim 1988: 87). In 1933 Keynes writes:

We are faced at every turn with the problems of organic unity, of discreteness, 
of discontinuity –​ the whole is not equal to the sum of the parts, comparisons 
of quantity fail us, small changes produce large effects, the assumptions of a 
uniform homogenous continuum are not satisfied. (CWX: 262)

This has several implications for Keynes’s politics and his economics. 
As above, any idealism becomes qualified. Ideas, social structures, even 
structures as material as railways, are mutually constitutive. Conversely, 
this interactionist view means that economics could not be viewed ‘object-
ively’, like a natural science.

I also want to emphasise strongly the point about economics being a moral 
science. I mentioned before that it deals with introspection and with values. I 
might have added that it deals with motives, expectations, psychological uncer-
tainties. One has to be constantly on guard against treating the material as 
constant and homogeneous. It is as though the fall of the apple to the ground 
depended on the apple’s motives, on whether it is worth while falling to the 
ground, and whether the ground wanted the apple to fall, and on mistaken 
calculations on the part of the apple as to how far it was from the centre of the 
earth. (Keynes CWXIV: 300)
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Such an interdependence is at the heart of Keynes’s wariness of mathematical 
precision and formal mathematical presentation in preference for ‘ordinary 
discourse’ where ‘we can keep “at the back of our heads” the necessary 
reserves and qualifications’ (1973: 297). Keynes recognises at least an in-​
principle social interdependence (CWXIV: 11–​12).

O’Donnell (1989), amongst others, goes much further and sees the 
importance of aggregates in Keynes’s economics as predicated upon a deeper 
epistemological acceptance of organic unity. Keynes can depict individuals 
as social beings and, as above, the General Theory often acknowledges the 
importance of rules and conventions. O’Donnell reads Keynes’s reinstate-
ment of the importance of economic aggregates and his repeated emphasis 
on fallacies of composition in a similar way. The General Theory is explicitly 
concerned with the whole economy, and Keynes identifies this aggregation 
as a secondary sense in which his theory is general (1973: xxii). Keynes’s 
key variables –​ the marginal efficiency of capital and liquidity preference 
–​ are aggregates. But as ‘schedules’ they are still conceived as aggregates 
of individual decisions. Perhaps most strikingly, Keynes is explicit that the 
‘classical case’, which is a resolutely individualist case, comes into its own in 
conditions of full employment. It is then unobvious that fallacies of compos-
ition and aggregation refute individualism methodologically. Modern new-​
Institutionalist economics and game theory, for example, suggest otherwise. 
O’Donnell writes that ‘[t]he principle of atomism or methodological indi-
vidualism was applicable in some situations, and the principle of organic 
unity in others’ (1989: 177). If this points to a methodological muddle, it 
does re-​emphasise that Keynes was not a consistent individualist. At least 
implicitly, there is some more or less vaguely understood relation between 
individuals and society, between agency and structure. As will be discussed 
in the next chapter, Keynes’s aggregates are also almost always conceived in 
national terms, introducing important ambiguities about the ‘whole’, about 
the relations between individuals, nations and the global economy.

Significantly, Keynes also writes, ‘I myself was always an advocate of 
a principle of organic unity through time, which still seems to me only 
sensible’ (CWX: 436). As will be seen below, Keynes depicts the future as 
unknowable, but organic unity through time suggests continuity as well as 
change (Lawson 1997), and Fitzgibbons (1988: 49) sees Keynes as involved 
in a lifelong struggle to reconcile the two. Potentially, this can reinforce 
a conservative Burkean ‘principle of prudence’ (Shionaya 1991:  21) but, 
going beyond Moore, there may be some bases for making informed pre-
diction and thence for choosing between alternatives. De Carvalho writes:

[A]lthough in the strictest sense the world changes continually, for practical 
purposes there is enough continuity in social processes to allow some space 
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to the principle of induction. This certainly was Keynes’s view not only in the 
Treatise on Probability but also in The General Theory. (1988: 79)

This anticipates problems discussed in the next section.

Keynesian uncertainty and its implications

This section discusses Keynes’s views on probability and uncertainty. Davis 
(2019) suggests that only here does Keynes go far beyond Moore. The 
implications of Keynes’s views on probability and uncertainty for his eco-
nomics have been much contested, but they also have serious consequences 
for any political philosophy, for any optimism about judicious state inter-
vention and appropriate policy reorientations.

Keynes makes one of the ‘first serious attempts to grapple with the 
logical foundations of probability’ (Chow and Teicher 2012: xi). He raises 
important issues about the limits of knowledge in general and particularly 
about prediction. Using language anticipating that employed to describe his 
economic theory as ‘general’, Keynes argues for an expanded system ‘to 
cover all forms of rational argument, including those whose conclusions 
were accompanied by doubt, uncertainty or incomplete entailment’ 
(O’Donnell 1989: 30).

As soon as mathematical probability ceases to be the merest algebra or 
pretends to guide our decisions, it immediately meets with problems against 
which its own weapons are quite powerless. And even if we wish later on to 
use probability in a narrow sense, it will be well to know first what it means in 
the widest. (Keynes 1921: 6)

For Keynes, some belief is secure. ‘The highest degree of rational belief, 
which is termed certain rational belief, corresponds to knowledge’. 
(1921: 10) Some ‘propositions, in which our rational belief is both certain 
and direct, are said to be self-​evident’ (1921: 17). We are back with Moore 
and intuition, and with sensations of ‘yellow’, from which we can pass dir-
ectly to knowledge of yellow (Keynes 1921: 12). Some areas remain unruf-
fled by scepticism and doubt.

Often, however, there is only more or less reliable evidence of the truth of 
a proposition, and ‘[p]robability is the study of the grounds which lead us to 
entertain rational preference for one belief over another’ (Keynes 1921: 97). 
Often there is not even that. Keynes distinguishes between areas where it 
is possible to assign a numerical value, as in ‘aleatory’ or dice-​game prob-
ability, and those where it is only possible to ascribe ordinal values of one 
thing being more likely than another. But there is also an important distinc-
tion between these two situations and those where judgement is impossible. 
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A lack of certainty –​ say, knowing there is a fifty/​fifty chance of something 
occurring, or that the chance of cloudy weather exceeds the chance of rain 
–​ is not to be confused with unquantifiable ‘uncertainty’ in Keynes’s sense. 
This is the class where we simply have no basis for judgement (Lawson 
1988: 46).

It is this category which leads to interesting and challenging epistemo-
logical questions. Achieved outcomes provide no guarantee of the likeli-
hood of those events having happened, let alone of their recurrence (Keynes 
1921: 243). Moreover, the compass of uncertainty expands as we look into 
the future. The General Theory briefly refers to the earlier work on prob-
ability, and Keynes shortly afterwards affirms:

By ‘uncertain’ knowledge I do not mean merely to distinguish what is known 
for certain from what is only probable. The sense in which I am using the term 
is that in which the prospect of a European war is uncertain, or the price of 
copper and the rate of interest twenty years hence, or the obsolescence of a 
new invention, or the position of private wealth owners in the social system 
in 1970. About these matters there is no scientific basis on which to form any 
calculable probability whatever. We simply do not know. (CWXIV: 113–​14)

Keynes then describes how a ‘practical theory of the future’ is ‘based on so 
flimsy a foundation, it is subject to sudden and violent changes. The prac-
tice of calmness and immobility, of certainty and security, suddenly breaks 
down. New fears and hopes will, without warning, take charge of human 
conduct’ (CWXIV: 114). This is a vision where ‘sensible decision makers 
“know” it will always be impossible to possess at any future date a complete 
list of prospects’ (Davidson 2009: 109).

Even ‘softer’ interpretations of these insights have fairly devastating 
consequences for mainstream economic thinking. The whole point of entre-
preneurship, as Shackle (1972) argues, is to make economic decisions, which 
actively change the economy and shape the future. Conventional models 
based on rational individual ‘robot decision makers’, ‘cannot explain 
the essential creative function of entrepreneurial behaviour in a Keynes-​
Schumpeter world, where the reality is transmutable’ (Davidson 2009: 113). 
Crucially, the concept of utility collapses; if the future is unknowable, it 
becomes meaningless to invoke a utilitarian calculus which discounts future 
pleasures against the present (Skidelsky 1992). People can never reliably 
ascertain their interests (Mattick 1971). Much of econometric modelling 
also becomes deeply suspect. Davidson contrasts Keynes’s approach with 
the ‘ergodic axiom’ where ‘the outcome at any future date is the statistical 
shadow of past and current data’ (2009: 31). In Keynes’s vision, ‘the future 
is ontologically uncertain’ (Davidson 2009:  101). Decisions at one time 
destroy the environment in which they themselves were made. Already in 
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Keynes’s Probability, the ‘hope, which sustained many investigations in the 
course of the nineteenth century, of gradually bringing the moral sciences 
under the sway of mathematical reasoning, steadily recedes’ (1921: 349). 
In a warning that would also inform his mature economics, ‘it is possible, 
under cover of a careful formalism, to make statements, which if expressed 
in plain language, the mind would immediately repudiate. There is much to 
be said, therefore, in favour of understanding the substance of what you are 
saying all the time, and of never reducing the substantives of your argument 
to the mental status of an x or y’ (Keynes 1921: 19, footnote). Contrary to its 
repeated aspirations, economics can never become physics (CWXIV: 300).

More radical ‘post-​Keynesians’, in particular, then see uncertainty as 
the key to understanding Keynes’s economic innovation (Dow 1996). The 
concepts of the Treatise on Probability can be translated into the economics 
of the General Theory. ‘The “unknown” probabilities of the Treatise became 
the “irreducible” uncertainty … The concept of “weight of argument” is 
roughly translatable into the “state of confidence”’ (Skidelsky 1992: 87). 
For Shackle, ‘insurmountable lack of knowledge, or the expense of gaining 
knowledge, lie at the root of liquidity preference’ (1972: 216, Chick 2019). 
All of this informs depictions of the dynamic and unpredictable character 
of the economy and challenges assumptions of stability and the essentially 
static representations of mainstream economics.

As will be discussed in Chapter 11, for some of Keynes’s followers, wilder 
readings of uncertainty go much further, appearing to undermine all bases 
of knowledge and rational social action and, at least by implication, all 
bases for economic theory, including Keynes’s own. Instead of harmonious 
equilibrium, we have a theory of disorder (Davidson 2009, Shackle 1972). 
Events are not replicable and no historical process of statistical learning 
is possible (de Carvalho 1988). This fairly quickly becomes a position of 
‘analytical nihilism’ (Coddington 1983), a term used critically but which its 
advocates like Shackle accepted (Bateman 1987). Uncertainty becomes the 
big variable, the tidal wave which obliterates the rest of the economic land-
scape. If all this provides a remarkable and seldom acknowledged antici-
pation of postmodernism, it seems the innovation more of post-​Keynesian 
followers than of Keynes himself.

For Keynes, there are clearly large areas of social and economic life where 
risks are unquantifiable (Dow 2019), and the descent into a pervasive radical 
uncertainty seems hard to square with his political practice or the bulk of 
his writing (Bateman 1987). Coddington argues that ‘even the most cursory 
acquaintance with the facts of his life show that he was not reduced to the 
state of puzzled indecision that a wholehearted adoption of such [sceptical] 
standards would entail’ (1983: 58–​9). Keynes apparently accepts the exist-
ence of many economic situations which are ergodic and where rational 
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decisions and probabilistic risk apply. There remains space for inductive 
principles (de Carvalho 1988). Keynes depicts ‘individuals [as] much more 
similar than they are dissimilar in their reaction to news’ (1973: 199) and 
clearly believed that some beliefs are relatively well founded, at least in the 
short run. Other interpreters accordingly detect a more social but a more 
conservative version of uncertainty underpinning Keynes’s mature eco-
nomics (Davis 1994, Sheehan 2009).

The distinctions between different timespans become particularly per-
tinent, and Keynes’s scepticism about our knowledge of the more dis-
tant future encourages his emphasis on the short run. People do form 
expectations, at least as if these had some rational basis. In the short run, in 
particular, people can often fall back on current experiences and convention 
as a guide to action (Keynes 1973: 50, 162, 199; see also Bateman 1987, 
Coddington 1983, Dostaler 2007). Kregel argues that uncertainty is ever-​
present but ‘different assumptions could be made about the constancy of 
expectations and their effect on the system’ (1976: 211). ‘The relative import-
ance of long-​ and short-​period expectations are thus given varying weight 
in the General Theory’ (Kregel 1976: 212). Keynes first assumes that long-​
period expectations are given. He knows that they actually shift but, even 
while acknowledging that the long-​term propensity may itself be subject to 
change, he is ‘locking up’ this effect analytically (Kregel 1976: 212). Kregel 
sees this as an essentially Marshallian procedure (Kregel 1976: 222), one of 
partial rather than general equilibrium, a distinction discussed in Chapter 
4. Despite its ‘rather confusing mix’ (Kregel 1976: 212), Keynes’s method 
allows him to examine what is likely to occur when short-​term expectations 
are disappointed, without affecting long-​term expectations (Kregel 1976). 
Keynes envisages entrepreneurs making successive revisions of short-​term 
expectations in the light of experience (1973: 50). As will be discussed in 
Chapters 5 and 6, there are valid analytical reasons for Keynes’s use of a 
short-​run equilibrium analysis, but it comes with problems. Amongst other 
things, it means that for the vast majority of the General Theory, much that 
is dynamic and changeable in capitalism is simply accepted as ‘given’. The 
uncertainty-​reducing emphasis on the short run narrows the gap with the 
economic mainstream.

In still tamer readings of uncertainty, expectations appear to become just 
another variable, introduced into what otherwise remains an essentially 
orthodox framework. They can be treated as just another independent vari-
able amongst others, just one factor understood to lie behind liquidity pref-
erence, which can be fed into suitable equations (Clarke, P. 1988).

If we decline to go the whole nihilist hog, it therefore becomes germane to 
ask what makes some knowledge more or less secure. In Keynes’s presenta-
tion uncertainty can appear to be random, divorced from any consideration 
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of the economic imperatives that make some outcomes and some decisions 
more likely than others. Coddington argues that in the General Theory, 
expectations appear ‘as autonomous influences that come in from outside, 
not as elements that are moulded in the course of the process that is being 
analyzed’ (1983: 88). Davis, by contrast, insists that Keynes’s view was that 
‘uncertainty is ultimately a social relation’ (1994: 108) but, in contrast to 
some of Keynes’s own earlier criticisms of economic orthodoxy (CXIX: 285), 
his mature economics leaves any social content largely implicit. There is little 
sense of power relations or ideology as he depicts individuals in competitive 
markets, with little social structure within or beyond the national economy 
(Dowd 2004, Galbraith 1995). In its disregard for such issues, Keynes’s 
economic analysis again converges with the mainstream and contrasts with 
the dynamic assumptions with which Marxists work from the beginning 
and which some radical Keynesians like Robinson (1966) have accepted 
as a better starting place. Capitalist competition generates imperatives, 
compels certain behaviours if firms are to survive, while it is specifically the 
unruly character of capitalism which generates so many of the uncertainties 
(Kincaid 2006, Shaikh 2016).

Even the long run may not be radically uncertain in Keynes’s sense. At the 
risk of excessive literalism, his own examples bear a brief reflection. If we 
extrapolate the World Bank (2016) data for the price of copper from 1960 
to 1995 over the subsequent twenty years, they can ‘predict’ a 2015 price 
of $3391 per metric tonne. A simple regression analysis even provides stat-
istical confidence levels and would support a claim to be 99 per cent certain 
that the price would lie somewhere between $2500 and $4051. By 2015 
the price actually stood at $6295. This confirms Keynes’s scepticism and 
reminds us of the folly of so much econometric prediction. There was a quite 
unanticipated commodities boom after 2003 (Wray 2008). Such results, 
however, hardly confirm radical uncertainty. At an order-​of-​magnitude 
level, the price was quite predictable. We were unlikely to be buying copper 
at a few cents or several millions of dollars per tonne. Similarly, interest 
rates have continued to fluctuate but, at least for the leading countries which 
were the focus of Keynes’s attention, within rather narrow parameters. The 
case of European war is somewhat different, and the binary makes it both 
essentially non-​quantifiable and untestable. Yet for a statement written in 
1937, Keynes’s claim that the prospects of war were radically unknowable 
is startling. It is surely at least possible to identify developments making 
war more or less likely, tending to increase or decrease political tensions. 
Some rival confident predictions of peace or war counsel caution, but we are 
hardly dealing with radical indeterminacy. Lawson recalls Keynes’s warning 
in Probability:  the fact that some probability relations that may not be 
known by everyone ‘must not be allowed to carry us too far’ (1988: 43). 
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According to Keynes, ‘[w]e are merely [sic] reminding ourselves that human 
decisions affecting the future, whether personal or political or economic, 
cannot depend on strict mathematical calculation’ (Keynes 1973:  162). 
There are also many passages where Keynes makes clear, that he believed 
there to be long-​run, secular trajectories (Mattick 1971).

There are therefore ambiguities about the status of uncertainty in 
Keynes’s work and the uses to which it is put. But even qualified versions 
point towards accentuated problems of how to justify appropriate social 
action in specifically Keynesian terms. Our lack of knowledge of the future 
can mesh with Burke’s conservative political philosophy, to which Keynes 
acknowledges considerable debts. As discussed in the next chapter, Keynes’s 
own references to Burke emphasise the conservative potential of a maxim 
that we should not endure current hardship for uncertain future gains. It will 
be suggested that the principle is susceptible to a more radical inversion, but 
there is at least an ostensible problem. ‘If there is uncertainty, then the best 
motives for action could be either to follow the social rules (Moore) or to 
follow an intuitable duty (Keynes)’ (Fitzgibbons 1988: 93). As the previous 
section suggests, neither option is satisfactory. Only stronger versions of 
idealism and elitism allow change to be effected simply by a rational policy 
rethink. As will be discussed in the next chapter, Keynes leaves government 
largely unexamined, but even in his own terms, rather implausibly high 
levels of competent intuition seem necessary to avoid problems whereby 
elite decisions must ‘be based on beliefs the epistemological foundations of 
which are more or less flimsy’ (Coddington 1983: 50–​1). It seems plausible 
that state intervention can reduce uncertainty. Large institutions, whether 
firms or states, can and must plan in ways quite foreign to the neo-​classical 
vision of individual utility maximisation and market competition. But the 
philosophical argument would appear to leave states vulnerable to the 
same intrinsic uncertainties. If market actors do not know the future, it is 
unclear how states, or the bureaucrats within them, might attain privileged 
knowledge.

Conclusion

It would be unreasonable to expect Keynes to resolve ancient philosophical 
problems about the limits of our knowledge, about the relation between 
wholes and parts, structures and agents, ideas and material circumstances. 
That he is concerned with these issues puts him on an altogether higher 
plane than most economists, to whom they never occur or who seize on 
a crude methodological individualism as if it were a truth universally 
acknowledged. It was also one of Keynes’s great strengths that he was 
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willing to change his mind as he grappled with these issues and their eco-
nomic implications. The ambiguities and apparently different positions in 
Keynes’s writings nevertheless leave problems in interpreting his economics, 
including the General Theory, where the philosophical underpinnings are 
left largely tacit (Gerrard 1988:  148). Keynes does claim have written a 
general theory, and it is reasonable to examine it, and to criticise it, as such.

As Mann writes, Keynes, like Hegel before him, claims to identify 
universals which are actually specifics, which mirror ‘the white, masculine, 
colonialist, and bourgeois world in and to which they spoke’ (2017a: 47). 
Keynes appears to emphasise individuals, to engage with the mainstream on 
its own terms, but then stresses the social construction of mores. It also turns 
out that the individuals on whom Keynes will focus are not just any individ-
uals but bourgeois individuals, entrepreneurs and financiers. Workers have 
little agency, while the state appears as unexamined saviour. Keynes invokes 
uncertainty as an explanatory variable but never ‘chases it down’, leaving 
it open to radical interpretations which would undermine all economic 
theory, including Keynes’s own, but also leaving open questions of exactly 
how this sits with parallel invocations of predictable, conventional behav-
iour and Keynes’s confidence in intuition and wise policy. If this means that 
Keynes ultimately fails to provide a satisfactory closed ‘system’, that he is 
only inconsistently idealist, individualist and indeterminist, this inconsist-
ency allows rather than precludes the critical appropriation of his insights.
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Keynes’s politics

Introduction

Keynes was intensely political. He was an activist, a populariser of eco-
nomic ideas, an influential Treasury official, and seldom for long out 
of touch with the prime minister of the day. Fitzgibbons argues that 
he ‘developed his political theories long before his economics, and the 
principles of his economics reflected his politics rather than the other 
way around’ (1988: 54–​5). It is probably not a simple either/​or but 
for Keynes, economics was never a neutral scientific endeavour, and it 
makes sense to understand his economics in the light of his political 
views. He wants to develop a more realistic theory, but even his most 
abstract work is oriented to providing a better guide to policy. Keynes 
can be seen as writing in the ‘advice to princes’ tradition, offering a 
better guide for rulers of the existing system.

As usual with Keynes, there are ambiguities and his political stance 
is contested. Ostensibly this is odd because, although Keynes says some 
different things, he fairly consistently occupies a space bounded on the 
one hand by British liberalism, broadly understood to involve support 
for individual social and economic freedom, and on the other hand by 
a conservatism drawn particularly from Burke. Keynes bequeathed no 
single summary of his views, but his political writings are extensive 
and he was an almost lifelong member of the Liberal Party. Moreover, 
the space between Burkean conservatism and British liberalism is 
not as broad as might be imagined, with many leading liberals of the 
nineteenth century acknowledging similar debts. As Keynes writes 
admiringly of Asquith, ‘[h]is temperament was naturally conservative. 
With a little stupidity and a few prejudices dashed in he would have 
been Conservative in the political sense also’ (CWX: 38–​9). The next 
section will discuss what Keynes took from Burke, and the following 
one his avowedly liberal politics. Of course, these relatively conven-
tional political stances in no way invalidate Keynes’s many powerful 
criticisms of liberal orthodoxy in economic theory. It will also be 
argued that even invocations of Burke have, or can be given, a radical 
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twist; Burke suggests we should not countenance immediate evils for uncer-
tain future gains, but we might equally say we should not tolerate present 
evils for fear they might incur contingent future costs. This discussion, how-
ever, anticipates an important secondary purpose of this chapter, which is 
to argue that the ‘left’ should be wary of any straightforward appropriation 
of Keynes.

The third section accordingly discusses O’Donnell’s (1989) claim that 
Keynes was a socialist. Keynes is sympathetic to certain strands of socialist 
thought within and outside the British Labour Party and he did at one 
point describes himself as occupying the ‘extreme left of celestial space’ 
(CWIX:  309). The term ‘socialism’ has become extremely flexible and 
it is possible to incorporate elements of Keynes’s thought under such an 
umbrella. But overall this is misleading. While there are undoubtedly radical 
aspects to his thought, Keynes is better understood as a pro-​capitalist, not 
a socialist thinker.

As the fourth and final section continues, Keynes brings in the state, but 
in a quite consistently liberal way in that he still conceives the requisite 
level of state intervention as being minimal, albeit while raising the bar. 
Keynes is right to point out that states do act, and that by acting they can 
improve national and social well-​being. As Mann (2017a) has argued, 
Keynes stands within a long-​standing tradition going back to the French 
Revolution and Hegel, which sees the state as necessary to achieve liberal 
objectives, that a more thoroughgoing or dogmatic liberalism would desta-
bilise. However, Keynes remains naively optimistic about the state’s capaci-
ties to act in the general interest, and he retains an elitist, anti-​democratic 
rather than socialist, conception of how and what states should do. A spe-
cifically British, but also more broadly a national rather than international 
or global, orientation also informs and limits Keynes’s political economy.

Burke and conservatism

This chapter begins with Burke, Keynes’s earliest obvious political influ-
ence, and it identifies the persistence of at least a ‘small c’ conservatism. 
As Fitzgibbons argues, ‘[a]lthough Keynes’s policies were liberal, his polit-
ical theory was drawn from an outlook typically associated with traditional 
conservatism and the old Right’ (1991: 131). Keynes read Burke while still 
at school, and bought the Complete Works with the aid of prize money 
(Skidelsky 1983). As above, Keynes wrote no substantive statement of his 
political views, but Skidelsky reports that such a treatise on ‘The Political 
Doctrine of Edmund Burke’ had been part of his early plans (1992: 57). 
Keynes’s later writings often acknowledge debts to Burke and, although 
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sometimes obscured by Keynes’s iconoclastic language, he repeats many 
of ‘Burke’s political positions:  simultaneously conservative and liberal, 
free-​trader and imperialist, opposed to the French Revolution and for the 
English revolution’ (Dostaler 1996: 19; see also Helburn 1991, Skidelsky 
1983, 2013). Keynes also shares Burke’s elitism, in some respects ampli-
fying it. He endorses a greater degree of change than Burke would have 
countenanced, but his advocacy of a ‘middle way’ and his stress on the need 
for balance in economic and social life and in adjusting to changes can all 
be understood in Burkean terms. There is a recognition of the need to con-
serve even in Keynes’s harsh criticisms of mainstream economics and the 
economic practices of his day.

Burke sometimes couches his opposition to change in terms of its affront 
to the king and established religion, a language uncongenial to Keynes. There 
is, however, a more serious argument about action and its consequences 
which Keynes would consistently endorse. Burke (1955) argues that current 
suffering cannot be justified by uncertain future gains. Contrasting the 
horrors of the French Revolution with Greek tragedy, Burke writes of ‘a 
principal actor weighing … in the scales hung in a shop of horrors –​ so 
much actual crime against so much contingent advantage’ (Burke 1955: 92). 
Anticipating the arguments of Popper (1944) and Hayek (1947) about the 
uncertain consequences of social action, prophecy and grand plans are 
illegitimate, only piecemeal reforms ever justified. Burke insists on respect 
for tradition: ‘[w]e procure reverence to our civil institutions on the prin-
ciple upon which nature teaches us to revere individual men: on account of 
their age and on account of those from whom they are descended’ (Burke 
1955: 39). He elaborates. ‘Merits are confirmed by the solid test of long 
experience and an increasing public strength and national prosperity’ (Burke 
1955: 66).

Keynes agrees about the insecurity of future gains, the importance of con-
vention, and the knowledge preserved by existing institutions. The young 
Keynes writes that ‘[w]e shall do well, as Burke says, to avail ourselves of 
the general bank and capital of nations and of ages. It is out of this that 
arises that class of actions commonly known as duties’ (cited in O’Donnell 
1989: 110). As late as 1940, Keynes still argues that ‘[c]ivilisation is a trad-
ition from the past, a miraculous construction made by our fathers … hard 
to come by and easily lost’ (cited in Skidelsky 2000: 68). National pros-
perity would also remain a crucial yardstick.

Similar Burkean principles are at work in Keynes’s questioning of the 
‘long run’ as a suitable basis for economics, his cautious reformism and dis-
dain for Marxism. He condemns the ‘purposive man’ who ‘does not love 
his cat, but his cat’s kittens; nor, in truth, the kittens, but only the kittens’ 
kittens, and so on forward for ever to the end of catdom’ (CWIX: 330). The 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



60 Keynes and Marx

principle is at work in Keynes’s criticisms of the Versailles Treaty (Helburn 
1991), in his opposition to the Bolshevik ‘experiment’ in Russia and in his 
attitude to the threat of war. Here, against his moderate-​left collaborators 
on the New Statesman and Nation, Keynes supports British rearmament but 
also a peace policy, close to the official line of appeasement.

It is our duty to prolong peace, hour by hour, day by day, for as long as we 
can. We do not know what the future will bring, except that it will be quite 
different from anything we could predict. I have said in another context that 
it is a disadvantage of ‘the long run’ that in the long run we are all dead. But 
I could have said equally well that it is the great advantage of ‘the short run’ 
that in the short run we are still alive. Life and history are made up of short 
runs. (CWXVIII: 62)

Keynes shares Burke’s cautious pragmatism and fear of upheaval. Some 
of Keynes’s more radical proposals can be interpreted in similar vein. He 
questions the sanctity of private property where private interests threaten 
general stability. He is deeply critical of unproductive rentiers and a ‘feudal’ 
hereditary principle because they undermined entrepreneurial dynamism 
(CWIX: 299). As discussed below, Mann has recently interpreted Keynes 
and Keynesianism in a Hegelian sense, as a liberalism qualified by prior 
interests in preserving capitalism and civilisation from revolution and the 
threat of revolution which poverty legitimises (Mann 2017a). Despite the 
different Burkean or Hegelian philosophical underpinnings, the conclusions 
are similar. Keynes rejects ‘classical’ economics and the economic practices 
of his day, at least in part because he thought them unsustainable and 
socially and economically destabilising.

Burke is also an unapologetic elitist. Writing in the context of the French 
Revolution, he maintains that ‘[t]he abuses of power by great men in history 
are minor compared to the present outrages’ (1955: 53). Conversely:

The occupation of a hairdresser or of a working tallow-​chandler cannot be 
a matter of honour to any person … Such descriptions of men ought not to 
suffer oppression from the state; but the state suffers oppression if such as they, 
either individually or collectively are permitted to rule. (1955: 56)

Keynes has a bit more sympathy with the French Revolution, but he 
expresses similar elitist sentiments in both national and class terms. He 
disdains the ‘boorish proletariat’ for ‘the intelligentsia who, with whatever 
faults, are the quality in life and surely carry the seeds of all human advance-
ment’ (CWIX:  258). The correct economic solutions, in particular, ‘will 
involve intellectual and scientific elements which must be above the heads 
of the vast mass of more or less illiterate voters’ (CWIX: 295). As sympa-
thetic biographers acknowledge, Keynes ‘never lost hope that morality and 
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the permeation of ideas could be relied upon to disseminate enlightened 
thinking’ (Brittan 2006: 182). ‘He was and would always remain convinced 
that only an intellectual elite, of which he undoubtedly considered him-
self a gifted member, could understand the complex mechanisms of eco-
nomics and politics’ (Dostaler 2007:  89). What Hall characterises as a 
‘trickle-​up model’ (1989a:  8) means that Keynes believes he could win 
round his opponents and to alter state policy. ‘He believed in the supreme 
value of intellectual leadership, in the wisdom of the chosen few’ (Harrod 
1951: 331–​2). Enlightened elites should rule.

Keynes was accordingly at most a qualified supporter of democracy. 
Fitzgibbons writes that ‘Keynes agreed in principle with Burke that there is 
no right to universal suffrage, and that the people only have a right to good, 
but not necessarily representative government’ (1988:  170). For Keynes, 
‘[t]here is no very great a priori probability of arriving at desirable results 
by submitting to the decision of a vast body of persons, who are individu-
ally wholly incompetent to deliver a rational judgement on the affair at 
issue’ (cited in Helburn 1991: 42). Keynes’s qualified defence of democracy 
is predicated specifically on its limited character. ‘In the first place, whatever 
the numerical representation of wealth may be, its power will always be 
out of all proportion; and secondly the defective organisation of the newly 
enfranchised classes has prevented any overwhelming alteration in the pre-​
existing balance of power’ (cited in O’Donnell 1989: 282).

With Burke, Keynes acknowledges problems of how any one individual 
or group of individuals could justify change and their judgement of its effi-
cacy against the judgement of others. For Keynes, however, the elitism and 
the intuitionist philosophy he derives from Moore push against the con-
servative conclusions according to which we must always fall back on 
existing institutions. Confidence in elite judgement can outweigh any simple 
acceptance of social convention. He thought that ‘Burke’s timidity was 
often extreme to the point of absurdity’ (O’Donnell 1989: 281). If this still 
provides scant grounds for a theory of political action, Burke also articulates 
ideas from which Keynes draws more critical lessons.

First, and in Burke very briefly, while ‘the very idea of the fabrication of 
a new government is enough to fill us with disgust and horror’ (1955: 35), 
a ‘state without some means of change is without the means of its con-
servation’ (1955: 24). So the facility to change is necessary and there is a 
pragmatism even to Burke’s conservatism. Keynes sees Burke identifying 
as ‘one of the finest problems in legislation, to determine what the State 
ought to take upon itself to direct by the public wisdom and what it ought 
to leave, with as little interference as possible, to individual exertion’ (cited 
in CWIX:  288). As will be discussed in the final section of this chapter, 
Keynes both embraces the general point and applies it more specifically. 
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Unfortunately, for Keynes there are practical difficulties. ‘Material poverty 
provides the incentive to change precisely in situations where there is very 
little margin for experiments’ (CWIX: 294). Reform is needed precisely to 
avoid a worse fate but may be hard to achieve. Keynes’s views on uncer-
tainty and an inherent lack of knowledge of the future seem to amplify a 
judicious Burkean caution.

Second, what begins as a tentative and pragmatic accommodation to 
change in Burke might alternatively allow, even insist upon, quite radical 
reorientation. Burke’s argument about the relation between present suffering 
and what future gains may or may not achieve seems amenable to an inver-
sion whereby we reject present suffering in the name of only contingent 
future gain. A similar logic allows that current hardship cannot be justified 
in the name of (uncertain) future advantages. We should presumably seize 
current advantage or eliminate hardship at the expense of only contingent 
future privation. Skidelsky goes so far as to describe this as ‘the bedrock 
of Keynesian economics’ (Washington Post 9 May 2013). Keynes seldom 
explicitly frames his economic arguments in this way, but such a rationale 
might be discerned behind at least some of his proposals. For example, he 
writes:

I would not discard an expedient which would be of material benefit over the 
next five years merely because it meant that our level of life twenty years hence 
would be a little lower than it might have been, if we had been more austere 
now. Moreover, too much austerity might upset the apple-​cart. (CWXIII: 196)

It would be worth spending our way out of crises, even at the cost of running 
up debts, the consequences of which are unknown. Of course, Keynes is 
confident (perhaps more confident than his own epistemology really justi-
fies) that the prosperity to which spending would bring a return would miti-
gate any future hardship against which the present amelioration of suffering 
needs to be weighed. Such an argument, however, would insulate Keynes’s 
proposals from more trenchant ‘liberal’ criticisms. It might also be possible 
to push the principle further, even to revolutionary conclusions which would 
have been anathema to Burke and probably to Keynes. Current evils should 
be stopped even if we cannot know the repercussions of stopping them.

Varieties of liberalism

In some tension with the Burkean influences discussed above, Keynes almost 
always identifies with liberalism and the British Liberal Party. His economics 
would reach conclusions which challenged many liberal shibboleths, but it 
comes from within rather than without the liberal economic tradition.
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Keynes was typically socially and politically liberal in the broader sense 
of the term. As an educated bourgeois, and like his Bloomsbury friends, 
Keynes is much more ‘socially liberal’ than much of contemporary British 
society and in this he can reasonably depict himself as being to the left 
also of several labour-​movement figures, amongst whom puritanical and 
Catholic traditions ran deep. He believed on sex questions that the ‘state 
of the law and of orthodoxy is still medieval –​ altogether out of touch with 
civilised opinion and civilised practice and with what individuals, educated 
and uneducated alike, say to one another in private’ (CXIX: 302). This lib-
eralism did not extend to drinking or gambling and he supported banning 
alcoholic spirits (CWIX: 303), although presumably not the fine wines he 
preferred and sold cheap at his Cambridge theatre. Chapter 1 mentioned 
Keynes’s racial prejudices but he was not suggesting these should be 
legislated, and in that sense he remains liberal.

The rest of this section briefly concentrates on Keynes’s political practice, 
his avowed political liberalism. This changed over the years, in part reflecting 
the changing nature of the Liberal Party and the changing circumstances 
in which it operated, particularly the relative decline of Britain’s national 
economy. It also reflects Keynes’s pragmatic desire to speak strategically to 
the powerful. When the Liberals lost power in the country, with little hope 
of regaining it, Keynes lost interest in the party.

Keynes was a more or less lifelong member of the British Liberal Party. 
He joined on ‘going up’ to Cambridge and soon became a leading member 
of the university Liberal Club. Although he always declined invitations to 
stand for parliament, Keynes campaigned actively, speaking and publishing 
in support of Liberal election campaigns, particularly in the 1920s. He was 
active in the Liberal summer schools and by 1927 he and Henderson had 
direct responsibility for Liberal Party economic policy (Clarke, P. 1988). 
From 1942 he sat on the Liberal benches in the House of Lords.

There are, however, many sorts of liberal and there is no agreement on 
how to categorise Keynes (Fitzgibbons 1988). The Liberal Party was broad 
and divided. It was the historical party of British capitalism, and Keynes 
initially sided with Asquith, the liberal imperialist. As mentioned in Chapter 
1, in the 1920s and at the cost of his personal friendship with Asquith, 
he switched allegiance when Lloyd George put plans for state spending 
to combat unemployment at the centre of his campaign. His alliance with 
Lloyd George would be short-​lived and the belated publication in 1933 of 
Keynes’s reflections on Lloyd George at Versailles, tactfully omitted from 
the 1919 original, re-​opened old hostilities. Lloyd George’s memoirs in turn 
depicted Keynes as ‘an entertaining economist whose bright but shallow 
dissertations on finance and political economy, when not taken seriously, 
always provide a source of innocent merriment to his readers’ (cited in 
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Clarke, P. 1988: 289). Keynes became particularly critical of more conser-
vative elements within the party and of a clinging to outdated principles 
‘set on old-​fashioned individualism and laissez-​faire’ (CWIX: 300). He even 
‘sympathise[d] with Labour in rejecting the idea of cooperation with a party 
which included, until the other day, Mr Churchill and Sir Alfred Mond, and 
still contains several of the same kidney’ (CWIX: 310).

If this set him against more conservative elements, Keynes also kept his 
distance from the party’s ‘left’. There is some ambiguity here, and both 
Clarke (P. 1988) and O’Donnell (1989) see Keynes’s economics as developing 
within, and seeking to modernise, the left-​wing ‘New Liberalism’, associated 
with people like Hobhouse, Hobson and Muir. There are some similarities 
in their economic diagnoses, particularly in identifying problems of insuffi-
cient demand and in their political outlooks, opposing socialism and class 
warfare but finding common ground with ‘ordinary and moderate labour’ 
(Clarke, P. 1988: 80). The New Liberals’ reform proposals, however, tended 
to go much further than Keynes would countenance. Famously, Hobson 
objected to Britain’s imperialist project, which Keynes never questioned, but 
in domestic policy too the New Liberals often advocated quite extensive 
nationalisation, for example of mines and railways, the control of trusts 
and cartels, more social spending, more social provisions like minimum 
wages and more progressive taxation (Skidelsky 1992). Their diagnoses 
of structural economic problems also contrast with Keynes’s insistence 
that economic evils stem primarily from ‘risk, uncertainty, and ignorance’ 
(CWIX: 291). For Keynes these different origins allow different remedies 
and that appropriate state policy could substantially overcome the difficul-
ties (Skidelsky 1992). By 1925, Keynes was also worrying that the left’s ill-​
advised attempts to democratise the Liberal Party were undermining what 
had hitherto been its sufficiently autocratic management (CWIX: 295–​6). He 
was only in a qualified way towards the left of the party, insisting that ‘the 
class war will find me on the side of the educated bourgeoisie’ (CWIX: 297).

Of the Liberals’ rivals, however, Keynes was more hostile to the 
Conservatives than Labour, and as the Liberal Party went into decline, 
Keynes proposed alliances. He identifies socialists within the Labour Party, 
whose ‘company and conversation … many Liberals today would not 
find uncongenial’ (CXIX:  309). Having overseen the Liberal takeover of 
The Nation in 1923, his decision in 1931 to merge the paper with New 
Statesman ‘symbolised the fact that historic Liberalism had run its course’ 
(O’Donnell 1989: 320). Keynes now advocates a broader alliance of ‘pro-
gressive forces’, which he identified in both the Liberal and Labour parties 
but also beyond. He finds in the Mosley of 1930 a particularly attractive 
combination of ‘British socialism, bred out of liberal humanitarianism, 
big business psychology, and the tradition of public service’ (O’Donnell 
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1989: 323). By 1934, the Liberal Party ‘lay in ruins’ and Keynes refused to 
provide financial support in the following year’s election when for the first 
and only time he voted Labour (Skidelsky 1992). Keynes’s tentative support 
for Labour did not extend to the 1945 election, where he ‘view[ed] with 
great alarm a substantial victory by either of the major Parties’ (Keynes 
CWXVIII: 210). In the event, following Labour’s famous win, and despite 
misgivings, Keynes agreed to continue as advisor to the new chancellor, 
Dalton, his former student.

A left-​wing Keynes?

In contrast to the interpretation here of Keynes’s politics as an amalgam of 
liberalism and Burkean conservatism, O’Donnell (1991) insists that Keynes 
was a socialist. He rightly points out that ‘socialism’ is a broad term and 
certainly not the preserve of Marxism. Many socialists of a reformist, social-​
democratic hue have subsequently subscribed to some version of what 
came to be called Keynesianism. This, however, is no argument about what 
Keynes himself believed. So although there are quotable passages which 
allow Keynes to be read as a socialist, it will be suggested that this is hard to 
square with the general tenor of his politics.

As above, Keynes’s social liberalism puts him to the left of several labour 
leaders in important respects. At a personal level, his Bloomsbury friends 
were mainly further to the left, several at least sympathetic to Marxism and 
Keynes was happy to include the Marxist Dobb in his Cambridge inner 
circle. His economics put him to the left of many policies of the Labour 
governments of the 1920s, particularly of Snowden, the Labour chancellor, 
whom Keynes seems to have held in particular disdain.

Keynes is critical of crude individualism. ‘The world is not so governed 
from above that private and social interests always coincide. It is not 
so managed here below that in practice they coincide. It is not a correct 
deduction from the principles of economics that enlightened self-​interest 
always operates in the public interest’ (CWIX: 287–​8). Keynes deplores the 
‘paradox of poverty in the midst of plenty’ (1973: 30). He favours at least a 
greater degree of equality than he found in Britain in the 1930s and argues 
that ‘it follows that, the sum of the goods of each part of a community 
being fixed, the organic good of the whole is greater the more equally the 
goods are divided amongst the parts’ (1921: 320). Keynes even occasionally 
accepts the label of ‘socialism’.

As seen in Chapter 1, his frustration with WWI and the Versailles Peace 
see him making radical, even apparently revolutionary statements in his 
private letters. More moderately, he spoke to the Cambridge Union with 
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Sidney Webb, supporting ‘collectivist socialism’ as both inevitable and 
desirable (Moggridge 1992: 19). In conversation in the New Statesman he 
argued that:

the question is whether we are prepared to move out of the nineteenth century 
laissez-​faire state into an era of liberal socialism, by which I mean a system 
where we can act as an organised community for common purposes and to 
promote social and economic justice, whilst respecting and protecting the indi-
vidual –​ his freedom of choice, his faith, his mind and its expression, his enter-
prise and his property. (CWXXI: 500)

The inclusion of freedoms of enterprise and property already suggest this is 
at least a peculiar vision of socialism. Any attribution of socialism to Keynes 
needs to be seriously qualified.

Elsewhere Keynes is explicit that the institutional foundations of Western 
civilisation, the only foundations on which ‘personal life can be lived’, 
are not socialist but ‘the Christian Ethic, the Scientific Spirit and the Rule 
of Law’ (cited in Skidelsky 2000: 51). Keynes argues that ‘[t]he political 
problem of mankind is to combine three things: economic efficiency, social 
justice, and individual liberty’ (CWIX: 311). Social justice enters the picture 
for Keynes, as it does for socialists, sometimes in an acknowledged awk-
ward relation with individual liberty, but for Keynes both tend to be subser-
vient to economic efficiency (Peden 2006). Therefore, unemployment is bad, 
at least primarily, because it is wasteful of resources. Excessive inequality is 
bad because it involves unproductive consumption and waste. On the other 
hand, wage cuts, even amongst the poorest, may be entirely justified if (and 
the qualification is important) they restore profits and growth. Keynes is 
therefore not in favour of equality for its own sake. ‘I believe that there is a 
social and psychological justification for significant inequalities of income 
and wealth, but not for such large disparities as exist today’ (1973: 374).

Individual liberty also tends to trump social justice, as witnessed in 
Keynes’s rather gushing praise for Hayek’s Road to Serfdom. ‘I find myself 
in agreement with virtually the whole of it; and not only in agreement with 
it, but in deeply moved agreement’ (CWXXVII: 385). Hayek’s book, and 
Keynes’s reaction, need to be understood in the context of fascism and 
Stalinism in the 1940s, but, as will be argued below, there is agreement 
that there should be as much market freedom and as little state interfer-
ence as possible, only disagreement about where to draw the line. Keynes 
defends the prices system, seeing ‘[t]he abolition of consumers’ choice in 
favour of universal rationing [a]s a typical product … of Bolshevism’ (cited 
in Skidelsky 2000: 68).

Keynes’s abhorrence of Marxism has an almost pathological inten-
sity. While he barely glanced at Marx’s works, he denounces a ‘doctrine 
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so illogical and dull’ (CXIX: 285). ‘Leninism is the faith of a persecuting 
and propagating minority of fanatics led by hypocrites’ (CWIX:257). The 
Bolshevik revolution was ‘the fruit of some beastliness in the Russian nature 
–​ or in the Jewish nature –​ or in the Russian and Jewish natures when, as 
now, they are allied’ (CWIX: 270). Keynes joined the red-​baiting of Labour 
around the fraudulent Zinoviev letter in the 1924 election (Dimand 2019b). 
He also disliked trade union leaders and remained consistently unimpressed 
by pro-​working-​class politics. In early 1926, a time of extraordinary 
income inequality (Piketty 2014: 316), he opposes the self-​interest of trade 
unions:  ‘once the oppressed, now the tyrants, whose selfish and sectional 
pretentions need to be bravely opposed’ (CWIX: 309).

Keynes’s reaction to Marxism and to the Russian Revolution seem to be 
informed by the perceived civilisational threat they posed. This is the sub-
stance of Mann’s (2017a) interpretation linking Hegel and Keynes, although 
Keynes’s reaction to the Russian Revolution is very different to Hegel’s ini-
tial welcoming of the French. As even the relatively radical younger Keynes 
writes in condemnation of Versailles, ‘[i]f we aim deliberately at the impov-
erishment of Central Europe, vengeance, I dare predict, will not limp. 
Nothing can then delay for very long that final civil war between the forces 
of reaction and the despairing convulsions of revolution, before which the 
horrors of the late German war will fade into nothing’ (CWIII: 169). Both 
Keynes and Hegel advocate more state involvement in the economy as a 
means to preclude such catastrophe. Mann accordingly dismisses depictions 
of Keynes as a socialist as ‘idiotic’, the alternative reality of the Tea Party 
and the Daily Telegraph (2017a: 64).

The next section says more about Keynes’s attitude towards the state. He 
favoured more intervention, as have many socialists, and indeed a venerable 
tradition equates the state with socialism in a relatively unproblematic way. 
It was an association made by Lassalle, Marx’s adversary in Germany in the 
nineteenth century, and it was made by the Fabians in Keynes’s day. The 
equivalence also suited the propaganda of both East and West in the post-​
WWII Cold War era, and opponents of both socialism and Keynesianism 
have been quick to tar them with the same brush. The common usage per-
haps establishes a certain synonymity between ‘Keynesianism’, ‘socialism’ 
and ‘statism’, but it implies that socialism had existed across millennia, from 
ancient slave societies to many of the monarchies and war economies of 
the modern world. It is surely necessary at least to add supplementary cri-
teria. The extent to which Keynes brought in the state was relatively modest, 
while the existence of this much broader tradition in favour of state inter-
vention, going back at least to Hegel, confirms that it is not a specifically 
socialist commitment.
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Keynes, the state and the inter-​state system

This section makes four points. First, very briefly, it argues that Keynes 
is right to identify states as important economic actors. This ostensibly 
banal observation is a challenge to the economic mainstream which (then 
and now) often proceeds as if there were no state. Marxists might also do 
well to take notice; the state acts in ways not reducible to the market’s (or 
capital’s) imperatives. Second, Keynes’s vision of state intervention remains 
essentially liberal. Intelligent liberals have long recognised the need for some 
state intervention, while seeking to keep this to a minimum. Keynes sub-
stantially shares this outlook, merely conceiving the necessary minimum 
at a higher level than contemporaries like Hayek. Third, Keynes brings in 
the state as deus ex machina (Sweezy 1956, Balogh 1976, Linder 1977), 
benign and disinterested. In common with Mann’s recent characterisation 
of a broad tradition of Keynesianism going back to Hegel (maybe even to 
Plato), but now in contrast to harder-​line liberals like Hayek, Keynes views 
the state as an essentially benevolent institution, capable of overcoming the 
turbulence of civil society. This is deeply problematic. Fourth, Keynes’s spe-
cifically national vision also limits the profundity of his insights, not least 
his reassertion of the importance of economic aggregates. The relevant eco-
nomic whole is ultimately global, it is more than the sum of its national 
parts, and the capitalist world-​system profoundly limits and conditions state 
capacities.

Bringing in the state

Keynes’s economics recognises the importance of the state. He was 
responding to real changes in the world and the growth of states which had 
occurred from the late nineteenth century. Of course, long before Keynes, 
chancellors of the Exchequer and Treasury secretaries, even those convinced 
by mainstream economic ideas, presumably acted on the assumption that 
their actions had economic repercussions and that they might even do some 
good. The growth of state activities nevertheless made an analytical exclu-
sion increasingly implausible. The World War and the activist responses to 
the Great Depression would further increase the scale of state intervention, 
forcing itself into a reluctant economic consciousness.

Economic theory without the state was something of an intellectual 
game, irrelevant to the real world. Keynes begins the General Theory by 
insisting that he made fewer assumptions than neo-​classical orthodoxy and 
this made his ideas applicable to ‘the economic society in which we actually 
live’ (1973: 3). Markets could not be assumed to produce equilibrium and 
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full employment, while the increasing reality of state intervention made a 
real and often positive difference to the working of the capitalist economy. 
Keynes’s analysis had clear implications that both monetary policy and 
direct intervention in the ‘real’ economy could have significant effects with 
beneficial consequences.

As obvious as this might now seem, even the simple acknowledgement of 
the economic role of states becomes an enduringly vital challenge to the eco-
nomic mainstream, which still substantially assumes that there are markets 
but no states and that these markets work efficiently to maximise individual 
and social well-​being. Economic theory without the state becomes an unreal 
and unconvincing apologetics for capitalism. For Marxists, by contrast, it is 
axiomatic that states act, and act in the interests of capital. But that too says 
little about what states do, and why and how this changes.

Keynes’s qualified liberalism

Keynes both theorised the effects of state action and wanted the state to 
take more responsibility for economic management than either neo-​classical 
economists or British politicians in the 1920s or 1930s thought appropriate. 
However, there is an important sense in which this advocacy of greater state 
intervention fits within, rather than challenging, a broader liberal tradition. 
It can be seen as still advocating a ‘minimal state’. Keynes merely raised the 
necessary minimum. Socialistic thoughts may appear elsewhere in Keynes 
but not in his vision of the state, which remains elitist, undemocratic and 
inegalitarian.

As Keynes’s dispute with Hayek made clear, even the hardest-​line liberals 
accept that the capitalist or market economy needs some state intervention. 
Keynes agreed with the principle. As he wrote to Hayek, ‘I did not say that 
you should not be attached to the price system. (I share your attachment.) 
I said you should not be deceived by it’ (CWXXVI: 297). Keynes thought 
‘a rightly directed individualism was the best guarantor of personal liberty 
and the variety of life’ (O’Donnell 1989: 297). He maintained that ‘[i]n all 
ages private property has been an essential element in liberalism –​ a bulwark 
against the State and a stimulus to comfort and culture (CWXXI:  500). 
Keynes insisted ‘I am in favour of retaining as much private judgment and 
initiative and enterprise as possible’ (CWXXI: 240). The question is there-
fore always a matter of degree. Once again we find Keynes’s vision of the 
state informed by Burke. ‘We cannot therefore settle on abstract grounds, 
but must handle on its merits in detail what Burke termed “one of the finest 
problems in legislation, namely to determine what the State ought to take 
upon itself to direct by public wisdom, and what it ought to leave, with as 
little interference as possible, to individual exertion”’ (CWIX: 288). ‘In the 
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details of the balance between liberty and the state, Keynes departed from 
Burke, but the principle of a balance was accepted’ (Fitzgibbons 1988: 166).

For Keynes, ‘[t]he important thing for government is not to do things 
which individuals are doing already, and to do them a little better or a little 
worse; but to do the things which at present are not done at all’ (CWIX: 291). 
So, as Skidelsky puts it, Keynes ‘brought in the State to redress the failings 
of society, not because he loved it, but because he saw it as the last resource’ 
(Skidelsky 1992: xv). Particularly where the free market provoked profound 
instability or revolt, it could not be left alone. State intervention is justi-
fied because the claims of poverty and the threat to civilisation trump an 
abstract liberalism. There are situations where ‘nothing can preserve the 
integrity of contract between individuals, except a discretionary authority 
in the State to revise what has become intolerable’ (Keynes 1923: 56). As 
things fell apart in the 1930s, some of Keynes’s statements imply that the 
necessary minimum level of state intervention had become very high.

Most famously, the General Theory ends by advocating a ‘somewhat com-
prehensive socialisation of investment’ (1973: 378). This has been widely and 
differently interpreted, but it is worth noting that it is investment, not ‘the 
instruments of production’, which Keynes wants to ‘socialise’. The socialisa-
tion of investment is proposed as necessary because Keynes believes that falling 
returns on investment will eventually tend to make entrepreneurs unwilling to 
take the necessary risks. Private investment and thence employment will dry 
up. As usual, Keynes sees his proposals as a necessary minimum and posits 
them against alternative forms of planning and nationalisation which would 
involve a far greater state encroachment on the prerogatives of the market 
(Winch 1989:  109). Keynes also had a soft spot for coordination through 
employers’ associations, local and semi-​autonomous bodies like the Port of 
London Authority, and what might now be called ‘quangos’, but his support 
was conceived as a pragmatic rather than a principled response, recognising 
that atomistic competition could be destructive and seeking various ways to 
reduce it. Keynes remained liberal in believing there should be only as much 
intervention as necessary and that only certain forms were acceptable.

Keynes particularly advocates greater state control of finance, and he 
flavours this with some choice phrases about the euthanasia of the rentier. 
Again this is tied to his economic analysis, not least his rejection of the idea 
that market forces automatically bring everything into equilibrium through 
adjustments in the interest rate. Financial operators, notably through the 
speculative demand for money, can push up the interest rate, creating a dis-
incentive to ‘real-​economy’ entrepreneurs to invest. Control of money and 
the interest rate by an independent central bank could maintain the flow of 
funds to industry and avoid the perils of market volatility, arbitrary influ-
ence by politicians and demands for democratic control. Similarly, Keynes 
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advocates public works –​ primarily as a politically necessity, though he does 
also see them as relatively efficient compared with dole payments which 
pay people for not working. Such schemes ‘work’ in the sense of provoking 
investment where the private sector is unwilling to venture. The ‘crowding 
out’ argument is invalid; public works can add to national wealth and their 
costs can be redeemed when the economy returns to prosperity. Keynes 
always saw such direct interventions as a temporary expedient and, as seen 
in Chapter 1, he was quick to switch back from state spending to fighting 
inflation when the economy turned upwards.

Mann draws parallels with Hegel to reconceive Keynesianism as ‘the 
liberalism of those who (however reluctantly) acknowledge in the arbi-
trary inequity of poverty the continued historical legitimacy of revolution’ 
(2017a: 204). Facing poverty as an inescapable fact, and animated by the 
threat of revolution, ‘something must be done’ (2017a: 7). It is necessary 
to ‘rein in’ the economic problem (2017a:  56). Keynesianism therefore 
becomes a qualified liberalism, but an unqualified liberalism is unsustain-
able. ‘The closer liberalism comes to laissez-​faire purity, the more likely it is 
to implode’ (Mann 2017a: 171).

Mann’s Keynesianism, which therefore goes back to the French Revolution 
and forward to many modern thinkers, ‘rejects both dogmatic individualism 
á la Locke and essentialist collectivism á la Bodin’ (2017a: 49). Instead it 
involves ‘simultaneous cancellation and preservation of the two previous 
moments in a new if not-​necessarily-​stable unity’ (2017a: 49). Such a dia-
lectic will be familiar to readers of Hegel, and it is a reasonable if more con-
testable claim to make of Keynes. Mann also sees the Hegelian/​Keynesian 
state accomplishing new tasks required by liberal capitalism. Civil society 
now creates disruptive tendencies with the potential to produce a ‘radically 
transformed social order’ (Mann 2017a: 50). This is Mann’s key argument 
and the point of Keynesianism’s fundamental disjuncture with conven-
tional liberalism. The French Revolution provides the vital well-​spring, and 
Keynesianism is conceived particularly as a response to Robespierre and 
the Terror. The failure to deliver an ‘honourable poverty’, in Robespierre’s 
phrase, ‘gives birth to the ruinous “rabble”’ (Mann 2017a: 46). It is this 
menace ‘of popular rejection of the existing order’ and the ‘liberal capitalist 
anxiety’ it provokes that informs Mann’s understanding of Keynesianism 
(2017a: 84). It is ‘the liberalism of those who (however reluctantly) acknow-
ledge in the arbitrary inequity of poverty the continued historical legitimacy 
of revolution’ (2017a: 204). ‘Keynesianism … would never have emerged 
without a revolutionary past to endlessly haunt it’ (2017a: 7). Robespierre, 
and Hegel after him, saw all other rights as subordinate to the right to 
basic necessities (2017a:  94). Life and happiness are prior to freedom 
(2017a: 126, 148).
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It seems clear, however, that at least for Keynes, the concern is less with 
the plight of the poor themselves than that they might become insubordinate. 
Before WWI, ‘employment was, of course, substantially below full employ-
ment, but not so intolerably below it as to provoke revolutionary changes’ 
(1973: 308). For Mann, Keynesianism is the result of the ‘historical experi-
ence of revolution, because the shadow of revolution –​ revolutionary terror 
in particular –​ animates it, gives it momentum, and constantly reinvigorates 
it’ (2017a: 72). Keynesianism’s contemporary revival, evidenced particularly 
in the interest in Piketty’s (2014) Capital in the Twenty-​First Century, simi-
larly attests to the severity of the current legitimisation crisis (Mann 2017a).

Only the state has the answer. Drawing analogies with Marx’s famous 
transformation by capital of money, through commodity production, into 
more money, M-​C-​Mʹ, Mann characterises the Keynesian dialectic of illib-
eral liberalism’s transformation through the state to liberal freedom: L-​S-​Lʹ 
(2017a: 386). In particular, Keynesian political economy becomes a ‘post-
revolutionary pharmaceutical science of government, crucial to the process 
of legitimation’ (Mann 2017a: 28).

Keynesianism does therefore sit somewhat uncomfortably within the 
liberal tradition. Hegel describes how the free market produces processes 
requiring ‘regulation to bring it back to the universal, and to moderate 
and shorten the duration of those dangerous convulsions to which its 
collisions give rise, and which should return to equilibrium by a process of 
unconscious necessity’ (cited in Mann 2017a: 166). Amongst other things, 
Keynesianism therefore rejects the ‘logic behind modern liberal democra-
cies’ institutionalized neglect of injustice in favour of endless fretting over 
the legitimacy of the means by which it might be redressed’ (2017a: 188). 
Mann interprets this neglect as the product of an unfortunate Kantian 
victory according to which questions of who shall be free are superseded 
by questions of how, of ‘acceptable paths from unfreedom to freedom’ 
(2017a:  187). In a sense, Keynesianism becomes a more consistent liber-
alism, rejecting this supersession, by prioritising practical conservative 
questions of acceptable means, over liberalism’s substantive questions.

For both Hegel and Keynes there is then an important sense that their 
political philosophy is necessarily conservative, accepting the need for 
change precisely to prevent more substantial civilisational catastrophe. 
Many harder-​line liberals would accept the basic principle. Hayek explicitly 
did so in his exchanges with Keynes. Others, including Friedman, acknow-
ledge the same point. As above, Keynes’s political philosophy owed much to 
Burke’s intelligent conservatism, similarly haunted by the fear of revolution 
and acknowledging the need for change to avert catastrophe and for state 
intervention to secure it: a ‘state without some means of change is without 
the means of its conservation’ (Burke 1955: 24). By the 1920s, even most of 
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Keynes’s intellectual opponents in practice also endorsed government inter-
vention to alleviate unemployment.

Keynes’s benign state

Unfortunately given its importance to his economics, Keynes provides no 
theory of the state, and his understanding of the potential for effective 
state intervention remains hugely optimistic. This has serious implications 
for any subsequent evaluation of whether his economic ends are achiev-
able, both in the sense of whether the policies he advocates would have 
their desired effects but also in the sense of whether or not they are likely 
to have the support of powerful vested interests necessary to see them 
achieved. Keynes’s own closeness to leading British political figures no 
doubt coloured his judgement. He was in a rare position to influence 
decisions and to appreciate politicians’ stupidity when they failed to take 
his advice.

Skidelsky depicts Keynes’s vision of the state as substantially Platonic: one 
of wise rulers providing benevolent guidance (1992: 543). Or as Moggridge 
puts it, Keynes always maintained ‘[t]he philosopher king’s assumption of 
knowing what was best for the public’ (1976: 135). An intellectual aristoc-
racy was needed to run national affairs (Dostaler 2007). Keynes countered 
Hayek’s insistence that increasing state intervention paved the ‘Road to 
Serfdom’ by insisting that ‘[m]oderate planning will be safe if those carrying 
it out are rightly oriented in their own minds and hearts’ (XXVII: 387). For 
Keynes, the state must be run by experts and protected from democracy.

Mann again finds parallels with Hegel and his idea of a universal class, 
whose ‘capacity to undertake this role is attributable to political economy, 
the science of modern government’ (2017a: 181). What is required is the 
‘peaceful “disorganization of civil society”, … under the guise of much 
wiser, more pragmatic and experienced “hommes d’état”’ (2017a: 173). As 
Mann writes, we are simply invited to assume that ‘proper stewardship and 
appropriate institutions’ are at hand. ‘The question of political agency –​ 
outside the ‘universal class’ of enlightened technocrats managing the state 
apparatus, at least –​ never arises and need not concern us’ (2017a: 364). 
Mann concludes that for Keynesianism, ‘[h]ope is only possible when the 
separation [of politics and economics] is acknowledged as legitimate, when 
the poor consent to their poverty. Without it, the economic seeps into pol-
itics, and all bets are off’ (2017a: 370).

Any failure to provide wise leadership is, of course, no accident. Without 
denying that there can be stupid policy, that governments would be better 
advised by Keynes than by many counsellors before and since, this opti-
mistic vision at least needs qualification.

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



74 Keynes and Marx

Keynes himself had earlier been deeply critical. Still scarred by the experi-
ence of Versailles, in the Revision of the Treaty he insisted, ‘only individ-
uals are good, and all nations are dishonourable, cruel and designing’ 
(CWIII: 127). As Marx’s (1975) early writings against Hegel insist, the state 
had sectional interests of its own which preclude it being seen as standing 
‘above’ society. Marx’s later depictions of the state as simply a capitalist 
executive may be a polemical first-​order approximation, but even conser-
vative modern public choice theory (e.g. Tullock 1987) accepts that politics 
and government rest on vested interests rather than abstract principles or 
wise council. As Dowd writes, Keynes’s economics involves a systematic 
‘neglect of any examination of power and politics’ (2004: 131). Keynes’s 
focus on market failures and what might be done about them means he 
overlooks the many state failures, while simultaneously reinforcing the 
illusion of a separation of state from society.

As mentioned in the previous chapter, it is hard to see how Keynes’s own 
epistemology allows the state or even its wisest advisors to overcome the 
fundamental problems of uncertainty he identifies. There is no telos to cap-
italism, making particular policies objectively ‘better’. Even if we imagine 
that there could be some consensus of ends, Keynes’s own views under-
mine the ability of policy-​makers to discern the means of achieving them. 
Keynes seems to abandon the problems of uncertainty and non-​ergodicity in 
jumping to the uncertainty-​reducing capacity of states. The state can hardly 
have privileged access to the unknowable probabilities of future events 
(Fitzgibbons 1991). Of course, this is not to deny that state intervention 
provides a degree of conscious oversight, within a single national economy, 
unavailable to competing capitals. That intervention, however, remains 
much more of a contested social achievement than Keynes acknowledges, 
with state power also profoundly limited within an essentially anarchic 
international context.

The illusion of national interests

Keynes is acutely aware that particular states operate within an international 
system which constrains them. From his writing on the Versailles Treaty 
and its consequences to his efforts to shape the post-​WWII world, Keynes 
is concerned, for example, with the effects of trade and capital movement 
and the potential tensions between national interests and general ones. Even 
while still a defender of liberal order and free trade, the younger Keynes 
could recognise his ‘favourite dilemma’, an ethical incommensurability 
between being and doing good, playing out at the international level. French 
currency devaluation involved being bad but doing good –​ policies Britain 
might do well to ape (Harrod 1951: 394–​5). The Tract and Treatise discuss 
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international monetary arrangements extensively and how these limit state 
capacities.

Keynes’s vision, however, is substantially one of separate national pol-
itical economies and separate national states interacting ‘at arm’s length’. 
Keynes’s economic aggregates, the important secondary sense in which his 
theory is general (1973: xxii) –​ aggregates for investment, the marginal 
efficiency of capital, the rate of interest, liquidity preference, the quantity 
of money, the volume of employment, the propensity to consume –​ are 
all conceived in national terms. This understanding did much to estab-
lish modern economic common sense, providing a significant stimulus 
to the production of better national economic data, encouraging a pro-
cess that beyond the US had previously been underdeveloped (Eatwell 
1986, Rosanvallon 1989). This very data collection, however, reinforces 
a particular national way of looking at the world. The nation (perhaps 
for Keynes even the British nation) remains the focus of analysis and the 
appropriate level of aggregation, reifying the nation-​state as the appro-
priate unit of analysis.

On the one hand, this downplays divisions within countries. ‘Through 
aggregation, struggle is subsumed, hidden and flattened out’ (de Angelis 
2000: 24, Negri 1988). Keynes’s specifically national conception leaves state 
power (but only that) above individuals (Pilling 1986, Mattick 1971). On 
the other hand, Keynes’s aggregates only run to national boundaries; so there 
are two distinct sets of relations. There are national economic relations, 
then there is an international system built on national foundations. The 
recent literature on ‘globalisation’ has shown how claims of state retreat can 
then hang on exaggerated understandings of how states were once effective 
containers of economic relations (MacLean 2000), an understanding which 
owes much to Keynes. The level of society is that of the nation-​state, on 
which other states impinge, but ‘externally’, as it were. Keynes’s challenge 
to individualism therefore remained ultimately a national not a genuinely 
social one. This nation-​centrism also introduces a methodological problem 
similar to assuming individually rational action. Much as individuals are 
actually social beings, so states are shaped by domestic social relations 
and by inter-​state competition and capital accumulation at a global scale. 
Keynes’s treatment leaves the state quarantined beyond the level of eco-
nomic analysis, perceived as exogenous to, rather than as something to be 
integrated within, the economic system understood as a whole.

All of this accords with broader criticisms of Keynes’s politics, a pol-
itics which is place-​bound, ‘Western’ and even specifically British, concerned 
with providing enlightened advice to rulers, to improve the running 
of the economy in order to preserve rather than radically transform the 
established order.
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Conclusions

Keynes’s politics were complex and any simple designation is potentially 
misleading, but they seem best understood as a qualified liberalism. This 
is a liberalism in that it prioritises individual freedom, in society (and in 
this Keynes was more consistent than many who claim the term) and in the 
economy. However, it is a liberalism which is qualified by Burkean conser-
vatism, respectful of tradition and wary of radical reform. It is also qualified 
by a greater willingness than shown by most liberals to admit the failures 
of laissez-​faire and to invoke the state as the agent of their solution, even as 
the state remains substantially a liberal state, open to enlightened and disin-
terested management, as something external to the economy rather than as 
something shaped in the process of contested social and economic relations.

As Chapter 12 will discuss, even as modern mainstream microeconomics 
has reasserted the irrelevance of the state to economic analysis, much of 
Keynes’s advice continues to inform public policy. The previous chapters, 
however, have suggested that the power of ideas is articulated with social 
interests and the power of Keynes’s economic thinking is correspondingly 
limited by what it says –​ and also what it does not say, what Keynes assumes 
–​ about the state and its capacities.
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Economics before the General Theory

Introduction

This chapter introduces economics as Keynes encountered it and then 
how his own work before the General Theory begins to break from 
orthodoxy.

Keynes depicts almost all his predecessors, at least those he 
considered worth discussing, as ‘classical’ economists. He acknow-
ledges that this stretches the concept, but it allows him to include not 
just ‘Ricardo and James Mill and their predecessors …[but also] the 
followers of Ricardo’ (1973:  footnote  3). His understanding there-
fore includes the later marginalist or ‘neo-​classical’ writers like Jevons 
and Marshall and many of Keynes’s contemporaries. In doing this, 
Keynes is emphasising what he sees as common failings, notably an 
acceptance of the quantity theory of money and Say’s Law. This char-
acterisation of ‘the classics’ downplays other concerns of the earlier 
(pre)classical tradition, concerns with production, dynamic change 
and economic aggregates.

Keynes enjoyed his unconventional choices of whom to approve 
and disapprove and sometimes ‘misrepresented his predecessors dis-
gracefully’ (Hollander 2011: 27). He was extremely erudite but inevit-
ably his reading was partial. He read Smith within a couple of years of 
becoming an economics lecturer but remained ‘allergic’ to Marx. His 
understanding of marginalism derived overwhelmingly from Jevons 
and Marshall and he appears never to have paid more than cursory 
attention to Walras or Menger, marginalism’s continental European 
co-​founders. Knowledge is always incomplete; priorities and partial-
ities, more or less acknowledged and defended, are inevitable. More 
remarkably, Keynes polemicised against authors he had not read and 
claimed innovation in ignorance of what had gone before or of was 
going on elsewhere. Myrdal criticises ‘the attractive Anglo-​Saxon kind 
of unnecessary originality, which has its roots in certain systematic 
gaps in the knowledge of the German language on the part of the 
majority of English economists’ (cited in Patinkin 1987: 23). Keynes 
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could read German but he seldom bothered with anything not in English. 
His particular reading in turn shapes his own theory, his seizing on earlier 
insights, notably those from Malthus, and his emphatic, sometimes over-​
emphatic, rejection of others, notably anything descended from Ricardo.

What follows is accordingly oriented to Keynes, not to a general history 
of economic thought to 1936. It concentrates narrowly on three themes. 
First, it discusses the classics as they are more conventionally understood 
by Marx, for whom it was a qualified term of approval. Marx distinguishes 
the likes of Sismondi, Smith and Ricardo from the ‘vulgar’ school of mere 
apologists. Amongst the latter, Say was a figure of Marx’s withering con-
tempt. This first section briefly identifies what was lost from this tradition 
in the later marginalist revolution, in terms of its treatment of economic 
aggregates and economic interrelation, which Keynes substantially recovers, 
and in terms of the classics’ focus on production and growth, in which 
Keynes has little interest. This first section then discusses the beliefs which 
Keynes criticised, the adherence to the quantity theory of money and Say’s 
Law. The second section introduces Jevons’s and Marshall’s marginalism, 
their vision of an exchange economy, the concepts of utility and disutility, 
and their attitude to money, production and labour. Keynes has a somewhat 
ambivalent relationship, both in and against this tradition. There is a sense 
in which he can point out its failings precisely through a more careful appli-
cation of its principles. The third section discusses Keynes’s own early work, 
particularly the Tract on Monetary Reform and the Treatise on Money. 
Keynes would retrospectively see himself as having been within the classical 
tradition when he wrote these earlier books (CWXIV: 24), but they antici-
pate important later themes and the Treatise, in particular, sometimes makes 
more radical departures, and attempts a more dynamic analysis, than would 
the General Theory.

The classics

Keynes’s partial recovery of the insights of classical political economy

Keynes recognised Smith’s greatness but, like most commentators, stressed 
Smith’s support for the free market, rational self-​interest and the ‘invisible 
hand’. Smith said these things but much else besides, and Keynes’s reading 
does some injustice to Smith and the broader classical tradition.

In particular, the classics emphasised questions of output, production and 
economic growth. Smith’s (1997) starting point –​ literally book 1, chapter 
1, page 1 –​ was with labour and the belief that through the division of 
labour the wealth of nations could be augmented. Production, of course, 
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is a theme that Marx pushed much further in his depictions of capitalism’s 
relentless accumulation. The point here is that while few economists would 
admit they are uninterested in growth, marginalism later came to redefine 
economics in terms of the distribution of scarce resources. This essentially 
takes these resources as given and sidelines questions of how they might be 
increased. Keynes blames the shift of economic focus on Ricardo’s victory 
over Malthus. ‘Ricardo is investigating the theory of the distribution of the 
product in conditions of equilibrium and Malthus is concerned with what 
determines the volume of output day by day in the real world’ (CWX: 97).

Unfortunately, this loss of dynamism from economic theory is not some-
thing Keynes fully recovers. Keynes is concerned with the volume of output 
in terms of changing levels of employment but, in what he ignores, he drifts 
closer to the (neo)classical mainstream than the classics. He would later 
briefly acknowledge and regret that the General Theory ‘neglects the pro-
cess of capital formation’ (CWXIV: 283). Where Marx and some of Keynes’s 
contemporaries like Schumpeter and institutional economists attempt to 
integrate technological change into their theories, Keynes takes capital and 
technology as given (Dillard 1984). There are valid reasons for this neglect 
of dynamics in Keynes’s avowedly short-​run approach, but it implies that he 
is attempting something more limited than the classics.

Keynes does expresses sympathy with what he calls the ‘pre-​classical 
doctrine that everything is produced by labour’ (1973: 213). He says this, 
however, particularly because he recognises that prices are inconstant, and 
he takes units of labour as a more stable accounting device, not as the epis-
temological foundation for his political economy. In a formal sense, Keynes’s 
interpretation of the labour theory of value is close to that of Smith, taking 
profits as normal and counting them as part of costs, but, unlike for Smith, 
for Keynes there is little sense of adopting a labour theory of value as an 
explanatory concept.

Something similar can be said of Keynes’s recovery of the importance 
of economic aggregates (CWX: 88). He identifies the interdependence of 
production and consumption and singles out Malthus for praise, particu-
larly in reviving the concept of ‘effective demand’. There is dispute about 
Malthus’s real influence or whether Keynes just found Malthus’s language a 
useful ‘hook’ on which to hang his new ideas (Hagemann 2019). But Keynes 
notices approvingly how Malthus is concerned with ‘the balance of produce 
and consumption’. For Malthus the ‘unproductive consumption’ of the rich 
is a boon to progress, but he also encourages ‘the employment of the poor 
in roads and public works’ (Malthus, cited in Keynes CWX: 102). Keynes’s 
emphasis on Malthus overlooks how, as Mattick writes, concerns with eco-
nomic aggregates go back at least to the physiocrats and ‘Quesnay’s Tableau 
Oeconomique’ (Mattick 1971: 20). Keynes’s rediscovery of consumption is 
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a recovery and development of themes already pervasive in classical pol-
itical economy. But Keynes is right that ‘regarded historically, the most 
extraordinary thing is the complete disappearance of the theory of demand 
and supply for output as a whole, i.e. the theory of employment, after it 
had been for a quarter of a century the most discussed thing in economics’ 
(CWXIV: 85).

For the earlier tradition, the aggregates were also usually conceived in 
class terms. Consumption was typically straightforwardly associated with 
wages, saving with profits. The marginalists transform these into functions 
of individual behaviour (Caspari 2019). Here Keynes would remain closer 
to Marshall; the propensities to consume and save were related to income 
but understood as questions of degree and individual psychology.

Keynes also endorses Malthus over Ricardo in their attitudes to money. 
‘Malthus is dealing with the monetary economy in which we happen to 
live; Ricardo with the abstraction of a neutral money economy’ (CWX: 97). 
Even before reading the Malthus correspondence, Keynes was rejecting 
standard interpretations of the quantity theory of money and Say’s Law 
(Hollander 2019), and these rejections would be recurring themes, which 
will be discussed below.

Before doing so, it is worth a more general note on how Marx and the 
classical tradition sought underlying causes and to identify general histor-
ical trajectories of economic processes. This search, not only Marx’s specific 
answers, were anathema to the neo-​classical tradition. As so often, there are 
ambiguities and Keynes’s endorsement of Malthus extended to the boldest, 
stupidest and most politically appalling grand theories of population. 
Elsewhere, too, Keynes clearly sees himself as able to unearth long-​term 
trends, for example perceiving a decline in the marginal efficiency of capital. 
However, Keynes is usually wary of both long-​term prediction and grand 
abstraction. Again, he contrasts Malthus favourably against Ricardo. ‘In 
economic discussions Ricardo was the abstract and a priori theorist, Malthus 
the inductive and intuitive investigator who hated to stray too far from what 
he could test by reference to the facts and his own intuitions’ (CWX: 95). 
Fitzgibbons argues that Keynes rejects precisely the search for science and 
underlying causes, epitomised in the labour theory of value. Economic ana-
lysis should remain superficial. There is only surface, no underlying reality. 
‘[T]here is no long-​run equilibrium (nor a Marxian dialectic propelled by 
hidden contradictions in the economy) … the seething mind-​boggling mass 
of surface fact is all there really is’ (Fitzgibbons 1988: 129). This may exag-
gerate, but it resonates with Keynes’s views on uncertainty, the greater epis-
temological security of the short run and of economics as a ‘moral science’.
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The quantity theory of money

Keynes’s depiction and criticism of a single classical tradition hinges mainly 
on two related big ideas which Ricardo and the later neo-​classical writers 
do indeed share: the quantity theory of money and Say’s Law. The quantity 
theory goes back at least to the sixteenth century (Vilar 1984) but is best 
known in Fisher’s twentieth-​century formulation, according to which:

MV = PT

This equation maintains that the total quantity of money (M) multiplied 
by the velocity of circulation (V) is equal to the average price of the goods 
(P) multiplied by the number of transactions (T). Keynes himself was more 
familiar with, and his early work adopted, the ‘Cambridge version’, which 
used the symbol ‘k’ as a measure of the proportion of money people hold, 
rather than V, but k and V are simply reciprocals of each other and the 
equations amount to the same thing. Written as M = kPT, the Cambridge 
version can, however, be seen as emphasising, through the three variables 
on the right-​hand side of the equation, the demand for money rather than 
its supply (Blaug 1997).

The quantity theory has been put to different uses. The mathematical 
identity becomes a theory by positing some of the variables as dependent 
or independent (Blaug 1997, Sheehan 2009). For the early mercantilists, 
inflows of money were welcome because they would increase the number of 
transactions, or the level of economic activity. Money (M) is proportional 
to transactions (T) if V and P are assumed constant. Smith mocked the 
mercantilists, claiming that they naively equated money and wealth, and 
insisted that ‘wealth does not consist in money, or in gold and silver; but 
in what money purchases, and is valuable only for purchasing’ (1999: 5–​6, 
14). Smith, as later Ricardo and Marx, was criticising those who sought 
‘monetary panaceas’ (Blaug 1997: 22) rather than suggesting that money 
does not matter. But such arguments provide an important step towards the 
conclusion of money’s insignificance, reached by many later interpretations 
of the quantity theory.

Now, increases in money simply increase prices. If the velocity of money 
and the volume of transactions are constant, M and P are proportional to 
each other. Fisher makes assumptions about banking technology to justify 
such a constant velocity of circulation (Sheehan 2009). Later, Friedman, 
honestly if more cynically, admits that the velocity and changes in the 
velocity ‘have generally been calculated as the numbers having the prop-
erty that they render the equation correct’ (1987:  5). With more or less 
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justification, money was assumed proportional to price, a proposition from 
which Keynes would long struggle to escape (Skidelsky 1983).

The quantity theory implies that changes in the quantity of money can dis-
tort price signals but that they do not have long-​term effects on the economy. 
It does not matter if we call the price of something $1 or 100 cents, or we 
relabel cents as dollars and let $1 become $100. To believe otherwise is to 
suffer ‘the money illusion’ (Patinkin 1987). At most, there are temporary 
fluctuations and short-​run redistributions because some prices are ‘stickier’, 
take longer to adjust, than others (Skidelsky 1983). Amongst other things, 
‘an increase in the quantity of money will temporarily depress interest rates 
but as soon as the new money has acted on prices, the interest rate will rise 
back to its “natural rate”, the rate of profit on capital’ (Blaug 1997: 126). 
Most economic analysis can then safely proceed, ignoring money, assuming 
that the economy operates as if by barter (Minsky 1986).

Keynes does not dispute that the mathematical identity can be written 
in such a way that it is tautologically true. What cannot be justified are the 
conventional interpretations which assume that money is purely a medium 
of exchange, making barter-​like process more efficient. Once money can 
also store value, velocity becomes indeterminate. The propensity to hold 
money, liquidity preference, need not be reckoned proportional to income. 
This undermines any straightforward relation between money supply and 
price changes and allows that what happens with money can have real 
effects on the wider economy.

Say’s Law

Amongst other things, the fact that money can be held rather than imme-
diately spent invalidates Say’s Law. It is worth briefly dwelling on this, des-
pite what probably strikes many modern readers as its manifest silliness. 
According to Keynes, Say’s Law maintains that supply creates its own 
demand. This can again be seen as saying that money does not matter, 
although in more sophisticated versions, Say’s Law works its magic pre-
cisely through changes in money and the rate of interest.

Say extrapolates (Marx would say plagiarises) from Smith (1999) to insist 
that money is only the medium through which to obtain other products. 
Producers sell in order that they can buy, and ‘the more we can produce the 
more we can purchase’ and therefore ‘a product is no sooner created, than 
it, from that instant, affords a market for other products to the full extent 
of its own value’ (Say 1827: 78). Say is unambiguous here that this is an 
instantaneous process. Later, Say himself would acknowledge that his ‘law 
of markets’ might not hold in the short run (Hagemann 2019). More subtly, 
in Mill and subsequent formulations, interest rate adjustments produce 
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equilibrium (Lekachman 1967). Any saving increases the supply of funds, 
putting downward pressure on the interest rate, increasing investment, 
diminishing savings and returning the world to equilibrium. So equality is 
achieved through the interest rate variation and need not be instantaneous. 
But Mill ends with the same conclusion that ‘what constitutes the means 
of payment for commodities is simply commodities’ (cited in Reddaway 
1964: 99). Any short-​run frictions or fluctuations need not cause analytical 
worries, with economic ‘science’ merely abstracting from these to assume 
long-​run equilibrium.

Keynes accuses economists of tacitly accepting Say’s Law, even when 
they did not really believe it literally, in their continued assumptions that 
the market works efficiently (CWXIV: 123). Amongst others, Keynes sees 
Marx as a follower of Ricardo and therefore of Say. Now Keynes senses a 
double victory. ‘[I]f Ricardian economics were to fall, an essential prop to 
the intellectual foundations of Marxism would fall with it’ (CWXIII: 488). 
It is worth emphasising that Keynes’s depictions of Marx’s endorsement of 
Say are pure invention and that Marx (even by his own standards) had vit-
riolic contempt for Say and the ‘absurdity’ of his ‘famous law’ (Marx and 
Engels 2010, vol. 32: 124–​5, 160). Of course, it is possible that Marx, as 
Keynes accuses his own contemporaries, tacitly, inadvertently, accepts Say’s 
Law; but, as Chapter 7 will elaborate, although Marx’s treatment is under-
developed, he is aware that money is not neutral and nothing indicates that 
he thought capitalist economic relations were harmonious. Keynes’s one-​
sided characterisation of the classics means, as Cottrell argues, that ‘[t]he 
General Theory does not repudiate the ideas which Marx actually took 
from Ricardo, and built upon, while the Ricardian ideas it does repudiate 
are ones Marx himself rejected’ (2012: 160). Keynes also failed to acknow-
ledge that several of his contemporaries also emphatically rejected Say’s 
Law (Mattick 1971, Trautwein 2019). So Keynes exaggerates his own ori-
ginality. But recognising ‘the essential truth that Say’s Law is a fraud and 
a delusion’ (Sweezy 1964: 300) provided an important cutting edge for his 
attack on the economic mainstream.

The marginalist revolution

This section outlines key marginalist ideas as developed by Jevons and 
Marshall.1 Marshall is the much more cautious writer, almost always 
qualifying any generalisation. As Keynes would later write, Jevons’s book 
is ‘simple, lucid, unfaltering, chiselled in stone where Marshall knits in 
wool’ (CWX: 131). The marginalist revolution was begun simultaneously 
by Jevons, Walras in France and Menger in Austria, but it seems unlikely 
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that Keynes read much more of Walras or Menger than he did of Marx 
(Fitzgibbons 1988). Therefore, it was Jevons who wrote ‘[t]he first modern 
book on economics (CWX:  131). Marshall was Keynes’s teacher and 
mentor and in large part also his hero. ‘As a scientist he was, within his own 
field, the greatest in the world for a hundred years’ (CWX: 173). Even some 
of Keynes’s more radical followers see him as Marshall’s faithful disciple 
(Davidson 2009, Harcourt and Sardoni 1996). Keynes, despite his some-
times radical language, would be a critic within the temple, a temple whose 
strange construction therefore needs some explanation for those unfamiliar. 
The fundamental claim of marginalism is that a theory of value should be 
subjective and (although Marshall qualifies this) based on exchange rather 
than production.

For Jevons, ‘value depends entirely upon utility. Prevailing opinions 
make labour rather than utility the origin of value; and there are even those 
who distinctly assert that labour is the cause of value’ (1957: 1). Against 
this, ‘[t]he mere fact that there are many things, such as rare ancient books, 
coins, antiquities, etc., which have high values, and which are absolutely 
incapable of production now, disperses the notion that value depends on 
labour’ (1957: 163). For Jevons, it follows that ‘wages are clearly the effect 
not the cause of the value of the produce’ (1957:  l). We are in the world 
of Bentham and ‘felicific calculus’ (1957: 23). Individuals weigh their sub-
jective pleasures and pains, and Jevons sees his task as ‘tracing out of the 
mechanics of self-​interest and utility’ (1957:  xvii–​iii). ‘Each person is to 
the other person a portion of the outside world … Hence the weighing of 
motives must always be confined to the bosom of the individual’ (1957: 14). 
These individual motives turn out to be easily described.

The fundamental idea is that the utility which individuals experience from 
any commodity declines ‘at the margin’. In Marshall’s phrase, ‘[t]he total 
utility of a thing to anyone … increases with every increase in his stock of 
it, but not as fast as his stock increases’ (2009: 78–​9). The more we have of 
something, the more pleasure it brings but in diminishing amounts. The first 
pair of shoes, if we had none, brings more extra pleasure than the fourth, 
which in turn brings more than the fortieth. Qualifying this, it is worth 
reproducing Jevons’s original depiction: see Figure 4.1. This indicates two 
features which conveniently disappear from later versions. First, the curve 
crosses the x-​axis. As Jevons puts it, ‘further quantities will have various 
degrees of utility; but … beyond a certain quantity the utility sinks grad-
ually to zero; it may even become negative, that is to say, further supplies of 
the same substance may become inconvenient and hurtful’ (1957: 44). We 
can have too much of something and need to pay someone to take it away. 
Second, the curve does not cross the y-​axis. As they become scarce, the 
first increment of some commodities, water to the thirsty, becomes almost 
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infinite. Ever the rigorous mathematician, Jevons avoids either a radical dis-
continuity or suggesting that negative quantities have extremely high mar-
ginal utilities. Neither of these nuances, however, is allowed to interfere 
with the subsequent analysis, which largely assumes small positive changes 
in utility, agreement about what is good and bad, and disagreement only in 
terms of the relative worth attached by different people to different goods 
and different quantities.

The object of the exercise then becomes to determine how the myriad 
individual wants fit together, to distribute scarce resources. Different people 
have different preferences, and in sum this leads to goods having different 
‘schedules’. We all want, so the theory suggests, shoes, and beer, and books 
about political economy, but we do not all value them in the same way. 
People first satisfy their greatest desires, later lower ones: the second, third or 
twentieth increments of the goods people value highly or the first increments 
of something less satisfying. With scarce resources and a definite amount of 
money, we spend it on a bundle of goods so that the last shilling makes vir-
tually no difference to our overall utility.

A free market then determines distribution. Money has reared its head 
but simply to facilitate barter-​like exchanges. ‘While demand is based on the 
desire to obtain commodities, supply depends on overcoming the unwilling-
ness to undergo “discommodities”’ (Marshall 2009: 116). This is precisely 
a calculus of pleasure and pain. We endure pain, make sacrifices, give up 
one pleasure in order to obtain another we value more. Even the meat-​
loving butcher can trade some steaks for the alcoholic brewer’s beer, to their 
mutual advantage. For Jevons, ‘[b]y a market I shall mean two or more per-
sons dealing in two or more commodities, whose stocks of those commod-
ities and intentions of exchanging are known to all’ (1957: 85). Jevons here 

marginal
utility

quantity0

Figure 4.1  Declining marginal utility (after Jevons 1957)
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builds perfect knowledge into the very meaning of the word ‘market’, and, 
of course, ‘there must be perfectly free competition’ (1957: 86).

Jevons likens the resulting equilibrium to that of ‘a lever as determined 
by the principle of virtual velocities’ (1957:  vii). Marshall uses a slightly 
different physical analogy, maintaining that ‘a stone hanging by a string is 
displaced from its equilibrium position, the force of gravity will at once tend 
to bring it back to its equilibrium position. The movement of the scale of 
production about its position of equilibrium will be of a somewhat similar 
kind’ (2009: 288). This allows that equilibrium is not immediate but any 
‘frictions’ can be taken as mere qualifications, anomalous ‘inefficiencies’ to 
be discussed later as special cases. The market efficiently joins supply and 
demand. It is possible for there to be overproduction in a particular industry 
and for there to be temporary gluts but never general ones, a proposition 
which Say’s Law makes ‘evidently absurd and self-​contradictory’ (Jevons 
1957: 202).

The approach is essentially static, but time is important because people 
also value things’ future utility. Evaluating utility over time potentially 
presents problems. For Jevons, there should, in principle, be an accurate 
weighing of probabilities, and ‘[t]he factor expressing the effect of remote-
ness should, in short, always be unity, so that time should have no influ-
ence. But no human mind is constituted in this perfect way: a future feeling 
is always less influential than a present one’ (1957: 72). Therefore, future 
pleasure and pain are evaluated in the same way but at a discount.

This orderly discounting of future pleasure allows the marginalists a 
clever and politically pleasing trick. Deferred pleasure has less utility. Now, 
in forgoing their immediate pleasure, entrepreneurs can be reckoned to 
suffer a loss of utility for which they are entitled to an equivalent return, a 
‘reward for waiting’. For Marshall, costs include this ‘rate of remuneration 
for waiting [which] … is an element of cost as truly as effort is’ (2009: 291, 
4). With this sleight of hand, the very real rabbit which is profit is pulled out 
of the theoretical hat of the marginalists’ own fertile imagining.

Any idea of exploitation would be anathema, but Marshall does seek 
to integrate production and exchange, insisting on a symmetrical relation 
through a famous metaphor. ‘We might as reasonably dispute whether it is 
the upper or the under blade of a pair of scissors that cuts a piece of paper’ 
(2009: 290). In doing this, Marshall has been seen as reconciling marginalism 
with the earlier classical tradition (Kicillof 2018), but his primary objections 
are to classical political economy’s ‘disproportionate stress on the side of 
the cost of production’ (Marshall 2009: 71). Nevertheless, ‘the longer the 
period, the more important will be the influence of the cost of production 
on value’ (Marshall 2009: 291). According to Keynes, ‘[t]he unnecessary 
controversy, caused by the obscurity of Ricardo and the rebound of Jevons, 
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about the respective parts played by demand and by cost of production in 
the determination of value was finally cleared up. After Marshall’s analysis 
there was nothing more to be said’ (CWX: 205).

There is, however, a problem. Marshall is aware that production is 
carried out in firms, which cannot have subjective wants. But they do have 
costs, which for Marshall can be reckoned in the same way, by reintro-
ducing money. Unfortunately, this also introduces some serious epistemo-
logical traumas. Money itself has utility. Already in Jevons, compared to a 
family earning 50,000 pounds a year, for one earning ‘one thousand pounds 
a year, the utility of a penny may be measured in an exactly similar manner; 
but it will be much less’ (1957: 140–​1). For Marshall, similarly, ‘[a] shilling 
is the measure of less pleasure, or satisfaction of any kind, to a rich man 
than to a poor one’ (2009: 16). As an aside, this has potentially egalitarian 
implications. ‘Taking it for granted that a more equal distribution of wealth 
is to be desired, how far would this justify changes in the institutions of 
property, or limitation of free enterprise even when they would be likely 
to diminish the aggregate wealth?’ (2009:  34). Marshall’s answer is pre-
dictably conservative. We are reassured ‘that economics deals mainly with 
events where things are in equal proportions (2009: 17) and that politically 
‘it is the part of responsible men to proceed cautiously and tentatively in 
abnegating or modifying even such rights as may seem inappropriate to the 
ideal conditions of social life’ (2009: 40). Meanwhile Marshall hurtles over 
the conceptual precipice. His theory purports to explain prices in terms of 
subjective marginal utility but recognises that the money in which prices are 
measured itself varies in utility between individuals. Everything collapses 
into indeterminacy and circularity. Utility determines value and price, which 
can then be blithely assumed an adequate proxy for utility. Marshall simply 
affirms that any difficulties can be ‘set aside during the first stages of an 
enquiry into existing economic conditions’ (2009: 391). The explicit exten-
sion of marginalist thinking to money and interest rates by Fisher (1907), 
and what Keynes made of this, will be deferred until Chapter 8.

The extension of the same simple marginalist logic to labour and labour 
markets is also profoundly problematic. For marginalists, firms employ 
workers, just as they would capital equipment or raw materials, up to the 
point where it becomes unprofitable to do so. Similarly, workers work 
just so long as their pay accurately compensates their sacrifice. For Jevons, 
‘[e]ach labourer must be regarded, like each landowner and each capitalist, 
as bringing into the common stock one part of the component elements, 
bargaining for the best share of the produce which the conditions of the 
market allow him to claim successfully’ (1957: xliv). The disutility of work, 
and the sacrifice of the utility of leisure, are overcome by the utilities of the 
commodities bought with money wages.
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Here it should be acknowledged that Jevons initially says something 
more complex than most subsequent marginalists. His original formulation 
assumes that wage increases bring declining marginal utility, as would be 
expected. But the (dis)utility of work is more complicated. Jevons suggests 
that the labour supply is unlike other commodities. ‘A few hours’ work per 
day may be considered agreeable rather than otherwise; but so soon as the 
overflowing energy of the body is drained off, it becomes irksome to remain 
at work’ (1957: 171). So Jevons depicts a positive utility for a limited amount 
of work and negative utilities only above a certain level. He does not discuss 
the implications of this and later writes, ‘I have expressed a feeling in more 
than one place that the whole theory might probably have been put in a 
more general form by treating labour as a negative utility, and thus bringing 
it under the ordinary equations of exchange’ (1957: xiv). Perhaps not too 
much hangs on the peculiar shape of Jevons’s depiction of the pleasures and 
pains of work or his nineteenth-​century cod-​psychology, but it provides an 
early warning not to expect people to behave like inanimate commodities. 
Conversely, as Polanyi writes, if it lives up to its responsibilities to behave 
like a commodity, labour ‘will refuse to sell below the price which the buyer 
can still afford to pay. Consistently followed up, this means that the chief 
obligation of labor is to be almost continuously on strike’ (2001: 239). In 
any case, and back to Jevons, the point where this negative utility equals the 
positive utility of the wage then determines the amount of work. ‘As long 
as he gains, he labours, and when he ceases to gain, he ceases to labour’ 
(1957: 177). We are reassured that ‘[e]very labourer ultimately receives the 
due value of his produce after paying a proper fraction to the capitalist for 
the remuneration of abstinence and risk’ (1957: 273). Workers have a free 
choice whether and for how long to work, and Say’s Law brings labour-​
market supply and demand into equilibrium. Voluntary unemployment 
becomes an impossibility.

Marshall’s system is more cautious than Jevons’ and almost always 
allows qualifications, to the extent it sometimes becomes hard to distinguish 
the qualifications from the core arguments. Two particularities are worth 
comment. First, in contrast to Walras and his followers, where in principle 
everything is evaluated and exchanged simultaneously, in general equilib-
rium, Marshall’s approach was one of partial equilibrium, ‘considering one 
class of society at a time’ (2009: 87). This allows partial studies and the 
solution of ‘problems too difficult to be grasped at one effort’ (2009: 307). 
The first-​order assumptions, Marshall insists, should not be taken too far, 
and forces neglected or assumed can then be reintroduced; ‘released from 
the hypothetical slumber that had been imposed upon them’ (2009: xiii). So, 
for example, economic problems are defined in terms of money (2009: 22, 
27) but Marshall is aware that non-​monetary, including domestic, work can 
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be economically valuable (2009: 47, 61, 67). At least implicitly, Marshall 
acknowledges his theory’s limited scope.

Second, Marshall (2009) also allows that the static, equilibrium approach 
is in principle only a first approximation. Growth is fostered particularly by 
saving, but ‘progress may he hastened by thought and work; by the appli-
cation of the principles of Eugenics to the replenishment of the race from 
its higher rather than its lower strains, and by the appropriate education 
of the faculties of either sex’ (2009: 207). He acknowledges that time ‘is 
a source of great difficulty in economics’ (2009: 30). Not least, tastes and 
evaluations of utility change, potentially increasing rather than decreasing 
over time. Marshall insists that ‘[i]t is therefore no exception to the law that 
the more good music a man hears, the stronger his taste for it is likely to 
become’ (2009: 79). As ever, Marshall pulls back from any deeper interro-
gation of such insights and insists ‘[t]he work to be done is so various that 
much of it must be left to be dealt with by trained common sense, which is 
the ultimate arbiter in every practical problem’ (2009: 32). As Keynes puts 
it, ‘[u]nfortunately Marshall, in his anxiety to push economic theory on to 
the point where it regains contact with the real world, was a little disposed 
sometimes to camouflage the essentially static character of his equilibrium 
theory with many wise and penetrating obiter dicta on dynamical problems’ 
(2011: volume 2, 406).

Keynes has a somewhat ambiguous relation to his marginalist forbears. 
Jevons and Marshall both at least implicitly accept Say’s Law and the quan-
tity theory, for Keynes the root of so much of the problem, and which 
questions of time and liquidity preference effectively undermine. He is 
withering in criticising the complacent satisfaction of assuming a long-​run 
equilibrium, but, assuming a short-​run analysis, Keynes avoids rather than 
addresses questions of dynamic growth. In terms of method, many scholars 
see Keynes as remaining substantially Marshallian, adopting a similar par-
tial equilibrium approach (de Vroey 2011, Leijonhufvud 2006). Keynes 
usually thinks in terms of marginal utility as the basis of both consumers’ 
and entrepreneurs’ spending, and the General Theory will explicitly accept 
what Keynes calls the ‘first classical postulate’ that the ‘wage is equal to the 
marginal product of labour’ (1973: 5). But Keynes rejects a second postu-
late that in total, ‘the utility of the wage when a given volume of labour 
is employed is equal to the marginal disutility of that amount of employ-
ment’ (1973: 5). The labour market does not operate like others. Workers 
cannot choose their wages and hours of work. Here, as often, his critique is 
substantially an ‘internal’ one, showing that the economic mainstream fails 
even on its own terms (Chick 1983), but this orientation towards orthodoxy 
gives Keynes’s own vision a particular marginalist skew.
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Keynes’s early work

The Tract on Monetary Reform and after

What follows concentrates on Keynes’s two major books on money. The 
Tract was based on articles in the Manchester Guardian and, not being 
written exclusively for an academic audience, is a much easier book than 
either the Treatise or the General Theory, but it says some important things 
and makes some important anticipations of Keynes’s later innovations. In 
many ways, Keynes’s outlook in the Tract remains orthodox and there is 
little sense here that his recent work on probability impinges on his eco-
nomics. Much of his understanding of what money is and of what money 
does remains conventional. Friedman would accordingly see this as Keynes’s 
best book (Dimand 2019b). It is already possible, however, to see Keynes 
pushing against some orthodox assumptions and conclusions.

Keynes argues that mathematically the quantity theory identity ‘is funda-
mental. Its correspondence with fact is not open to question’ (1923: 61). He 
is insisting that logically it must be true but continues that this does not imply 
a straightforward relation between dependent and independent variables. A 
change in the quantity of money does not mechanically change prices. It is 
in this context that Keynes offers one of his best-​known aphorisms:

In the long run we are all dead. Economists set themselves too easy, too useless 
a task if in tempestuous seasons they can only tell us that when the storm is 
long past the ocean is flat again. (1923: 65)

The market economy works through changes in prices and this requires that 
prices can potentially have considerable economic impacts.

In particular, price changes redistribute income. Inflation even constitutes 
a form of progressive taxation. ‘The burden of the tax is well spread, cannot 
be evaded, costs nothing to collect, and falls, in a rough sort of way, in 
proportion to the wealth of the victim’ (1923:  39). The rich have more 
savings, the poor greater debts, which are reduced by inflation. This was 
the time of the German hyperinflation, and Keynes still feared inflation 
as a threat to capitalism’s existence (Clarke, S. 1988). Deflation, however, 
represented a neglected danger. Falling prices, and fear of falling prices, 
‘injures the entrepreneurs’ and ‘a general fear of falling prices may inhibit 
the productive process altogether’ (Keynes 1923: 34). As so often, Keynes 
advocates moderation.

Of the two perhaps deflation is, if we rule out exaggerated inflations such as 
that of Germany, the worse; because it is worse, in an impoverished world, to 
provoke unemployment than to disappoint the rentier. But it is not necessary 
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that we should weigh one evil against the other. It is easier to agree that both 
are evils to be shunned. (1923: 36)

Already, states can and should intervene to good effect. Keynes discusses the 
need for stable monetary policy if ‘we are to continue to draw the voluntary 
savings of the community into “investment”’ (1923: 16). The need for price 
stability also implies the need for countercyclical government intervention. 
‘[T]he time to deflate the supply of cash is when real balances are falling, 
i.e. when prices are rising out of proportion to the increase, if any, in the 
volume of cash, and that the time to inflate the supply of cash is when real 
balances are rising, and not, as seems to be our present practice, the other 
way round’ (1923: 149). This need, Keynes concludes with his usual opti-
mism, makes a managed currency ‘inevitable’, albeit he remains unwilling 
to entrust this management to a single authority and it becomes ‘doubtful 
whether the bank rate by itself is always a powerful enough instrument’ 
(1923: 68).

Keynes also identifies vested interests which might win policies against 
the national good. ‘Small savers’ and ‘the entrepreneur class’ together ‘will 
generally bring it about that a country will prefer the inequitable and dis-
astrous course of currency depreciation to the scientific deliberation of a 
[capital] levy’ (1923: 55). Workers also have some agency; wages are not 
narrowly fixed, either at some subsistence minimum or by market forces. 
Amongst other things, it is possible for wages to rise, undermining profits 
(1923: 26).

Throughout the Tract, as in all his major works except the General 
Theory, Keynes is also concerned with the interplay of international and 
domestic relations (Flanders 2019). A key theme is the tension between 
exchange-​rate stability and internal price stability. As usual, Keynes puts 
domestic priorities first. He even suggests that much-​criticised fourteenth-​
century debasements of Edward III might be judged ‘with a more tolerant 
eye if we regard them as a method of carrying into effect a preference for 
stability of internal prices over external exchanges’ (1923: 131). The book 
appeared in the context of a post-​WWI economy where Britain had not 
yet returned to gold but had followed policies keeping the pound close 
to the pre-​war parity with the US dollar, which had remained on the gold 
standard. British competitiveness continued to decline, relative to the US, 
where productivity rose more quickly, and relative to other European coun-
tries, notably France, where governments encouraged currency values to 
fall. The Tract accordingly concentrated its fire on a ‘frontal attack on one 
of the most deeply rooted and awe-​inspiring pillars of the modern world 
–​ the gold standard’ (Hansen 1953: 5).
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Gold had appeared to provide stability in the late nineteenth century and 
might yet provide the ‘best working compromise available’, but this should 
not be mistaken for, or preferred to, ‘a more scientific standard’ (Keynes 
1923: 132). Gold’s nineteenth-​century success was largely predicated on the 
wisdom of British legislators, while in the twentieth century the Federal 
Reserve was struggling to free itself from the ‘barbarous relic’ which gold 
had become and from ‘the pressure of sectoral interest: but we are not yet 
certain it will wholly succeed’ (1923: 138, 140). Keynes emphasises that 
there is nothing essentially stable about gold. New discoveries (and releases 
of gold from central banks) could reduce gold’s price or produce a general 
inflation. Difficulties obtaining gold relative to increased general production 
and demand for money could now push its price upwards. It was not as if 
‘providence watched over gold, or [as] if Nature had provided us with a 
stable standard ready-​made’ (1923: 136). Instead, ‘gold now stands at an 
“artificial” value, the future course of which depends almost exclusively on 
the policy of the Federal Reserve Board of the United States’ (1923: 134). 
There is no ‘invisible hand’ proceeding to socially optimal outcomes.

The Tract was an insightful and polemical rather than a theoretical text. 
It consolidated Keynes’s popular rather than academic reputation. At the 
same time, methodologically it remained substantially orthodox. By the 
middle of the decade, Keynes was embarked on a thoroughly and deliber-
ately scholarly work, taking further steps away from convention.

A Treatise on Money

The Treatise is a huge and difficult book, leavened by some passages that are 
less abstractly theoretical than the General Theory. It does not yet directly 
take aim at Say’s Law or rediscover Malthus as the basis for understanding 
effective demand (Brandis 1985). In at least two important related respects, 
however, it is a more radical departure from mainstream economics than 
the General Theory. First, Keynes takes a heretical position, which he 
will abandon, that savings and investment need not be equal. Second, the 
Treatise is based on an analysis of disequilibria rather than equilibrium.

To explain the heresy of the Treatise –​ that saving and investment need 
not be identical –​ it is worth beginning by saying why they might be thought 
equal. To get ahead of Keynes’s own story, the General Theory provides a 
straightforward statement. A country’s total income can be understood in 
terms of two components: that which is spent on investment and that which 
is consumed. Alternatively, income can be divided into two components: that 
which is saved and that which is consumed. So investment and saving are 
identical (Keynes 1973: 63).
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In this, as Keynes would repeatedly insist, the General Theory reverted 
to orthodoxy, against his earlier view and those of several contemporaries. 
The Treatise’s argument is worth briefly sketching. Saving and investment 
decisions are ‘taken by two different sets of people influenced by different sets 
of motives’ (2011: volume 1, 279). Keynes professes an attachment to what 
he calls the common-​sense wisdom, which seems sufficient to make a case 
that there can be saving without investment. ‘That saving can occur without 
any corresponding investment is obvious, if we consider what happens 
when an individual refrains from spending his money-​income on consump-
tion’ (2011: volume 1, 173). ‘[I]t should be obvious that mere abstinence 
is not enough by itself to build cities or drain fens’ (2011: volume 2, 148). 
Nor can changes in any inclination to save explain patterns of investment, 
and ‘the rate at which the world’s wealth has accumulated has been far more 
variable than habits of thrift have been’ (2011: volume 2, 149). Instead, the 
key is enterprise and profit. ‘It is enterprise which builds and improves the 
world’s possessions’ (2011: volume 2, 148). ‘If Enterprise is afoot, wealth 
accumulates whatever may be happening to Thrift’ (2011: volume 2, 149). 
Warming to his theme, Keynes asks:  ‘[w]ere the Seven Wonders of the 
World built by Thrift? I deem it doubtful’ (2011: volume 2, 150). It appears 
entirely possible for there to be savings without these being directed towards 
investment, either today or tomorrow. ‘Moreover, the evil is cumulative. For 
savings in excess of investment are wasted and do not materialise in any net 
increase to the wealth of the world’ (2011: volume 2, 206). Saving can occur 
without investment. Conversely, it is entirely possible, at least in the short 
term, for there to be ‘investment in excess of savings’ (2011: volume 2, 164).

The vision becomes one of instability, highlighted by Keynes’s famous 
‘illustration’ of what he sees as the follies of thrift. Imagine a community 
only producing and eating bananas (2011: volume 1: 176–​7). A thrift cam-
paign leaves the same number of bananas with fewer buyers, causing the 
price to fall. Now all the bananas are sold but at a reduced price. The con-
sumers buy the same number of bananas for less and the banana sellers 
experience losses. The banana entrepreneurs must now reduce employment 
or cut wages. Either way, the spending power of the public is reduced. 
But so long as that public continues to save in excess of (the now falling) 
investment, the process will be repeated and the growers continue to make 
losses. In this parable, the decline in output does not change the rate of 
excess of saving over investment, so there is no equilibrating force (Patinkin 
1987: 26). Short of general starvation, the abandonment of the thrift cam-
paign, or some alternative or exogenous stimulus, ‘there will be no equilib-
rium position’ (Keynes 2011 [1930]: volume 1, 178).

By insisting that saving and investment need not be equal, Keynes rejects 
the orthodox claim of adjustment by means of the interest rate. Say’s Law 
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had high interest rates stimulating saving and thence investment. A natural 
rate of interest achieved a stable equilibrium. Instead, for Keynes there is 
something closer to an inverse relationship and ‘what stimulates one retards 
the other’ (2011:  volume  1, 264). This involves a key Keynesian claim. 
Money is not neutral.

Money is, of course, the book’s central theme. Money and finance are 
reckoned analytically and economically primary. Profits (and losses) and 
the gap between savings and investment appear specifically as a result of 
monetary phenomena. Conventional wisdom sees money as primarily, if 
not only, a medium of exchange. ‘But if this is all, we have scarcely emerged 
from the stage of Barter’ (2011: volume 1, 3). Keynes instead begins the 
Treatise by insisting on the prime role of ‘Money-​of-​Account; money as that 
in which Debts and Prices and General Purchasing Power are expressed’ 
(2011:  volume 1, 3). There are important variables in the supply of and 
demand for money, in ‘the behaviour of the banking system … the cost 
of investment (so far as the purchasing power of money is concerned) and 
the value of investment … the emergence of profit and loss … the rate of 
remuneration offered by the entrepreneurs to the factors of production’ 
(2011: volume 1, 182).

Money is itself a creature of the state rather than the market. With char-
acteristic hyperbole, for at least the last 4000 years, money has been state 
money. ‘To-​day all civilised money is, beyond the possibility of dispute, 
chartalist’ (2011: volume 1, 5). Keynes depicts four kinds of money: com-
modity, things like gold and silver coins; representative money, state money 
being backed by some ‘objective’ standard as when countries are on the 
‘gold standard’; pure fiat money without even a nominal commodity base; 
and bank money, which is merely an acknowledgement of debt, except in as 
far it is joined with state money (2011: volume 1, 9). Only the first three are 
‘money-​proper’ (2011: volume 1, 15) although the distinction proves hard 
to sustain and Keynes later recalls that banks issue cheque books and that an 
unused overdraft facility is a ‘Cash Facility, in the fullest sense of the term’ 
(2001: volume 2, 43). Keynes is well aware of, and had earlier expressed 
some sympathy towards, Innes’s credit theory of money (CWXI:  465). 
The relation between credit and money and different monetary forms still 
generates controversy. Here, however, Keynes downplays any private money 
creation, and the slightly convoluted typography supports the simple con-
clusion that the state is central to monetary management.

States can intervene, controlling the supply of money, with this having 
profound effects but in complex relation with the market economy. It was 
not possible for monetary authorities to change prices merely by chan-
ging the amount of money. Although Keynes again accepts the Fisher 
quantity equation as a truism (2011:  volume  1, 233, volume  2, 5), it is 
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‘ill adapted’ for treating ‘the problem dynamically … to exhibit the causal 
process by which the price-​level is determined, and the method of transi-
tion from one position to another’ (2011: volume 1, 133). Keynes argues 
that ‘the price-​level can be affected just as much by the decisions of the 
depositors to vary the amounts of real-​balances which they … keep, as by 
the decisions of the bankers to vary the amounts of money-​balances which 
they … create’. (2011: volume 1, 228). Money could be hoarded, implying 
that there is no single velocity of circulation. Keynes goes on to develop 
what he calls ‘fundamental equations’ purporting to explain complex sets 
of interactions between changes in money supply and demand for money 
from various sources. Amongst other things, cash in the hands of workers 
and income deposits in banks also have different effects to savings deposits. 
As in the Tract, ‘a change in the available “counters”, which does not affect 
everyone’s holding equally (and in practice such changes never do), may 
have a fairly large lasting effect on relative price-​levels’ (2011: volume 1, 
92). Price changes matter.

Similarly, while Keynes, following Wicksell, accepts the idea that 
there is a ‘natural rate of interest’, ‘the rate which actually prevails [is] 
the market-​rate of interest’ (2011: volume 1, 154). The two may be very 
different, with changes unlikely to produce smooth aggregate adjustments 
as economic orthodoxy predicts. Effective interest rates are the resultant of 
complex interactions of multiple short-​ and long-​term rates (de Carvalho 
1996). There is no assumption of stability. Indeed, alternations in the terms 
of lending are at least usually the initiating variable in economic turbu-
lence (2011:  volume 1, 158). Slightly later, Keynes goes further to main-
tain that ‘[b]ooms and slumps are simply the expression of the results 
of an oscillation of the terms of credit about their equilibrium position’ 
(2011: volume 1, 184). Such volatility, however, is not simply a ‘bad thing’. 
Changing the monetary rate of interest also redistributes, with broader eco-
nomic consequences. The difference between the market and natural rate 
can induce a ‘Profit Inflation’, which is the path to economic expansion:

[S]o long as the money-​rate of interest is held at such a level that the value of 
Investment exceeds Saving, there will be a rise in the price-​level of output as a 
whole above its cost of production, which in turn will stimulate entrepreneurs 
to bid up the rates of earnings above their previous level. (2011: volume 1, 198)

Thus, ‘[a] fall in the rate of interest stimulates the production of capital 
goods not because it decreases their cost of production but because it 
increases their demand-​price’ (2011: volume 1, 211). Conversely, a rise in 
market rate of interest upsets the balance between investment and saving so 
that the price of capital goods falls (2011: volume 1, 201, 203). The rate of 
discount is the ‘governor of the whole system’. Only this is ‘subject to the 
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will and fiat of the central authority’, and only through this can it ‘influence 
the rate of investment’ (2011: volume 2, 211). A high bank rate will pro-
mote unemployment ‘until the bank-​rate is reversed or, by a chance, some-
thing happens to alter the natural-​rate’ (2011: volume 1, 206). Thus, ‘on my 
theory, it is a large volume of saving which does not lead to a correspond-
ingly large volume of investment (not one which does) which is the root of 
the trouble’ (2011: volume 1, 179). Saving need not induce investment.

Fortunately, investments, not savings, are the economic drivers 
(2011: volume 1, 280). ‘If entrepreneurs choose to spend a portion of their 
profits on consumption … the effect is to increase the profit on the sale of 
liquid consumption goods by an amount exactly equal to the amount of 
profits which have been thus expended’ (2011: volume 1, 139). Therefore, 
‘however much of their profits entrepreneurs spend on consumption, the 
increment of wealth belonging to entrepreneurs remains the same as before. 
Thus profits, as a source of capital increment for entrepreneurs, are a 
widow’s cruse which remains undepleted however much of them may be 
devoted to riotous living’ (2011: volume 1, 139). The ‘cruse’, or pot, refers 
to a biblical story in which God replenishes a poor widow’s supplies of meal 
and oil. The parable here inverts the paradox of thrift but seems to assume 
full employment and something suspiciously like Say’s Law.

Keynes later appears to qualify such conclusions, reintroducing the con-
cept of unproductive consumption that he finds in Malthus. This is ‘con-
sumption which could be forgone by the consumer without reacting on 
the amount of his productive effort’ (2011: volume 2, 125). A community 
then faces two sets of decisions:  first, between investment and consump-
tion; second, about what proportion should be consumed productively. 
Keynes argues that it is this second decision on which ‘employment and 
unemployment depend’, and that this requires a redistribution not a reduc-
tion of aggregate consumption (2011: volume 2, 126). Keynes does not pro-
vide much detail here but the implication is that a higher proportion of the 
income of the rich is likely to be wasted unproductively.

The depictions of investment as the economic driver, the re-​emphasis on 
questions of distribution, and the distinction between the productive and 
unproductive can sound almost Marxist. But Keynes’s understanding of 
profit is very different to that of Marx and to how it appears in a cor-
porate balance sheets. This might not be immediately obvious from a def-
inition as ‘the difference between the cost of production of the current 
output and its actual sale-​proceeds’ (2011:  volume  1, 123). But, as in 
Marshall, ‘costs’ are understood to include entrepreneurs’ ‘normal remu-
neration’ (2011:  volume  1, 125). Profits are zero ‘in the usual condition 
in the actual economic world of to-​day and for the equilibrium of the pur-
chasing power of money’ (2011: volume 1, 156). Profits only occur where 
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there is a stimulus to increase production. With little sense of his earlier 
Burkean warnings about future uncertainties, Keynes then justifies increased 
profits in moral terms by a trickle-​down effect, so that ‘if we consider a 
long period of time, the working class may benefit far more in the long run 
from the forced abstinence which a Profit Inflation imposes on them than 
they lose in the first instance’ (2011: volume 2, 162). Therefore, ‘so long 
as wealth and its fruits are not consumed by the nominal owner but are 
accumulated, the evils of an unjust distribution may not be so great as they 
appear’ (2011: volume 2, 163). As above, Keynes also makes clear that the 
remuneration of the factors of production comes last in the analytical story 
but that reducing wages to increase profits may be advisable.

The Treatise’s second volume also becomes more concrete, especially as 
it turns to international questions. The British authorities, in particular, had 
become adept at controlling the interest rate and the volume of cash in cir-
culation (2011: volume 2, 225–​31), but substantial difficulties potentially 
arise in managing national money in an international system. The Treatise 
was completed and published soon after the Wall Street crash and was able 
to articulate how international imbalances contributed to that debacle.

Keynes was again sceptical of claims that Britain’s pre-​war success was 
based on the gold standard and free trade rather than ‘the transitory pecu-
liarities of her position’ (2011:  volume  2, 307). The gold standard was 
itself a managed system, ‘representative money’, not an automatic self-​
equilibrating mechanism, and its use was double edged. It provided for uni-
formity and ‘prevents individual follies and eccentricities’ but ‘hampers each 
Central Bank in tackling its own national problems, interferes with pioneer 
improvements in policy the wisdom of which is ahead of average wisdom’ 
(2011: volume 2, 286). At the same time, ‘by the complexity it introduces 
and its lack of central direction it multiplies disturbances of intermediate 
magnitude’ (2011: volume 2, 287). Keynes now accepts that, pragmatically, 
a system based on gold is probably the best solution, but he doubts it will 
last for long (2011: volume 2, 389).

This, then, is the dilemma of an international monetary system –​ to preserve 
the advantages of the stability of the local currencies of the various members of 
the system in terms of the international standard, and to preserve at the same 
time an adequate local autonomy for each member over its domestic rate of 
interest and its volume of foreign lending. (2011: volume 2, 304)

If money can flow freely between countries, the lower rates of interest 
necessary to maintain investment in an old country like Britain will see 
an increase in foreign lending, exacerbating the relative decline. Workers 
cannot benefit from ‘capital accumulation, in the shape of higher wages, 
ahead of the workers in the rest of the world, except in so far as there is 
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a drag on foreign lending’ (2011: volume 2, 313). ‘Credit is like water; –​ 
whilst it may be used for a multiplicity of purposes, it is in itself undifferen-
tiated, can drip through crannies, and will remorselessly seek its own level 
over the whole field unless the parts of the field are rendered uncomprom-
isingly water-​tight’ (2011: volume 2, 319). In practice, as money was likely 
to flow abroad, ‘[i]t may be a choice between employing labour to create 
capital wealth, which will yield less than the market-​rate of interest, or not 
employing it at all. If this is the position, the national interest, both imme-
diate and prospective, will be promoted by choosing the first alternative’ 
(2011: volume 2, 376). Keynes accordingly advocates restrictions on capital 
movements and public works at home but also international cooperation 
and a supernational bank.

The Treatise said much more than it is possible to summarise here. It was 
wide ranging and ambitious, skirmishing against mainstream economics on 
many fronts. It failed to convince most critics and Keynes himself was unsat-
isfied with it, soon developing the different, and in many ways narrower, 
attack that would become the General Theory.

Conclusions

Keynes was trained by Marshall and understood economics in both its 
strengths and weaknesses in fundamentally Marshallian terms. By his own 
acknowledgement, prior to the General Theory, Keynes worked within the 
classical tradition as he redefined it. So although he mentions earlier work, 
both his criticisms and his innovations substantially develop from with 
the tradition of Marshallian marginalism. Chapter 2 described Keynes’s 
worldview as substantially individualist and idealist, and his moderately 
conservative politics sought to reform not to overthrow the system which 
marginalism rationalised. Its ‘internal’ character nevertheless lends Keynes’s 
critique particular power. Once time and money are taken seriously, in indi-
vidualist, marginalist terms, the assumptions of the quantity theory and 
Say’s Law collapse. Even accepting that individuals act in their own self-​
interest, it is a fallacy of composition to see this as automatically producing 
socially optimal outcomes. Keynes can reinforce this internal critique by 
drawing on earlier ideas, particularly of economic aggregates. Accepting a 
chartalist view of money, the state cannot be left out of economic analysis. 
At the same time, Keynes’s critique is limited. He never engages systemat-
ically with the (pre)classical tradition, or with other unorthodox economic 
thinkers. Even as he attempts to develop a dynamic analysis in the Treatise, 
he ignores what his classical forebears, particularly Marx, or contempor-
aries like Myrdal had to say about power and production. As the next 
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chapter will argue, many of the same themes recur in the General Theory, 
which also displays similar strengths and an even more powerful critique 
of the marginalist mainstream, but again an internal critique, undermining 
Keynes’s claims to have developed a general theory.

Note

	 1	 There is some anachronism in that my reading of Jevons is from the final fifth 
edition, from 1957, and of Marshall from the final eighth edition, from 1920, 
both of which long post-​date Keynes’s initial encounters.
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Keynes’s General Theory

Introduction

Keynes’s General Theory of Employment, Interest and Money is a 
notoriously difficult book, which this chapter tries to explain as simply 
as possible. Keynes could be a great stylist and the General Theory’s 
many quotable passages have enhanced its appeal. Elsewhere, how-
ever, Keynes’s prose is dense and the arguments highly technical 
and convoluted. Sympathetic critics give a flavour of the difficulty. 
Heilbroner says the book has ‘a forbidding title … and a still more 
forbidding interior’ (1999: 269). De Vroey and Hoover see it as ‘ele-
gant, but not always transparent’ (2004: 3). For Minsky it is ‘a very 
clumsy statement’ (2008: 12). Shackle bemoans its ‘passages of tor-
tuous complexity’ (1972:  209). In contrast to other great works of 
political economy like Smith’s Wealth of Nations or Marx’s Capital, 
the General Theory was never meant to be understood by non-​
specialists. It assumes knowledge of the economic orthodoxy of the 
day, summarised in the previous chapter here but which had often 
become highly abstract and specialised, where not plain ridiculous. 
Keynes does avoid the mathematical formalism which pervades 
an account like that of Pigou (1933), one of his immediate adver-
saries, and which would come to dominate modern mainstream eco-
nomics even more brutally. But Keynes professes little patience with 
other economists’ difficulties, reminding Robertson that the General 
Theory was ‘a purely theoretical work, not a collection of wisecracks’ 
(CWXIII: 518).

The difficulties of comprehension appear to be confirmed in the 
way the General Theory has been subject to widely different interpret-
ations. Keynes stresses his own revolutionary accomplishment (e.g. 
CWXIII:  492), and Davidson (2009) agrees that Keynes provides a 
fundamental rethinking of economics and perhaps of social theory in 
general. Similarly, for Varoufakis and his co-​authors:

Keynes went beyond even the most radical outsiders’ criticisms. Keynes, 
unencumbered by the ideological baggage of radicals such as Friedrich 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



101

101

Engels, Lenin and Rosa Luxemburg … was free as a bird to pick his own flight 
of fancy in search of insights into what on earth was going on. (Varoufakis et 
al. 2011: 204)

Others, including sympathetic followers, see the General Theory’s 
achievement as more modest. Lawlor (2006) sees it as formalising more 
adequately what might already have been derived from Marshall. For Dow, 
‘Keynes’s approach was to demonstrate the minimum changes to orthodox 
assumptions which would generate a result of persistent unemployment 
which would not be eradicated by market forces’ (Dow 1996: 63). Keynes 
accomplishes this demonstration of unemployment equilibrium, according 
to Dowd, by deviating from the neo-​classicals ‘with respect to only one 
assumption: that savings are a function of the rate of interest’ (2004: 127–​8).

In keeping with Keynes’s own style for setting up his arguments as a 
middle path between unacceptable alternatives (O’Donnell 1989), what 
follows steers between the more radical and conservative interpretations. 
The General Theory provides a substantial critique of standard economics 
but it does this by engaging with mainstream economics on its own terms, 
and this qualifies claims of Keynes’s radicalism. Subsequent chapters here 
go further in developing a constructive critique of what is useful and of the 
limits of Keynes’s analysis. This chapter remains largely expositional, but 
it should already be clear that it offers only one of many interpretations. It 
cannot avoid simplifying some complex and contested arguments.

As if to highlight the simplification, the next section begins with a four-​
line summary of the General Theory’s argument, written by Harrod in 1935, 
and the chapter uses this as a framing device for the subsequent sections 
on savings and consumption, on money and the rate of interest, and on 
investment and employment. There follows a brief general discussion of 
how Keynes’s vision leads to the prospect of ‘unemployment equilibrium’ 
and the possibility of state intervention to ameliorate this. A final substan-
tive section discusses dynamic change, cycles and long-​term tendencies, into 
which it suggests the General Theory provides important but subsidiary 
insights.

A very brief outline of the General Theory’s significant variables and 
relationships

Conflicting interpretations of the General Theory emerged even before the 
book was published. Keynes sent drafts to several friends and colleagues, 
with whom he becomes increasingly annoyed, amongst other things accusing 
Robertson and Hawtrey of not understanding what he was trying to do. 
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He made the same frustrated accusation to Harrod, who replies depicting 
Keynes’s argument in terms of seven variables which together determine 
the level of employment. Figure 5.1 arranges this summary as a flow dia-
gram in the style of what Sheehan (2009) labels a ‘causal map’. Keynes 
replies to Harrod by saying: ‘I absolve you completely of misunderstanding 
my theory. It could not be better stated’ (CWXIII: 557). This is therefore 
accepted as a useful simplification. It is a huge simplification but, unlike so 
many subsequent readings, Harrod’s summary is at least one which Keynes 
himself explicitly endorses.

The General Theory (Keynes 1973: 245) affirms the same independent 
and dependent variables, with just a slight change of phrasing. It emphasises 
consumption rather than saving (the two seen as simple alternatives, as will 
be discussed below) and finally it equates employment with national income. 
The following sections look at the independent variables in more detail, 
but it is worth a few preliminary comments on the overall schema and the 
interactions involved in this ‘first approximation’ (Coddington 1983: 20).

First, note that all arrows lead to employment and that it is on this which 
national income depends. The more people there are working, the more 
output, the more wealth. Employment and national income, for Keynes, 
are the ‘dependent variables’. In saying this, Keynes is challenging the 
way mainstream economics is defined in terms of exchange relations and 
simply assumes ‘a given value of employed resources’ (Keynes 1973:  4). 

Employment
[and national

income]

Marginal
ef�ciency
of capital
schedule

Investment Multiplier

Propensity
to save

[consume]

Rate of interest

Liquidity-
preference
schedule

Quantity of money

Figure 5.1  A schematic presentation of the General Theory argument (after 
Harrod, in Keynes CWXIII: 553, and Sheehan 2009).
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For Keynes, classical theory is therefore really ‘best regarded as a theory 
of distribution in conditions of full employment’ (1973: 16). This is non-
sense. Everyone knows that in practice employment and national income 
vary. Unemployment is a horrible persistent reality. ‘It may well be that the 
classical theory represents the way in which we should like our economy 
to behave. But to assume that it actually does so is to assume our difficul-
ties away’ (1973: 34). Unemployment needs to be explained, not explained 
away as an unfortunate anomaly. Equally ridiculous, the mainstream theory 
assumes that the dependent variables are constant while allowing the factors 
which determine them to vary. For example, Keynes insists, we cannot 
‘assume at the same time that income is constant and that the propensity 
to save and the schedule of the marginal efficiency of capital are variable’ 
(CWXIII: 559). Instead of assuming that everything is already in harmo-
nious equilibrium at full employment, Keynes sets himself the task of inves-
tigating what determines the actual level of employment and output.

Second, all the arrows point only in this one direction. One thing causes 
another. Taken literally, the model has far more causal determinism than 
anything Marxists would dare. The ultimate determinants, the marginal 
efficiency of capital, the propensity to consume, liquidity preference and 
the money supply appear to be independent, at least of any other economic 
variables within the model. Keynes describes them as ‘independent in the 
sense that their values cannot be inferred from one another’ (1973: 184). He 
insists, for example, that ‘one of my main points is precisely that changes in 
the propensity to spend are in themselves … wholly and of logical necessity 
irrelevant to liquidity preference’ (CWXIII: 515). Here Keynes seems to be 
saying that there is no link between the propensity to save and the interest 
rate, and this opens him to criticisms which will be discussed in Chapter 
8. As will be discussed below, the marginal efficiency of capital is all about 
expectations of future returns, which themselves depend on the state of the 
market, so one might also wonder why there is no link between this and 
the propensity to consume (Alexander 1940). Later, Keynes does acknow-
ledge complexity and a practical mutual independence. ‘The division of the 
determinants of the economic system into the two groups of given factors 
and independent variables is, of course, quite arbitrary from any absolute 
standpoint. The division must be made entirely on the basis of experience’ 
(Keynes 1973:  247). But Keynes rejects the standard practice (then and 
now) of bundling everything into simultaneous equations. It is more useful 
and more honest instead to declare conceptual priorities, even if only pro-
visionally as a ‘first-​order’ approximation, in line with common practice in 
‘ordinary discourse’ where ‘we keep “at the back of our heads” the neces-
sary reserves and qualifications’ (1973: 297, Kicillof 2018, Marshall 2009). 

Keynes’s General Theory

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



104 Keynes and Marx

Of course, this leaves scope for endless controversy. How important are the 
reserves and qualifications? How well established are the priorities?

Third, an important element of Keynes’s argument, which Figure 5.1 
does not make clear, is that he insists that savings and investment are equal. 
By definition, they are the same. As mentioned in the previous chapter, 
his argument for this is simple. Total income can be understood as being 
divided into two parts: that which is invested and that which is consumed. 
But total income can also be divided into that which is saved and that which 
is consumed. So investment and saving are identical.

I regard them as being merely different names for the same phenomenon 
looked at from different points of view. Saving is a name given to a certain 
quantity looked at as the excess of income over consumption. Investment is the 
name given to the same quantity regarded as the constituent of income other 
than consumption. (CWXIII: 551)

Any apparent discrepancy between saving and investment is the result of 
an ‘optical illusion due to regarding an individual depositor’s relation to 
his bank as being a one-​sided transaction’ (1973: 81). Of course, individ-
uals may save or invest different amounts, but for the whole economy they 
must be identical. Keynes insists that in maintaining this identity he is being 
orthodox. What he regards as ‘the classical school proper has accepted the 
view that they are equal’ (1973: 177). ‘All the classical economists, including 
in particular Marshall and Pigou, have always held precisely the view that 
I hold, that savings and investment are necessarily and at all times equal. 
There is no difference between us on this heading’ (CWXIV: 15). The insist-
ence on the identity of investment and savings contrasts with arguments 
of potential divergence made by some of Keynes’s contemporaries like 
Robertson and that are crucial to Keynes’s own arguments in the Treatise 
on Money and to several later readings of Keynesian economics (Mattick 
1971, Heilbroner 1999, Harman 2009). The identity means that in Figure 
5.1 it might be more accurate to bring together the boxes for investment and 
the propensity to save. They are at least unbreakably linked.

Fourth, Keynes’s challenge to orthodoxy instead now involves a con-
ceptual downgrading of savings and investment. Once again: ‘Savings and 
investment are the determinates of the system, not the determinants. They 
are the twin results of the system’s determinants, namely, the propensity to 
consume, the schedule of the marginal efficiency of capital and the rate of 
interest’ (1973: 183). Notably, and in sharp contrast to conventional eco-
nomic thinking, no arrows in Figure 5.1 run from consumption, savings or 
investment to the rate of interest. It is worth briefly reflecting on how this 
already means rejecting Say’s Law, the suggestion that all markets, including 
labour markets, ‘clear’ perfectly and that unemployment is an impossibility. 
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As discussed in Chapter 4, even mainstream writers could be quite cautious 
and their acceptance of Say’s Law could be implied rather than explicit. 
However, they continued to operate at least ‘as if’ unemployment was 
an impossibility, with savings and investment being brought into balance 
through changes in the interest rate. For Keynes, as above, savings and 
investment are already exactly equal. There is no such equilibrating mech-
anism. Amongst other things, the rate of interest does not have a straightfor-
ward relation with savings and consumption. ‘It has long been recognised 
… that the total effect of changes in the rate of interest on the readiness to 
spend on present consumption is complex and uncertain, being dependent 
on conflicting tendencies’ (1973: 93). Indeed ‘the short-​period influence of 
the rate of interest on individual spending out of a given income is sec-
ondary and relatively unimportant’ (1973: 94). In particular, as discussed 
below, for Keynes the rate of interest and thence investment is determined 
not (or at least not simply) by decisions to consume or save but by liquidity 
preference and the supply of money from the central bank. This means that 
money is not ‘neutral’, in the jargon: it does not automatically bring supply 
and demand into line at an optimum level. What people do with money, 
notably in terms of valuing it for itself, has impacts on the wider economy. 
There may be equilibrium with full employment. Or there may not. Keynes 
stresses that his prefix ‘general’ is used to distinguish his theory from the 
classical assumption of market clearing and full employment, which is 
‘applicable to a special case only’ (1973: 3). The greater generality means 
that what the ‘classics’ regarded as anomalies, particularly the persistence of 
unemployment, were things that had to be integrated into the theory.

Fifth, Keynes is concerned with aggregates. He is thinking in ‘macro’ 
terms. This provides a second sense in which his theory is general 
(1973:  xxii). Aggregates matter in a way not (fully) appreciated by the 
economic orthodoxy. The invisible hand, channelling self-​interested indi-
vidualism into economic and social gain, should disappear from analysis as 
surely as it is absent from real life (O’Donnell 1989). Therefore, although 
in many respects Keynes remains the loyal student of Marshall, he cannot 
wholly accept a partial equilibrium approach because it requires implausible 
assumptions that particulars do not influence the whole (Chick 1983: 14). 
There is an ineliminable ‘composite character of Keynes’s argument’ 
(Milgate 1987: 44). As discussed in Chapter 2, Keynes often stresses organic 
wholes and the need to recognise interdependence (1973: 297, CWXIV: 11–​
12). An important practical implication is that it is insufficient to sum the 
rational self-​interest of each individual to obtain maximum social welfare. 
For example, Keynes argues:
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The rise in the rate of interest might induce us to save more, if our incomes 
were unchanged. But if the higher rate of interest retards investment, our 
incomes will not, and cannot, be unchanged. They must necessarily fall until 
the declining capacity to save has sufficiently offset the stimulus to save given 
by the higher rate of interest. The more virtuous we are, the more determinedly 
thrifty, the more obstinately orthodox in our national and personal finance, 
the more our incomes will have to fall when interest rises or long-​term expect-
ation continues adverse. (CWXIII: 449, see also 1973: 111)

Amongst other things, instead of supply creating its own demand, real 
competition means ‘producers want cheap labour but rich consumers. The 
balance is struck at the point of effective demand’ (Chick 1983: 109). Wage 
cuts, good for any individual employer, might undermine consumption and 
be bad for the system as a whole.

Sixth, most of the General Theory substantially shares with the main-
stream a static or stationary approach, which depicts the economy in 
equilibrium terms. There are a couple of chapters that suggest something 
more dynamic, and questions of volatility and long-​term change will be 
discussed below. But most the General Theory provides a ‘snap-​shot’ of 
what Keynes is well aware is really a dynamic system. The first eighteen 
chapters, according to Kregel, rely on a model of ‘stationary equilibrium’. In 
doing this, Keynes seeks to separate the slowly changing factors from those 
with a more immediate impact on the particular questions he addresses. So 
the variables that Keynes posits as ‘givens’ are not necessarily assumed to 
be ‘constant’ (Kregel 1976: 218) and would not be constant if reconceived 
over a longer period. But for the most part, Keynes does share conventional 
assumptions of ‘a given state of technique, resources and costs’ (1973: 23). 
These factors are therefore put beyond the scope of analysis. There is an 
implicit time dimension, in that expectations of the future enter into pre-
sent calculations, but there is little sense of how the future is predicated 
on dynamic, technological change (Kregel 1976). Keynes’s approach is 
therefore more orthodox than that of other critics, like Marx of course, 
but also contemporaries like Myrdal and Lindahl, who try to theorise the 
economy in dynamic terms. Keynes insists: ‘I’m far more classical than the 
Swedes, for I am still discussing the conditions of short-​period equilibrium’ 
(CWXIV: 183). Keynes himself later acknowledges the lack of dynamism 
in the General Theory as a significant shortcoming (CWXIV: 283). When 
Shove accuses him of being ‘too kind to the “classical” analysis as applied 
to the individual industry and firm’, Keynes quickly concedes ‘you are 
probably right’ (CWXIV:  1–​2). Keynes’s short-​run equilibrium approach 
does at least imply that his theory is somewhat less general than he would 
have us believe. In some respects, however, this approach makes Keynes’s 
challenges to mainstream thinking more telling. He shows that there can be 
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unemployment equilibrium, even accepting important mainstream premises 
and a comparative static approach (Moggridge 1976). In particular, Keynes 
can show that claims that labour markets should ‘clear’ perfectly, that 
unemployment is an impossibility, are misplaced even on the mainstream’s 
own terms. Unemployment is not the result of some unfortunate disturb-
ance or cyclical disequilibrium: it is endemic, precisely an equilibrium phe-
nomenon (Tabb 1999).

Finally, before examining Keynes’s variables in more detail, it is also 
worth flagging that given what was just said about most of the analysis 
being one of equilibrium, Keynes’s language can be confusing. Time and 
again he apparently discusses change, increases or decreases in one or other 
of his variables. This should be understood as compatible with the static 
analysis, as identifying (again with standard economic convention) tenden-
cies of particular variables to change in one direction and how this tends to 
provoke corresponding changes in other variables. (We understand that the 
ball at the bottom of a well is in stable equilibrium because a ‘movement’ 
upwards provokes a counter-​acting downward force.) Somewhat similarly, 
the analysis is simultaneously static but concerned with how what people 
know, or do not know, about the future impacts on their decisions in the 
present.

Consumption, saving and the multiplier

Of Keynes’s independent variables, the marginal propensity to consume is 
probably the most straightforward. It is simply defined as ‘the functional 
relationship between [income] … and expenditure on consumption out of 
that income’ (1973: 90). It is the proportion of income consumed.

For Keynes to posit consumption as an independent variable is itself 
something of an innovation (Sheehan 2009). There are precedents, notably 
in the work of the institutional economist Veblen, but as usual Keynes’s 
analysis is shaped by his engagement with orthodoxy. According to neo-​
classical ideas of utility, people just happen to have particular wants, which 
they satisfy as best they can on the market, at most weighing present against 
future utility (Jevons 1957, Fisher 1907). In practice the economic main-
stream simplified further, tending to take consumption as the residual of 
decisions to save (Sheehan 2009). For Keynes, consumption becomes some-
thing more complex and less arbitrary. He suggests ‘thinking in terms of 
decisions to consume … rather than of decisions to save’ (1973: 65). Saving 
‘is no longer the dog but the tail’ (Keynes, cited in Skidelsky 1992: 453).

Keynes initially stresses that the propensity to consume, like the atti-
tude to liquidity and the marginal efficiency of capital, is a psychological 
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phenomenon, which lies ‘truly within the power of the individual’ 
(1973: 65). He nevertheless begins with a quite lengthy discussion of a range 
of ‘objective’ and ‘subjective’ factors, with a chapter devoted to each of the 
two types (1973: 91–​108).

To take these in order, Keynes begins by describing six ‘objective factors’ 
(1973:  89). The first of these refers to changes in workers’ ‘wage units’. 
The next three refer to entrepreneurs: to changes in income net of invest-
ment, to windfall changes in capital values and to changes in the rate of 
time discounting. The fifth objective factor is changes in fiscal policy and 
the sixth ‘[c]hanges in expectations of the relation between the present and 
the future level of income’ (1973: 95). Exactly why this last is an ‘objective’ 
factor, is perhaps unclear, but it is anyway included, says Keynes, only for 
‘formal completeness’. Here, expectations are thought ‘likely to average out 
for the community as a whole’ and are ‘a matter about which there is, as a 
rule, too much uncertainty for it to exert much influence’ (1973: 95).

Keynes then elaborates eight subjective motivations ‘which lead indi-
viduals to refrain from spending’. He summarises these as ‘Precaution, 
Foresight, Calculation, Improvement, Independence, Enterprise, Pride and 
Avarice’ (1973:  108). These are weighed against ‘a corresponding list of 
motives to consume such as … Generosity, Miscalculation, Ostentation 
and Extravagance’ (1973: 108). On top of these individual motivations we 
have four business motivations. These are ‘[t]he motive of enterprise … The 
motive of liquidity … The motive of improvement … [and] The motive of 
financial prudence and the anxiety to be “on the right side”’ (1973: 108–​9). 
This is one of the few places where the General Theory explicitly refers to 
‘corporations’ rather than to individual ‘entrepreneurs’ and stresses institu-
tional rather than private interests. It is also worth noting that ‘liquidity’ has 
quietly entered the story here, and as an institutional rather than individual 
preference, even if this plays little role in the subsequent theory. There 
would appear to be numerous influences on consumption.

Keynes decides, however, that the subjective factors, tastes and habits, as 
much as social structures, are ‘unlikely to undergo a material change over 
a short period of time except in abnormal or revolutionary circumstances’ 
(1973: 91). This allows them to be taken as given. The apparently complex 
consumption variable turns out to vary rather little. Most of the different 
factors are reckoned to have only trivial impacts, to cancel each other or to 
be stable in the short term (Lekachman 1967).

The major exception is changes in income and the concomitant changes 
in the propensity to consume. While still under the heading of ‘objective 
factors’, Keynes introduces:
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The fundamental psychological law, upon which we are entitled to depend 
with great confidence both a priori from our knowledge of human nature and 
from the detailed facts of experience … that men are disposed, as a rule and on 
the average, to increase their consumption as their income increases, but not 
by as much as the increase in their income. (1973: 96)

This famous assertion has provoked much controversy around whether 
the changes are in absolute or relative terms. Keynes repeatedly insists 
that his main point, at least, is only that a greater absolute amount will 
be saved: ‘when aggregate income increases, consumption expenditure will 
also increase but to a somewhat lesser extent. This is a very obvious conclu-
sion’ (CWXIV: 120).

At the risk of getting ahead of the descriptive narrative, this simple 
hypothesis has potentially profound implications for investment, underpin-
ning the influential idea of the multiplier. The idea of cumulative spillovers 
had ‘made sporadic appearances’ in the economics of the nineteenth century 
and reappears in different versions in the 1930s (Laidler 2006: 48, Dimand 
2019c). Keynes acknowledges Kahn’s (1931) precedence (CWIX: 86–​125). 
The idea is most easily grasped in the way investments in one area also 
benefit that sector’s customers, workers and suppliers, from whom there 
are further knock-​on effects. But if this seems intuitively plausible, it is also 
obvious that spillovers are not infinite, and Kahn’s and Keynes’s formalisa-
tion addresses this.

The idea can be ‘telescoped’ into a single moment, compatible with 
Keynes’s static approach by simply recalling that investment is equal to 
saving and that the marginal propensity to save (or consume) is a def-
inite fraction of income (CWVII: 122, Skidelsky 1992). Using some simple 
algebra, which can be safely ignored, from the above, the change in con-
sumption (ΔC) can be written as a function (χ) of the change in income (ΔY). 
This function is less than one, because the point is precisely that not all of 
the extra income will be consumed.

ΔC = χ. ΔY

It was also noted above that Keynes sees aggregate income (Y), as composed 
of consumption (C) and investment (I). Similarly, any change in aggregate 
income is composed of the change in consumption and investment.

Y = C + I and
ΔY = ΔC + ΔI
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We can then rephrase the above by saying that the change in income is equal 
to the change in income multiplied by the marginal propensity to consume 
plus the change in investment.

ΔY = χ. ΔY + ΔI

So now the change in investment is given by the change in income less the 
change in income multiplied by the propensity to consume.

ΔI = ΔY –​ χ. ΔY
ΔI = ΔY (1 –​ χ)

Or, conversely, the change in income is equal to the change in investment 
divided by the fraction not consumed.

ΔY = ΔI /​ (1 –​ χ)

This means that the change in income is a definite fraction of the change 
in investment, and this is greater than one. Therefore ‘incomes will neces-
sarily be increased at a rate which will normally exceed the rate of increased 
investment’ (1973: 82). For example, if the propensity to consume is a half, 
income increases by twice the increase in investment. ‘But there is always a 
formula, more or less of this kind, relating the output of consumption goods 
which it pays to produce to the output of investment goods; and I have given 
attention to it in my book under the name of the multiplier’ (CWXIV: 121).

Keynes describes two extremes. If the marginal propensity to consume is 
near unity, ‘small fluctuations in investment will lead to wide fluctuations 
in employment; but, at the same time, a comparatively small increment of 
investment will lead to full employment’ (Keynes 1973: 118). If it is near 
zero, fluctuations will be small but large investments would be needed to 
produce full employment. ‘In actual fact’, Keynes suggests, ‘the marginal 
propensity to consume seems to lie somewhere between these two extremes 
… the worst of both worlds, fluctuations in employment being considerable 
and, at the same time, the increment in investment required to produce full 
employment being too great to be easily handled’ (1973: 118). Nevertheless, 
if, somehow, it were possible to increase investment, it would become pos-
sible to achieve greater increases in income. The General Theory continues 
with Keynes’s famous discussion of ‘Pyramid-​building, earthquakes, even 
wars … digging holes in the ground known as gold mining’ (1973: 129).

This immediately suggests that government intervention to stimulate 
investment can increase the size of the economy. Building ‘houses and 
the like’ would be better policy, but even burying bottles stuffed with 
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banknotes ‘would be better than nothing’ (1973: 129). Keynes’s examples 
come dripping with irony, always a dangerous mode, always liable to mis-
interpretation. As Keynes explains to Beveridge, ‘[y]ou will not, of course, 
imagine that I am advocating digging holes in the ground. What I advocate 
is the application of labour to productive investment, and, if there were no 
productive investments left, then I should distribute incomes more equally 
so as to increase consumption’ (CWXIV:  58). The multiplier does, how-
ever, identify a logic of increased employment and income on whatever the 
expenditure is aimed at.

The multiplier undermines crude liberal arguments that government 
spending would ‘crowd out’ the private sector. These arguments (impli-
citly) assume that full employment already exists. Conversely, the multi-
plier assumes some level of unemployment (Mann 2017b), otherwise 
increased investment would not be able to employ more workers and raise 
aggregate income. ‘Furthermore, if our assumption is correct that the mar-
ginal propensity to consume falls off steadily as we approach full employ-
ment, it follows that it will become more and more troublesome to secure 
a further given increase of employment by further increasing investment’ 
(1973: 127). There are questions of degree and of the relative efficacy of any 
extra spending.

Lekachman (1967) identifies four reasons why there could be some 
‘crowding out’. First (going beyond Keynes’s model discussed above) gov-
ernment demand could raise interest rates, discouraging private investment, 
although as a feedback effect this is intrinsically less than the invest-
ment being stimulated. Keynes says that ‘governmental loan expenditure 
will divert resources which would otherwise have been employed by pri-
vate enterprise –​ though only to a slight extent until full employment is 
being approached’ (CWXIII:  460). Second, state investment producing 
excess supply might adversely affect confidence. As Keynes writes, ‘[t]wo 
pyramids, two masses for the dead, are twice as good as one; but not so 
two railways from London to York’ (1973: 131). Third, again as Keynes 
makes clear, some of the stimulus would spill abroad in an open economy 
(1973: 120). Fourth, the marginal propensity to consume might be lower in 
a richer community (Lekachman 1967). This last qualification, in particular, 
requires some comment on the original hypothesis and the controversies it 
stimulated.

There are quite sharply different readings of Keynes’s psychological law. 
A persistent interpretation suggests that Keynes thought people would spend 
relatively less of their income the richer they became (see e.g. Mann 2017b). 
Immediately after the passage cited above, Keynes himself writes that ‘a 
greater proportion of income [will] … be saved as real income increases’ 
(1973: 97). He writes to Robertson: ‘As wealth increases, undoubtedly the 
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marginal propensity to consume diminishes’ (CWXIV: 92). Keynes, how-
ever, emphatically denies that this was part of his ‘fundamental psycho-
logical law’. When it was pointed out to him (by his colleague and adversary 
Pigou) that people were reading him in this way, Keynes responded quickly 
and rather angrily. ‘My assumption is that when incomes increase there is a 
larger absolute amount of saving. As regards larger proportions, I make no 
assumption’ (CWXIV: 272).

At very low income, proportions surely change. At subsistence it is impos-
sible to save at all, and a poor individual or community can save very little. 
As wealth increases, so can savings. Fisher (1907), the arch-​marginalist on 
whom Keynes drew extensively, thought that the feckless poor were always 
likely to value current consumption more highly. But, conversely, the mod-
erately poor might experience a greater need to lay something by. If con-
sumption really is a choice, it seems hard to generalise. Even the absolute 
increases Keynes insists upon might want qualification. Keynes was an 
admirer of Malthus, so he was aware of the possibility of disproportion-
ately large levels of consumption, and thence of any consumption gap, being 
met, by the high-​spending idle rich. Were saving to increase absolutely but 
proportionately, then any significance as an economic variable in Keynes’s 
system purporting to explain employment and income would seem to dis-
appear. It would still allow the multiplier as a more or less effective policy 
tool, but neither redistribution nor growth would necessarily upset the eco-
nomic apple cart.

Perhaps more importantly, for Keynes, there are processes of adjustment. 
There is no reason to assume that income and consumption rise in tandem. 
That alone is devastating for Say’s Law and the mainstream (Chick 1983). 
In particular, as income changes, people’s consumption habits are likely to 
adjust relatively slowly. So increasing wealth may, at least initially, tend to 
lower the marginal propensity to consume. ‘In the short run there is a good 
deal of evidence to suggest that the proportion of income spent on con-
sumption does change as income changes –​ because the amount spent on 
consumption changes rather slowly’ (Stewart 1972: 83). People then adjust 
their behaviour but still with a higher level of saving than that with which 
they began. Later in the General Theory, in discussing ‘The Employment 
Function’, Keynes derives functions for elasticities of employment by 
industry and considers the uneven effects of changes in aggregate expend-
iture (1973: 280–​6). Here Keynes argues that spending will not rise pro-
portionally across industries, ‘partly because individuals will not, as their 
incomes rise, increase the amount of the products of each separate industry, 
which they purchase in the same proportion and partly because the prices 
of different commodities will respond in different degrees to increases 
in expenditure upon them’ (1973:  286). This point about capitalism’s 
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heterogeneity will be developed in Chapter 6. Keynes does not take it far but 
it allows that real consumption decisions, changes in quality as well as in 
quantity (whether absolute or relative), potentially matter (Hansen 1953).

Consumption is an important part of Keynes’s story, neglected by the 
standard supply-​side orientation. Consumer demand becomes a variable, 
subject to individual decisions and individual psychology. Keynes, how-
ever, while accepting that demand might be influenced by ‘other factors 
such as taxation, confidence, the discount rate or even the long-​term rate 
of interest’ (1973: 91–​5), fairly quickly shuts off most of the variability, 
and downplays the role of consumption decisions influencing, or being 
influenced by, either investment or the rate of interest, which are safely 
quartered in a different area of his scheme. Amongst other things, this 
relative de-​emphasis calls into question interpretations which see con-
sumption or demand management as the essence of Keynesianism. At the 
very least there is much more than this to the General Theory (Backhouse 
and Bateman 2006, Chick 1983).

Money and interest

In the General Theory Keynes is concerned with the consequences of a mon-
etary economy. In contrast to his earlier Treatise, he says little about the 
origins of money, assuming it is supplied by the authorities. The preface 
insists that ‘whilst it is found that money enters into the economic scheme 
in an essential and peculiar manner, technical monetary details fall into 
the background’ (1973: xxii). Rather, the work ‘is primarily a study of the 
forces which determine changes in the scale of output and employment as a 
whole’ (1973: xxii). The argument is that the problems of investment and 
consumption arise in a specifically monetary economy, an economy where 
money matters, where money is not ‘neutral’. Keynes argues that orthodoxy 
is fatally flawed, ‘the flaw being largely due to the failure of the classical doc-
trine to develop a satisfactory theory of the rate of interest’ (CWXIII: 489). 
He rejects the essentially magical idea that the rate of interest is a return 
to saving or waiting. ‘For if a man hoards his savings in cash, he earns no 
interest, though he saves just as much as before’ (1973: 167). Nor can rates 
of interest be understood as a straightforward product of the market’s push 
and pull of demand for investment funds and supply of savings. Instead, 
the lines of determination run from interest to investment and savings, not 
in the other direction. Keynes later qualifies the ‘not’: there may be a reflux 
process. But the interest rate is understood to be fundamentally a monetary 
phenomenon, independent of the ‘real’, a product of the supply of money 
and the demand for liquidity.
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As above, the supply of money is understood as determined by the mon-
etary authorities: by the central bank. Keynes says little about this, broadly 
assuming the analysis of his earlier state-​based or chartalist account of the 
Treatise, although that earlier work and many of Keynes’s followers put 
much more emphasis on bank credit and its relation with state money. The 
General Theory does discuss how money needs to have certain properties, in 
particular a near-​zero elasticity of production (private agents cannot manu-
facture it) and of substitution (other things cannot be used as money and 
money cannot be used for other things) (1973:  230–​1). State fiat money 
and an adequately regulated banking system are understood to be able to 
achieve these objectives.

The idea of liquidity preference is more original and more slippery. 
For the classics, money merely facilitates otherwise barter-​like exchanges. 
Nobody wants money itself: it is only a means to an end of buying useful 
goods. Time does not really matter and purchases, excepting a few unfortu-
nate and theoretically uninteresting delays, occur instantaneously. Because 
the market is efficient, it would be irrational to save. Money could always be 
employed, either satisfying immediate wants or put to work earning more 
money. Against this, Keynes begins with what he describes as ‘the ancient 
distinction’ between money for transactions and money as a store of wealth. 
For the ‘pre-​classics’, like Smith, Malthus and Marx, money was not only 
needed for transactions but could also store value. For Keynes, rather than 
physical hoards, liquidity is more typically simply equated with ‘a bank 
balance’ (1973: 168), but on several occasions after the publication of the 
General Theory he seems to equate liquidity preference with hoarding pure 
and simple (CWXIV: 70, 116, 117, 213). At the very least, Keynes’s concept 
extends long-​standing ideas and hoarding constitutes ‘a first approximation’ 
(1973: 174). The demand for money and monetary instruments cannot be 
conceived as simple miserliness.

Keynes’s summary suggests three reasons for having a liquidity preference:

(i) the transactions-​motive, i.e. the need of cash for the current transaction 
of personal and business exchanges; (ii) the precautionary-​motive, i.e., the 
desire for security as to the future cash equivalent of a certain proportion 
of total resources; and (iii) the speculative-​motive, i.e. the object of securing 
profit from knowing better than the market what the future will bring forth. 
(1973: 170)

The transactions-​motive includes both income and business aspects, 
while both these and the precautionary-​motives can be seen as responses 
to the level of income or economic activity (Mann 2017b). Both could be 
assimilated without too much trauma into traditional accounts, although 
precautionary demand already raises issues of time and uncertainty. Where 
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in the mainstream story there is no prospect of rainy days to come, uncer-
tainty means that it often makes sense to hold money or other assets that 
could readily be converted into cash, rather than immediately spending 
income entirely on ‘produced’ goods. For Keynes, ‘the importance of 
money essentially flows from its being a link between the present and the 
future’ (1973:  293–​4). ‘[O]ur desire to hold money as a store of wealth 
is a barometer of the degree of our distrust of our own calculation and 
conventions concerning the future … The possession of actual money lulls 
our disquietude’ (CWXIV:  116). Liquidity preference is a desire not for 
wealth for its own sake but for money that can be used when unforeseeable 
circumstances require (de Carvalho 1996).

Questions of time and uncertainty become central to the speculative 
motive, which brings more life into Keynes’s system. Again this depends on 
‘the existence of uncertainty’ (1973: 168), but if pessimism predominates in 
the precautionary motive, it is now a view that the future can bring better 
returns, which may increase liquidity preference. Here, the specific interests 
of financiers become central. Amongst other things, people are uncertain 
about the future rate of interest (1973: 169), different estimates of which 
lead to changes in liquidity preferences (1973: 169). Expected variations in 
the interest rate impact in turn on other financial assets offering a return, 
like shares (Panico 1987). Money will be spent, even borrowed and spent, 
if there is an expectation that stock prices will rise. Conversely, money 
will be held rather than spent if the ‘bears’ outnumber the ‘bulls’, if there 
are expectations of a decline in tomorrow’s security prices (Lekachman 
1967:  86). Changing expectations can become a self-​fulfilling prophecy. 
There follow Keynes’s famous examples; games of Snap and Old Maid and 
newspaper competitions in which success depends guessing others’ opinions 
… of others’ opinions. ‘We have reached the third degree where we devote 
our intelligence to anticipating what average opinion expects average 
opinion to be’ (1973: 156). Buying shares ‘for keeps’ may be a bad strategy 
if the public value assets more lowly (1973: 155). Interest rates will them-
selves now rise and fall according to such changes in demand. Interest is the 
‘reward for parting with liquidity’ or the ‘“price” which equilibrates the 
desire to hold wealth in the form of cash with the available quantity of cash’ 
(1973: 167). Such desires for liquidity are at least substantially subjective 
and again emphasise expectations as an important economic variable.

For many subsequent Keynesians, particularly those identifying as ‘post-​
Keynesians’, the fact that the future is inherently unknowable becomes the 
essential element of their economics. According to Minsky, ‘Keynes without 
uncertainty is something like Hamlet without the Prince’ (2008:  55). 
Uncertainty and expectations matter to both liquidity preference and invest-
ment decisions (discussed below, but themselves also dependent on interest 
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rates). Both liquidity preference and investment become potentially pre-
carious, not mechanically determined by structural factors. However, as 
discussed in Chapter 2, it is not clear that Keynes himself gives quite such 
a leading role to uncertainty, and he also endorses some more mechanical 
reinterpretations of his theory (Backhouse and Bateman 2011). Keynes’s 
philosophy need not send us into a world of radical indeterminism. In an 
apparent climb-​down from some earlier hyperbole, Keynes continues that 
the rate of interest is a ‘highly conventional, rather than a highly psycho-
logical phenomenon. For its actual value is largely governed by the prevailing 
view as to what its value is expected to be’ (1973: 203). But at the very least 
there is a potentially volatile demand for liquidity and this, alongside the 
supply of money by the authorities, provides Keynes with an alternative to 
orthodox explanations of the rate of interest, which simply presuppose it as 
the rate which produces market-​clearing equilibrium.

Priorities are reversed. The monetary is not determined by, but has ser-
ious implications for, savings and investment. For Keynes, ‘[t]he influence of 
changes in the rate of interest on the amount actually saved is of paramount 
importance, but it is in the opposite direction to that usually supposed’ 
(1973: 110). High interest rates might provoke individuals to save propor-
tionally more, but the first impact is to reduce total investment, so savings 
also fall. Therefore, in Keynes’s alternative vision of the monetary economy, 
the demand for money as a store of value does not generate demand for 
investment or provide new funds for investors in the broader sense of the 
term (Chick 2019). ‘Say’s Law breaks down’ (Brothwell 1988: 48–​49). The 
classical position collapses.

There is some ambiguity about whether Keynes completely dismisses 
decisions in the real economy in interest rate determination or merely thinks 
them relatively unimportant. To Hawtrey, he wrote:

I am unable to see that the changes in the schedule of the marginal efficiency 
of capital have any obvious or predictable effect on the liquidity function. I 
do not exclude the possibility, because in economics everything affects every-
thing else, but I can discover no simple or direct relationship such as has been 
commonly supposed to relate the productivity of capital to the rate of interest. 
(CWXIV: 11–​12)

Meanwhile, to Hicks he insists that ‘my remark is to the effect that an 
increase in the inducement to invest need not raise the rate of interest. I 
should agree that, unless the monetary policy is appropriate, it is quite 
likely to’ (CWXIV:  80). Later Keynes goes further still, writing that ‘the 
increased demand for money resulting from an increase in activity has a 
backwash which tends to raise the rate of interest’ (CWXIV: 110). Here, at 
least, it appears to become a question of priorities. Subsequently, Keynes 
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would introduce a fourth source of liquidity preference; the finance-​
motive (CWXIV:  201–​215), which explicitly acknowledges firms’ invest-
ment demand. He even describes this as the ‘coping-​stone’ of his theory 
(CWXIV: 220). However, it remains unclear exactly how far this modifies 
the substance of the General Theory’s analysis. Keynes later suggests not 
much (Dow 2019, Chick 2019). It seems reasonable to maintain that the 
fundamental claim remains that the rate of interest is not determined pri-
marily by the propensities to consume and invest but by ‘external’ forces 
–​ by the monetary authorities and in the financial sphere –​ and that it hangs 
on psychology and convention. Not least, with an unmissable air of ana-
lytical circularity, interest rates hang on expectations of what interest rates 
themselves are expected to be (1973: 203, Fitzgibbons 1988, Kicillof 2018).

The other crucial determinant is policy and the supply of money by the 
authorities. Governments can intervene effectively. Through open-​market 
operations, they can lower or raise interest rates by buying or selling secur-
ities (Lekachman 1967). Unfortunately, Keynes identifies an important 
asymmetry. ‘For whilst a weakening of credit is sufficient to bring about a 
collapse, its strengthening, though a necessary condition of recovery, is not 
a sufficient condition’ (1973: 158). So monetary policy is the first call, but 
it may prove insufficient.

Investment and employment

Investment and employment have been left to last, but as the full title makes 
clear, in The General Theory of Employment, Interest and Money, employ-
ment and unemployment are at the forefront of Keynes’s analysis. Indeed, 
‘my doctrine of full [sic] employment is what the whole book is about! 
Everything else is a side issue to that’ (CWXIV: 24). Keynes remains quite 
close to orthodoxy in his understanding of investment but is much more 
critical of the orthodox treatment of labour and labour markets.

To first consider investment, Keynes introduces his important concept of 
the marginal efficiency of capital, defined somewhat inelegantly ‘as being 
equal to that rate of discount which would make the volume of the series 
of annuities given by the returns expected from the capital asset during its 
life just equal to its supply price’ (1973: 135). It is essentially the expected 
rate of return on investment or rate of profit. Note again expectations as a 
significant qualifier. Keynes accepts what he calls the first classical postulate. 
Entrepreneurs are motivated by profit. They pay for capital and employ 
labour up to the point where they expect it will no longer pay to do so. 
Their costs to other firms are paid appropriately, and wages are similarly 
‘fair’ in the sense of being equal to the marginal product of labour. Keynes 
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assumes that firms are small, and usually describes them as individual 
entrepreneurs, so there is no monopolistic mark-​up or distortion of the 
market. The demand for their products is not affected by their own output. 
Firms have ‘horizontal demand curves’, in the jargon (Chick 1983:  39). 
Firms sell output to consumers or other entrepreneurs, with profits simply 
the excess of the output over costs. As above, the approach is essentially 
static and Keynes sees entrepreneurs making decisions at moments when 
much can reasonably be taken as ‘given’: the skill and quantity of labour; 
the quality and quantity of equipment; technique; competition; consumer 
habits and tastes; disutilities of labour; supervision and organisation; and 
broader social structures.

The reference to the rate of discount in Keynes’s definition of the marginal 
efficiency of capital emphasises that investment is related to borrowing costs 
and is something that Keynes believes will only occur if expected returns 
are at least equal to the rate of interest. Keynes argues that ‘the inducement 
to invest depends partly on the investment demand-​schedule and partly on 
the rate of interest’ (1973: 137). The mere expectation of profits is not suf-
ficient to motivate investment; expected returns need to be higher than the 
expected rate of interest (1973:  143–​4). Otherwise, it would not pay to 
borrow in order to invest, or it would pay to put retained earnings in the 
bank rather than investing. Entrepreneurs evaluate the supply price of cap-
ital and the prospective yield.

Any difference with mainstream economics here is in the role Keynes 
affords to expectations (Marglin and Bhaduri 1990). It is expectations of 
future returns which will determine whether or not investments take place. 
Again, and as discussed in Chapter 2, it is not always clear how far Keynes’s 
ideas of radical uncertainty inform the General Theory analysis. Minimally, 
various factors can affect confidence, in both the short and long term, 
so the marginal efficiency escapes precise determination. Entrepreneurs 
really do ‘act’ in the sense of making creative, transformative decisions 
(Davidson 2009:  113). ‘[S]hort-​term expectations will largely depend on 
the long-​term (or medium-​term) expectations of other parties’ (1973: 47), 
and given the impossibility of telepathy, decisions are made in situations 
where entrepreneurs cannot know what others will do (Varoufakis et al. 
2011). Experiences will change expectations, but adjustments, including 
any increase or decrease in employment, take time (1973:  48). The ana-
lysis can seem to throw everything onto questions of psychology. ‘If human 
nature felt no temptation to take a chance, no satisfaction (profit apart) 
in constructing a factory, a railway, a mine or a farm, there might not 
be much investment merely as a result of cold calculation’ (1973:  150). 
Fortunately, however, Keynes sees ‘a spontaneous urge to action rather 
than inaction’ (1973: 161) as a characteristic of human nature. Ultimately, 
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‘[t]here is, however, not much to be said about the state of confidence a 
priori’ (1973: 149). Estimates of prospective yield are precarious (Keynes 
1973: 149–​50) and the schedule of the marginal efficiency of capital can 
be unstable with investment the driving force of output and employment 
precisely in the sense that investment ‘is most prone to sudden and wide 
fluctuations’ (CWXIV: 121, Sheehan 2009: 130). It also seems reasonable to 
impute that the increasing scope of uncertainty into the more distant future 
means that the longer the capital asset can be applied, the less reliable profit 
forecasts are likely to be (Sheehan 2009). Elsewhere, the marginal efficiency 
of capital, and its gradual decline over time, seem predictable.

Keynes departs more radically from the mainstream in his depiction of 
labour markets. If the first classical postulate suggests that entrepreneurs treat 
labour ‘fairly’, according to free-​market principles and from entrepreneurs’ 
own perspective, Keynes questions what he calls the ‘second classical 
postulate’:  that ‘the utility of the wage when a given volume of labour is 
employed is equal to the marginal disutility of that amount of employment’ 
(Keynes 1973: 5). The classics assume that labour markets work like other 
markets, settling at an equilibrium in which everything ‘clears’. The implica-
tion is that any worker could increase (or decrease) their own employment. 
Involuntary unemployment, whatever the evidence to the contrary, cannot 
exist. Apparent unemployment is voluntary, merely reflecting workers’ pref-
erence for leisure. Against this, Keynes argues that while firms can make 
rational decisions about how much labour to employ, workers are not in 
an equivalent position to match the utility of the wages being offered to the 
marginal disutility of the amount of employment (Brothwell 1988).

Keynes makes two arguments, the relation between which is not entirely 
clear (Shackle 1972). The first argument accepts, or at least appears to 
accept, a substantially orthodox claim that if there is unemployment, it 
is because wages are too high –​ but with Keynes adding the unorthodox 
rider that labour is in no position to reduce its own wages. In brief, Keynes 
does not dispute that ‘with a given organisation, equipment and technique, 
real wages and the volume of output (and hence employment) are uniquely 
correlated, so that, in general, an increase in employment can only occur 
to the accompaniment of a decline in the rate of real wages’ (1973: 17). 
Similarly, ‘any increase in employment involves some sacrifice of real income 
to those who were already employed’ (1973: 81), and again, a ‘reduction 
in money-​wages is quite compatible in certain circumstances of affording 
a stimulus to output as the classical theory supposes’ (1973:  257). With 
orthodoxy, the existence of unemployment therefore implies that wages 
are too high in terms of the product. Cuts in real wages are needed. But 
Keynes explains why they can be hard to achieve and socially disruptive. 
The experience of the British General Strike remained salutary. There are 
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market ‘imperfections’, as Keynes’s classical opponents would accept. But 
there is literally no ‘market’ for labour, on which supply and demand might 
be brought into line (Skidelsky 2019). Employed workers are unwilling to 
accept the necessary pay cuts. The unemployed would gladly work for less, 
but no employers are willing to engage them (Shackle 1972). Firms cannot 
simply start from scratch each day, dismissing their workforce and hiring 
the previously unemployed on lower wages.

Keynes sees a possible way out of the impasse through inflation. An 
important feature of Keynes’s argument, ignored by the simplification of 
Figure 5.1, is the distinction between ‘real’ and ‘money’ prices, particularly 
between real and money wages. Because money is not neutral, it is neces-
sary to factor in changes in prices. If utilities are subjective, workers might 
value the money wage rather than simply the real wage. More practically, 
unions resist cuts in money wages but are unlikely to strike against infla-
tion. (Keynes wrote during deflationary times, and the preceding period of 
the gold standard had kept prices relatively stable; there was not yet the 
experience that became normal from the 1970s of persistent inflation, which 
unions and employers would factor into wage bargaining.) For Keynes, 
workers are twice foolish, not realising the economic benefits of wage cuts 
but easily duped by inflation, which can erode real income without a fight. 
This makes them ‘though unconsciously … more reasonable economists 
than the classical school’ (1973:14). Inflation would be less socially disrup-
tive than direct attacks on wages, but ‘a flexible wage policy and a flexible 
money policy come, analytically, to the same thing’ (1973: 267). The argu-
ment has similarities to those of Keynes’s mainstream opponents, identifying 
market imperfections or frictions and seeing unemployment as essentially a 
disequilibrium problem (Milgate 1987). More radical followers accordingly 
tend to repress this line of thinking in favour of a second argument in the 
General Theory.

Before moving on, this first argument does, however, allow a neat ‘proof’ 
of the involuntary nature of unemployment, by way of what Lekachman 
calls a ‘mental experiment’. If prices rose, real incomes would fall. The 
‘rational’ classical-​world response to this would be for workers to work 
less. In fact, higher prices elevate profits and firms hire more workers. This 
shows that workers are willing to work at a lower real wage. Therefore, 
they must have been willing to work at the previously higher real wages 
and their previous unemployment cannot be considered ‘voluntary’ (Keynes 
1973, 289–​90, Lekachman 1967).

Keynes’s second argument against the second classical postulate suggests 
that cuts in real wages might be ineffective because of their consequences for 
effective demand. Cutting wages might allow any one employer to recruit 
more workers, but there is a fallacy of composition in thinking that this 
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necessarily leads to a general reduction of unemployment. ‘A reduction 
in money-​wages will somewhat reduce prices’ (1973: 262), which in turn 
will have consequences for distribution and consumption. In an ‘unclosed 
system’ it will also lead to an improved balance of trade (1973: 262), which 
Keynes later maintains is a clear national good. In a closed system, how-
ever, the impact on the propensity to consume would, if anything, be nega-
tive, so that ‘any hopes of favourable results to employment … [would be] 
due either to an increased marginal efficiency of capital … or a decreased 
rate of interest’ (1973: 265). The fall in money wages might ‘theoretically’ 
allow a decline in interest rates but is unlikely to be adequate. First, there 
is a reaction to a fall in money wages on the marginal efficiency of capital, 
because falling wages are likely to lead to diminished expectations of final 
demand. Second, a current fall in money wages might lead to expectations 
of further falls. Third, and ‘most fundamental’, are ‘the characteristics of 
money which satisfy liquidity-​preference’ (1973: 233). As above, investment 
and employment decisions are not the primary determinants of the interest 
rate. The effect may be in the ‘right’ direction, but ‘a moderate reduction 
in money wages may prove inadequate, whilst an immoderate reduction 
might shatter confidence’ (1973: 267). There are many unknowns in terms 
of expectations, but ‘[t]he essential character of the argument is precisely the 
same whether or not money-​wages, etc., are liable to change’ (1973: 27). 
Lower real wages mean reduced consumption.

This second argument is therefore a more fundamental challenge to the 
conventional account. Any role for labour-​market imperfections is relegated 
conceptually, and restoring rates of profit by cutting wages is not necessarily 
sufficient to increase national income. Wage-​cutting is hard to achieve and 
can potentially undermine effective demand.

The next chapter will discuss unemployment in more detail, but finally 
here it is worth reiterating that in all this, Keynes sees employment as 
the ultimate dependent variable and national income as hanging on this. 
Amongst other things, the analysis shifts the blame for unemployment 
away from workers and their too-​high wages. It simultaneously has the 
effect of ‘bracketing out’ labour, in the sense that workers in Keynes’s ana-
lysis possess little or no agency, little or no capacity to influence their own 
conditions (Chick 1983, de Angelis 2000). The decisions that matter are 
those of entrepreneurs and consumers and of those within financial markets, 
of financiers and the monetary authorities.
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Effective demand and unemployment equilibrium

It is now possible to recap Keynes’s overall schema and particularly to 
emphasise the centrality of the idea of effective demand. This is not simply 
total demand, with a crucial role again played by expectations. ‘Effective 
demand is made up of the sum of two factors based respectively on the 
expectation of what is going to be consumed and on the expectation of what 
is going to be invested’ (CWXIII: 439). As above, consumption is likely to 
be relatively stable, so changes in effective demand are most likely to be 
caused by fluctuations in investment spending, and these in turn generate 
changes in employment (Sheehan 2009). The classical position is reversed 
and investment drags saving along with it (Tily 2007).

There is no neat balancing of supply and demand. Decisions not to spend 
in one direction do not miraculously mean spending happens in another. 
Forgoing today’s dinner ‘is not a substitution of future consumption-​demand 
for present consumption-​demand –​ it is a net diminution of such demand’ 
(Keynes 1973: 210). A rise in savings, which orthodoxy takes to provide 
a stimulus to investment, is likely to be accompanied by a falling propen-
sity to consume. This would weaken entrepreneurial expectations and harm 
expected yields (Sheehan 2009). Conversely, it is perfectly possible for there 
to be situations where the propensity to save falls but, because this raises 
consumption, aggregate demand and income rise.

Involuntary unemployment is not only possible but likely, and likely as a 
stable, equilibrium phenomenon, not just as a transitory dislocation (Chick 
1983). Unemployment occurs not only when expectations are disappointed 
but when they are realised (O’Donnell 1989).

There is no self-​regulating or ‘natural rate of interest’. This idea, which 
Keynes had accepted in the Treatise, ‘overlooked the fact that in any given 
society there is … a different natural rate of interest for each hypothetical 
level of employment. And, similarly, for every rate of interest there is a level 
of employment for which that rate is the “natural” rate’ (1973: 242). Now 
monetary forces enter fundamentally into the determination of investment 
demand and thence of the equilibrium position, but through a substantially 
independent role in establishing the interest rate (Skidelsky 1992). The rate 
of interest cannot be deduced from knowledge of prospective yield or the 
marginal efficiency, but instead arises within the financial sector (Keynes 
1973: 137). Multiple equilibria become equally possible.

Finally, states can shift the equilibrium states. In the General Theory, 
policy aspects are also pushed further into the background than in Keynes’s 
earlier works but the state plays an ineliminable economic role. In place of a 
natural rate of interest, Keynes now advocates a ‘neutral’ or ‘optimum’ rate 
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as that which is consistent with full employment (1973: 243). Central banks’ 
supply of money influences this, alongside a market-​determined liquidity 
preference. No longer simply a passive residue of consumption, government 
spending can also stimulate investment through public works, where pes-
simistic private estimates of the marginal efficiency of capital prove a disin-
centive. Governments’ use of monetary policy and public works to address 
unemployment would be both more socially acceptable and more econom-
ically sound than classical remedies based on cutting wages.

Dynamics, long-​term tendencies and cyclical change

Most of the General Theory’s analysis is conducted in terms of static or 
stationary equilibrium (Kregel 1976, Sheehan 2009). In particular, it shows 
that unemployment is not a transitory, disequilibrium phenomenon. This 
addresses and refutes ‘the classics’ on their own terms. At the same time, 
this equilibrium analysis becomes vulnerable to familiar charges against 
the classics that they mischaracterise what is really a dynamic and volatile 
system. The General Theory also hints at, rather than providing, a more 
dynamic analysis, but three of its insights seem worth particular mention.

First, there is a suggestion of a dynamic equilibrium approach. The 
General Theory briefly moves to what Kregel calls a model of ‘Shifting 
Equilibrium’ (1976: 215). This is a vision in which the aggregate supply 
and demand positions shift as changing expectations of the future influence 
the present. Entrepreneurs’ errors change their behaviour (Kregel 1976). 
This is still an equilibrium approach because it sees deviations in the form 
of disappointed expectations pulling the system back towards stable supply 
and demand relations. It anticipates what would later be called models of 
‘warranted growth’. Balanced growth can proceed if certain conditions are 
met. At least implicitly, however, this is always precarious.

Second, there is instability. Cycles and crises were always at least in 
the back of Keynes’s mind. As Chick writes, ‘[t]he existence of unemploy-
ment equilibrium does not, after all, preclude the existence of unemploy-
ment disequilibrium’ (1983: 77). Each of Keynes’s three prime independent 
variables are potentially unstable. The propensity to consume could change 
significantly, rendering the multiplier radically volatile. More likely, changes 
in expectations ‘render the marginal efficiency of capital subject to somewhat 
violent fluctuations which are the explanation of the trade cycle’ (1973: 143–​
4). The collapse of the marginal efficiency of capital is likely to coincide 
with increases in uncertainty, increasing liquidity preference, exacerbating 
the crisis, explaining sharp downturns and more gradual recoveries. Keynes 
does not say much about why entrepreneurial expectation should vary but 
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is more expansive on financial volatility, the theme of the General Theory’s 
famous chapter 12. There is little if any obvious equilibrium price for finan-
cial assets because there are not production costs like those in the commodity 
economy. Instead, speculators bet on the anticipations of other speculators. 
But with finance so fundamental to the productive economy, this leads to 
the possibility that ‘enterprise becomes the bubble on a whirlpool of specu-
lation’ (1973: 159). The General Theory’s depictions lead from finance to 
investment but, as mentioned above and discussed in Chapter 8, Keynes 
later equivocates, suggests at least a reciprocal reaction. Chick writes that 
‘it is not clear whether in Keynes’s view it is the collapse of stock market 
prices or of entrepreneurs’ long-​term expectations of demand that really 
causes the trouble’ (Chick 1983:  288). And while changing expectations 
might potentially produce collapse or exploding growth, Keynes believes the 
economic system exhibits a tendency towards stability. ‘Fluctuations may 
start briskly but seem to wear themselves out before they have proceeded to 
great extremes, and an intermediate situation which is neither desperate nor 
satisfactory is our normal lot’ (1973: 250). States can also intervene and, 
predictably in terms of the politics discussed in Chapter 3, Keynes suggests 
moderation. ‘The right remedy for the trade cycle is not to be found in 
abolishing booms and thus keeping us permanently in a state of semi-​slump; 
but in abolishing slumps and thus keeping us permanently in a quasi-​boom’ 
(1973: 322).

Third, there is some sense of progressive change over time. For Keynes, 
capitalist growth is itself a more or less natural process (Patinkin 1987). 
However, he also has a vision of a gradual decline in the rate of growth, with 
the need for intervention to sustain investment becoming more pressing. 
Despite the qualifications discussed above, Keynes believes that ‘[a]s wealth 
increases, undoubtedly the marginal propensity to consume diminishes’ 
(CWXIV: 92). Shortfalls in consumer demand can potentially be overcome 
at the aggregate level by more investment, but this in turn becomes ever 
harder to achieve. In a sombre mood, Keynes contrasts the heroism of a 
former age with an increasing reluctance to take a chance. Now if ‘optimism 
falters, leaving us to depend on nothing but a mathematical expectation, 
enterprise will fade and die’ (1973: 162). Because it is based on expectations, 
the marginal efficiency of capital is reduced by fears that capital assets will 
be produced more cheaply in future, lowering today’s prospective yield. 
Keynes argues that today’s equipment competes with tomorrow’s, which 
may well have lower costs and improved techniques, lowering its output 
price. ‘In so far as such developments are foreseen as probable, or even 
as possible, the marginal efficiency of capital produced today is appropri-
ately diminished’ (1973: 141). If this provides profound insights into why 
entrepreneurs might limit their commitments, unless the pace of change is 
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quickening it seems unobvious why this should herald a tendency towards 
decline. The reasonable pessimism of the 1930s seems to overcome Keynes’s 
commitments to epistemological uncertainty. But at the very least, techno-
logical, economic and social change mean we cannot rely on depictions of a 
harmonious steady state.

The General Theory was forged during the Great Depression and has 
reasonably been associated with the unparalleled bleakness of conditions 
as well as with Keynes’s advocacy of policies to change them. He con-
tinues to think it possible to return the economy to something approaching 
full employment, although the exact level remains undefined. There could 
be managed growth and the rate of interest driven down towards zero, 
euthanising the rentier and opening the possibility of a steadier prosperity.

Conclusions

There is a vast amount in the General Theory on which this chapter has 
not commented. Not least, Keynes ends with a provocative defence of mer-
cantilism and trade restrictions. There is much else on which the chapter 
has touched only in passing, notably on price changes and their effects. As 
warned in the Introduction, the General Theory has also been subject to 
some quite radically different and more or less radical readings. Excellent 
book-​length summaries are available (Sheehan 2009, Kicillof 2018).

This chapter emphasised Keynes’s unorthodox choice of independent 
variables and how this enables his more realistic and more complex 
depictions of the economy. Crucially, the economy is not so governed from 
above as to produce socially optimal outcomes. Methodologically, Keynes 
stays close to the mainstream in the sense of depicting rational individual 
actions producing equilibrium situations. But Keynes shows that these equi-
libria can occur at different levels of income and employment. Decisions 
in consumption, but particularly by entrepreneurs and within finance, are 
subject to uncertainty, producing conditions in which expectations are met, 
so that there is no inducement to alter behaviour even in conditions of high 
unemployment. Individually rational strategies may exacerbate aggregate 
economic problems. The state is not outside the economy, an institution 
whose intervention can only cause harm, but capable through its control of 
the money supply and its capacity to stimulate investment of intervening to 
ameliorate the market’s failings.
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Unemployment: making Marxist use 
of Keynes

Introduction

The causes of unemployment remain under-​theorised. It remains the 
case, as Keynes (1973) claimed in the 1930s, that economic orthodoxy 
assumes efficient market ‘clearing’ but is therefore obliged to explain 
unemployment using a theory that assumes the phenomenon does not 
exist. Unemployment has to be explained away in terms of market 
‘imperfections’. Elements of these orthodox accounts may be useful, 
and will be discussed below, but as stand-​alone explanations they are 
unconvincing both theoretically and empirically (Sjöberg 2000). This 
chapter instead argues for a more adequate theory of unemployment 
by building on Marx and Keynes. Loyal followers of either scholar 
may construe as heresy any claim that a theory of unemployment 
remains to be constructed. Both already theorise unemployment. The 
suggestion here, however, is that they do so insufficiently and that a 
better theory can be developed through a critical, Marxist appropri-
ation of Keynesian insights.

Marx and Engels already write extensively about unemployment. 
They are aware of unemployment, recognise its economic import-
ance, and sympathise with the unemployed. Marx condemns a pol-
itical economy that ‘does not recognise the unemployed worker, the 
workingman, insofar as he happens to be outside this labour relation-
ship’ (Marx and Engels 2010, vol. 3: 284). He insists that capital needs 
unemployment, but it is less clear that he gave it analytical importance. 
He even writes of capital working on a ‘population who happen to be 
unemployed’ (Marx and Engels 2010, vol. 28: 453). The Economic 
Manuscripts that become Capital, and the copious correspondence 
concerning Capital, make only passing references to unemployment 
or the industrial reserve army (Marx and Engels 2010, vols  8, 29, 
30, 31, Marx and Engels 1983). Passages towards the end of Volume 
I offer important bases for theorising unemployment, which will be 
discussed below, and Marx’s method of working from the abstract to 
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progressively more concrete analyses allows that a more genuinely adequate 
theory may well have been developed in the intended further volumes, but 
we are left with important insights rather than a satisfactory theory.

Similarly, as mentioned in the last chapter, Keynes (1973) provides at 
least two distinct theories: one of unemployment equilibrium and another 
of frictional unemployment. He adds important claims about what states 
can do to increase employment and, at least by implication, how what 
they otherwise (fail to) do contributes to unemployment. At the same time, 
Keynes’s ideas often mirror the standard version he is criticising; his eco-
nomic agents are typically asocialised individuals: entrepreneurs, financiers 
and consumers. His theory must at least be reckoned less general than he 
claims.

Meanwhile, as discussed in this book’s Introduction, Marx and Keynes 
had very different social ontologies and any synthesis is potentially prob-
lematic. Their views on unemployment come close to being opposites. 
What is self-​evidently pathological for Keynes is a normal, even healthy, 
part of capitalism for Marx. It is argued, however, that Keynes’s insights 
can be appropriated and gain greater critical purchase when socialised and 
reworked into a Marxist framework, and that doing this can contribute to 
a more coherent overall understanding of unemployment.

The next section identifies two key Marxist claims about unemploy-
ment. First, created by processes of ‘so called primitive accumulation’, the 
‘reserve army’ is a social and political achievement rather than an economic 
datum. Second, unemployment is functional for capitalism. It suggests that 
such functional arguments are useful but insufficient. The chapter accord-
ingly continues by identifying important arguments in Marx and Keynes 
by which agents’ motivations can be understood to reproduce unemploy-
ment. The second section briefly identifies Marx’s depiction of imperatives 
to accumulate, which create alternative processes of labour recruitment and 
displacement. It warns against treating this as an equilibrium approach and 
suggests the need to examine concretely the dialectics of such processes. 
As the third section continues, Keynes’s model of unemployment equilib-
rium contrasts with mainstream thinking to identify situations in which 
entrepreneurs rationally fail to increase employment. Keynes’s model is 
static, and therefore limited, but it provides a potentially important ‘snap-​
shot’ of what need to be reconceived as dynamic and changing processes. The 
fourth section accordingly develops claims made by both Marx and Keynes 
which identify how adjustment is also likely to be uneven and hence con-
ducive to reproducing unemployment. In particular, Keynes’s theorisations 
of labour-​market imperfections can be generalised. The problems lie not, or 
not only, in the ‘downward stickiness of wages’, an idea found in Keynes 
and mainstream economics. There are multidimensional, sectoral, temporal 
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and spatial processes of adjustment which mean there are at most only a 
series of moving equilibria. Any tendency to eliminate unemployment may 
be undermined before being realised. The fifth section turns to states and 
economic policy, reiterating that unemployment remains a contested polit-
ical achievement. It suggests that Keynes is right that states can and do act 
and are able to pursue more or less effective employment policies. However, 
rather than Keynes’s vision of benign state oversight eliminating unemploy-
ment, it may be through the actions of capitalist states that any functions of 
an industrial reserve army are realised, albeit only ever as an imperfect and 
contested social achievement.

Unemployment as a social and political attainment, not an economic 
datum

This section notes two central claims made by Marx and the Marxist trad-
ition: the historical creation of a reserve army of labour and how this proves 
functional for capitalism. These provide useful underpinnings, but neither 
constitutes a sufficient explanation of unemployment.

Capitalism draws workers from elsewhere. It destroys pre-​existing forms 
of labour and separates self-​employed small farmers and artisans from 
their means of production. ‘[T]he social means of subsistence and produc-
tion are turned into capital, and the immediate producers are turned into 
wage-​labourers’ (Marx 1976: 874–​5). This ‘so called primitive accumula-
tion’ creates the ‘necessary supplies of free and rightless proletarians’ (Marx 
1976: 895). As Harvey (2005) reminds us, such primitive accumulation is 
not relegated to some ancient past. Indeed, for Marx ‘the degeneration of 
the industrial population is retarded only by the constant absorption of 
primitive and natural elements from the countryside’ (1976:  380). Small 
farmers still abandon the land to work, and often not to work, in the cities. 
Immigrants from poorer countries still supply cheap labour and dispro-
portionate numbers of the unemployed for many richer countries. Other 
oversupplied workers languish in unemployment and the slums at home 
(Benanav 2015).

In a more fundamental sense, capitalism cannot create its own work-
force. Of course, capital accumulation and labour’s exploitation and resist-
ance condition labour power’s reproduction. Marx (1976) describes the 
destructive consequences for the working class of the brutality of early cap-
italism, while declining birth rates today also can be read, at least in part, 
as the product of falling wages and increasing work, and of resistance to 
this (Folbre 1982, Dunn 2011). But labour power cannot be (re)produced 
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capitalistically (Polanyi 2001) and its reproduction and appropriation still 
occur substantially outside capital’s direct control.

This immediately warns that any ‘theory’ of unemployment is inevitably 
inexact; unemployment is a contested social phenomenon, not an economic 
index capable of being precisely predicted. Amongst other things, economic 
theory risks obscuring the messy, often murderous, reality of capitalism 
for many of the world’s poor (Benanav 2015). This also suggests it is no 
accident that Marx substantially defers a discussion of unemployment to a 
higher level of concreteness than in Capital. There may be long-​run trends –​ 
for example underpinned by changing agricultural productivity, as Benanav 
(2015) suggests –​ but it also seems clear that associations between demo-
graphic changes, migration and levels of unemployment are weak. High 
levels of unemployment persist within rich-​country economies, already 
thoroughly urbanised and with low levels of immigration. Without for-
getting important relations of colonisation and resistance, or the political 
achievement of unemployment within countries, to which the last section 
returns, it is also worth examining processes intrinsic to capitalism as an 
economic system.

Here Marxists often identify how an industrial reserve army is functional. 
Capitalism ‘needs an unemployed (relatively, at least) part of the population, 
i.e. a relative surplus population, in order to have the population necessary 
for its growth immediately available’ (Marx and Engels 2010, vol. 28: 529). 
This allows both long-​term and cyclical expansion (Marx and Engels 2010, 
vol. 4: 384). Unemployment also ‘weighs down the active army of workers’ 
(Marx 1976: 792), increasing competition between them and instilling the 
fear needed to limit wage demands and workplace insubordination (Marx 
and Engels 2010, vol. 32: 441, vol. 33: 386, de Angelis 2000). In places, 
Marx takes a very ‘hard’ line, seeing the industrial reserve army as ‘a con-
stant dead-​weight upon the limbs of the working class in its struggle for 
existence with capital, a regulator for the keeping of wages down to the low 
level that suits the interests of capital’ (Marx and Engels 2010, vol. 25: 261). 
Wages are ‘determined not by the 950 who are employed but by the 50 
who are unemployed’ (Marx and Engels 2010, vol. 6: 419). Overwork and 
underwork are mutually conditioning. By lengthening the working day, 
‘One group of workers is … overworked, a corresponding group becomes 
unemployed, and the wages of the employed are forced down by the wage 
at which the unemployed work [sic]’ (Marx and Engels 2010, vol. 30: 194). 
The worse the condition of the unemployed, the more salutary the effect 
(Marx and Engels 2010, vol. 8: 172).

Such claims retain considerable intuitive appeal. Were there to be a 
radical contradiction between unemployment and capitalism, their mutual 
persistence could hardly be so general. Conversely, it might be possible to 
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imagine mechanisms which preclude, or at least conflict with, the elim-
ination of unemployment. Here it seems appropriate to note what some 
economists label the Marx-​Goodwin model. Goodwin’s (2014) argument 
suggests that as unemployment falls, labour demand increases, wages rise, 
profits fall and workers are laid off, returning unemployment to its ‘natural’ 
level. Any reduction of the ‘normal’ rate requires ‘a decrease in the institu-
tional strength of labor’ (Shaikh 2016: 653). There is a certain Friedmanite 
logic here, and Marx does at one point suggest something to this effect 
(1978: 390). However, the idea of there being a ‘normal’ rate of unemploy-
ment seems ahistorical, divorced from the specific dynamics of capital accu-
mulation and class struggle. Mainstream Keynesian ideas of there being 
a systematic relation between wage growth and unemployment (Phillips 
1958) will be discussed in Chapter 11, but the long-​term and international 
empirical evidence now looks weak.

Recognising the need for unemployment hardly explains its variability. 
Even if we somehow impute 30 per cent unemployment as just what was 
needed in 1930 and 3 per cent in 1950, we are left with regressed questions 
of why exactly such different needs arose.

Meanwhile, all sorts of processes might be functional for capitalism but 
exist at most imperfectly. Any need for unemployment also exists along-
side and in tension with a prior and greater need for employed workers. 
The latter need is more fundamental in the sense that only workers create 
the value and surplus value on which capitalism depends. Capitalism is 
unimaginable without exploited labour. It is at least possible to envisage 
capitalism without unemployment. Capital can find other ways to discip-
line labour. It can respond to the difficulties of extracting more absolute 
surplus value concomitant with the removal of the threat of unemployment, 
with more truly capitalistic methods of increasing relative surplus value. 
Historically, at least at certain times and in certain places, capitalism has 
prospered with very low levels of unemployment.

More broadly, this functional argument raises familiar but important con-
ceptual problems. Indeed, it has been taken to epitomise Marxism’s meth-
odological shortcomings. Giddens sees arguments around unemployment as 
the prime example of how ‘Marx’s analysis can be interpreted, and has often 
been so interpreted, in a functionalist vein. Capitalism has its own “needs”, 
which the system functions to fulfil. Since capitalism needs a “reserve army”, 
one comes into being’ (Giddens 1981: 18). Certain passages in Marx lend 
themselves to such interpretations. However, as Giddens (1981) agrees, few 
Marxists accept an unqualified functionalism, and functionalist claims need 
to be treated cautiously. Capitalism does endure, but for most Marxists it 
is also dynamic and changing and doomed. What capitalism needs is not 
necessarily what it gets. Without reviewing these debates (see e.g. Cohen 
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1978, 1982, Elster 1982, 1985, Parijs 1982), as Callinicos (1989a) argues, 
functionalist argument may be an important explanatory step but it is also 
necessary to identify the agents and interests which reproduce phenomena, 
rather than (simply) explaining backwards from consequences.

Capital’s contradictory dynamics

Marx sees capitalism as relentlessly dynamic. ‘Accumulate, accumulate! 
That is Moses and the prophets!’ (1976:  742). This accumulation also 
involves internal ‘logics’ which reproduce unemployment. From some 
of Engels’s earliest writings, he and Marx stress how the introduction 
of labour-​displacing machinery expels workers. ‘Every improvement in 
machinery throws workers out of employment, and the greater the advance, 
the more numerous the unemployed’ (Marx and Engels 2010, vol. 4: 429). 
‘Machinery always creates a relative SURPLUS POPULATION’ (Marx and 
Engels 2010, vol.  32:  180). Meanwhile, as capital expands it also needs 
more workers, ultimately the only source of value and surplus value. 
‘Capital must therefore constantly posit necessary labour, in order to posit 
surplus labour; it has to multiply it (namely the simultaneous working days) 
in order to multiply the surplus; but at the same time it must suspend them 
as necessary, in order to posit them as surplus labour’ (Marx 1973: 399). 
Capitalism can only destroy the jobs it has already created.

Marx’s most systematic treatment of unemployment comes towards the 
end of the first volume of Capital.

Capital acts on both sides at once. If its accumulation on the one hand increases 
the demand for labour, it increases on the other the supply of workers by 
‘setting them free’, while at the same time the pressure of the unemployed 
compels those who are employed to furnish more labour, and therefore makes 
the supply of labour to a certain extent independent of the supply of workers. 
The movement of the law of supply and demand of labour on this basis 
completes the despotism of capital. (Marx 1976: 793)

There are simultaneous but opposing processes (Marx 1981: 359; see also 
Rosdolsky 1977, Callinicos 2014). The question arises of the nature of 
their relation. For Marx, capitalism is not an equilibrium process so there 
seems little reason why one might not ‘win out’. Marx and Engels suggest 
that the labour-​displacing effects of innovation predominate, at least in 
relative terms. Rosdolsky argues that in contrast to early capitalism, when 
the growth was proportional, as capital grows, for Marx ‘the demand for 
labour power grows too, in the long run; but it grows in a “continually 
declining proportion”’ (1977: 296). However, there seems little reason to 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



132 Keynes and Marx

insist on this theoretically. Conversely, nor does the insatiable demand for 
more exploitable workers appear to undermine unemployment, and there 
is little evidence of a tendency towards either systematically increasing or 
decreasing rates of unemployment.

This is not to suggest there is a cyclical or equilibrium path. Here it is 
worth flagging Sardoni’s (1987) interpretation of both Marx and Keynes 
as precisely theorists of unemployment as a cyclical phenomenon. Sardoni 
concludes that neither Marx nor Keynes provides an adequate theory of 
cycles and that therefore neither provides an adequate theory of unemploy-
ment. He suggests turning instead to theories of monopoly capitalism and 
the work of Kalecki. This seems doubly misleading. First, whatever the 
effects of twentieth-​century monopoly capitalism, unemployment long pre-​
dates this. Second, whatever their shortcomings as theorists of cycles or 
crises –​ and this opens controversies that cannot be covered here –​ neither 
Marx nor Keynes (at least in the General Theory) understood unemploy-
ment primarily in cyclical terms. Capitalism’s uneven and crisis-​ridden char-
acter affects unemployment profoundly. Booms and slumps both highlight 
the need for a reserve army and help to constitute it (Marx 1976: 608, Marx 
and Engels 2010, vol. 4: 384, vol. 32: 206). But there is not much evidence 
of cyclical regularity, while capitalism’s and unemployment’s variability 
cannot explain the underlying processes, any more than Marx regarded 
explanations of price simply in terms of fluctuating supply and demand 
as sufficient. Capitalism is expansionary, while its crises are also ‘turning 
points’ taking the economy in new directions which never simply repeat the 
old, with implications for unemployment in terms of requiring analyses of 
volatility as part of broader processes of uneven development. As will be 
argued below, capitalism takes different trajectories at different times, and 
different ‘mixes’ of economic activities seem likely to be conducive to dis-
tinct patterns of unemployment.

Unemployment equilibrium

At this point it is useful to turn to Keynes’s depictions of why the economy 
may get ‘stuck’ at a certain level of unemployment. Keynes’s purpose was 
to show that with minimal alterations to conventional assumptions, there 
could be situations in which there is no inducement to move (even slowly 
and with friction, as the mainstream would allow) towards full employ-
ment (Dow 1996). Amongst other things, an important consequence of 
this approach is that most of Keynes’s analysis in the General Theory is 
conducted in static or stationary terms (Meek 1967, Kregel 1976). The limits 
of this will be discussed below but, for Keynes, unemployment becomes a 
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reality explained within the economic model rather than an anomaly to 
be explained away. The equilibrium approach means that Keynes’s theory 
lacks the generality he claimed for it, but it illuminates important aspects of 
why particular levels of unemployment persist.

As seen in the previous chapters, Keynes argues that Say’s Law applied 
to labour markets makes unemployment impossible (1973: 5). ‘Say’s law, 
that the aggregate demand price of output as a whole is equal to its aggre-
gate supply price for all volumes of output, is equivalent to the propos-
ition that there is no obstacle to full employment’ (Keynes 1973: 26). In 
more sophisticated versions, adjustment occurs as investment demand and 
savings bring the interest rate to its ‘natural’ level. Instead, for Keynes, the 
interest rate is determined elsewhere by liquidity preference and the supply 
of money by the authorities. Entrepreneurs weigh expected returns from 
investment against the rate of interest and then make decisions on whether 
to increase employment.

As discussed in the previous chapter, there are problems with Keynes’s 
‘model’. With the exception of the state, which itself appears providen-
tially and is under-​theorised (Balogh 1976), the variables are broadly 
conceived conventionally:  individuals, whether consumers, entrepreneurs 
or financiers, make free choices. The consequences of these decisions 
might not produce the happy Benthamite imaginary, but the predicates are 
very similar. Keynes’s positing of ‘dependent’ and ‘independent’ suggests 
an unusually determinist model, while there are also important ‘missing’ 
variables. Notably, Keynes substantially ‘brackets out’ labour. Doing this 
enables his rejection of the standard view of wage determination on com-
petitive labour markets, but it also denies workers agency of their own. 
At the very least, Keynes’s variables can be acknowledged as themselves 
dependent on complex social processes, other variables added and other 
lines of causation emphasised. However, there surely are lines of determin-
ation running between the factors Keynes identifies, specific moments of 
consumption and finance as well as of investment.

In relation to consumption, Keynes’s claim that cutting wage shares of 
income might reduce effective demand with negative rather than positive 
implications for investment and unemployment seems entirely plausible. 
Of course, consumption is not ‘wholly within the power of the individual’ 
(Keynes 1973: 62). Capital’s power impinges from top to bottom on how 
people consume or save: from the use of advertising to the state of pension 
provision, for example. But nor is consumption completely passive. Neither 
qualitatively nor quantitatively is it wholly determined. Real consumption 
decisions therefore affect investment and unemployment. At a simple empir-
ical level, the relative reluctance, since the early 1990s, of Japanese con-
sumers to spend or, alternatively, the acceleration of consumer spending and 
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debt in the US in the run-​up to the sub-​prime crash had significant impacts 
on the economy and unemployment. In principle this is unchallenging, but 
two issues seem to have militated against critical Marxist investigations of 
demand. The first is an association of interest in consumption with an unsat-
isfactory under-​consumptionist reading of capitalism’s crises or its alleged 
chronic stagnation. The second, more common, problem is a circular 
understanding of the value of labour power as identically equal to what-
ever the wage might happen to be, effectively analytically shutting out the 
vagaries of class struggle (Masterson 1998, Dunn 2011). Keynes reminds us 
that effective demand for both investment and consumer goods are variables 
which together at least contribute to the level of employment. Once con-
sumption becomes a variable, there is, at least, no reason to believe that final 
demand will rise in proportion to any increase in employment. Chick writes 
that the propensity to consume will not rise proportionately with the ability 
to consume and that this is sufficient to dispatch ‘the Classics’ (1983: 111). 
How much, and what, people decide to consume can potentially ‘lock in’ 
levels of unemployment.

There is also a distinct financial moment with potentially profound 
impacts on investment and employment. As above, in the conventional 
story, Say’s Law works its magic through changes in the interest rate. An 
increased propensity to save puts a downward pressure on interest rates, 
provoking increased investment. Keynes instead sees the rate of interest as 
determined within the financial sector, on the one hand mainly by financiers’ 
‘liquidity preference’, and on the other hand by the supply of money by 
the authorities. The result is that ‘[t]he influence of changes in the rate of 
interest on the amount actually saved is of paramount importance, but it 
is in the opposite direction to that usually supposed’ (Keynes 1973: 110). 
Higher interest rates reduce investment, and therefore saving, even if savings 
rise in relation to consumption. As will be discussed in Chapter 8, Keynes’s 
rejection of the ‘classical’ theory of interest is too emphatic, and he later 
qualifies his claims that savings and investment have no influence. More fun-
damentally, for the earlier (pre)classical tradition, and for Marx, profit rates 
underpin interest rates. Without this, the decisions within finance appear 
essentially arbitrary, detached from those in the wider economy. Keynes’s 
individualism also prevents him examining the institutions within finance, 
whether state or private, within which financial decisions are made. Again, 
however, while the aggregate, long-​term rate of interest may hang on profit 
rates, individual firms face given levels of interest at least in part constructed 
by financial decisions which then have at least some distinct influence on 
investment and thence employment. Each firm confronts a financial system, 
borrowing costs or financial opportunities which are ‘given’, not of their 
own making or reducible to the making of aggregate productive capital.
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Keynes also includes expectations in his understanding of the marginal 
efficiency of capital. Again, Keynes’s vision is limited by his acceptance of 
what he calls the first classical postulate, that entrepreneurs rationally invest 
and recruit labour up to the point where declining marginal utility makes 
it unprofitable to do so. His own emphasis on uncertainty, however, points 
to the postulate’s limits. He highlights that firms make ‘real’ decisions: real 
in the sense that they cannot be reduced to ideally rational responses to 
utility or to capital’s imperatives. They act, not knowing how others will 
act. Firms’ uncertainties might be better understood as conditioned by the 
particular volatile nature of capitalism, its competitive imperatives and eco-
nomic dynamism, which mean that most investment is intrinsically specu-
lative, aiming to throw more or new products onto the market in the hope 
that this will pay off in some more or less well-​imagined future. Once uncer-
tainty gets inside the firm it also raises questions, for example, in terms of 
how labour’s struggles might condition investment decisions. There are also 
real choices, liquidity preferences, for non-​financial firms. Keynes tends to 
see investment being funded by savings (in the sense of non-​consumption 
elsewhere), but firms’ own profits can be either used to fund investment 
or thrown onto financial markets, not least by buying firms’ own shares. 
But, minimally, Keynes questions utility as something that could be ‘quanti-
fied, measured, added and subtracted’ (Dostaler 2007: 60). Firms then face 
real decisions about when and in what to invest, decisions which inevitably 
involve ‘best guesses’. There is an inevitable element of groping in the dark 
for a way forward. Expectations are confirmed or refuted by experience, but 
the present and the past are necessarily unreliable guides.

For all its limits, Keynes’s model thus provides at least a useful starting 
point for understanding why real decisions made about finance, consump-
tion and investment can tend to leave the economy ‘stuck’ in positions where 
firms have little or no inducement to recruit more workers, and therefore for 
understanding why unemployment persists. Expectations are met, profits are 
made; why change course? Here Keynes’s short-​run, equilibrium approach 
seems to usefully identify that, at any given time, each firm does have a more 
or less given amount of capital and then makes real, discontinuous decisions 
about new investment. Circulating capital must be continuously replaced, 
but fixed capital investment can be postponed with little immediate damage. 
Skidelsky reasonably argues that in Keynes, there is no sense of movement 
through time, ‘merely an album of snapshots’ (1992: 600). Tarshis similarly 
describes the approach as providing a ‘single reconnaissance photograph’ 
rather than a ‘motion picture’ (1947: 11). We can, however, learn things 
from a snap-​shot that are obscured by moving pictures, as, famously, from 
a still photograph of a running horse.
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This begins to address what might be thought of as more of a puzzle 
for Marxists than is usually acknowledged. Firms seldom run at full cap-
acity, seldom accumulate at anywhere close to their potential maximum 
(Baragar 2003). They accumulate cash reserves. They pay extravagant 
dividends, they buy back their own shares. Firms’ decisions are inherently 
indeterminate, even speculative. For Keynes, if firms can ‘earn’ interest more 
safely, it may only be ‘temptation to take a chance’ that prompts investment 
(Keynes 1973: 150). Even allowing that uncertainty might produce expected 
returns above rather than below the rate of interest and for more dynamic 
and cut-​throat competition than Keynes envisages, firms cannot anticipate 
the form this will take. In particular, other firms’ behaviour is unpredict-
able (Varoufakis et al. 2011). There is no single, rational course of action. 
Doubts about the future mean that returns on investment are achieved only 
after some considerable time and are inherently risky. ‘Wait and see’ will 
often be an entirely rational strategy. If current expectations are met, there is 
little imperative to expand output, let alone for each firm, in each industry, 
to do so in just the ‘right’ proportions. At the very least, it becomes possible 
to predict an inertia within capitalism’s relentless dynamism. The ‘album of 
snapshots’ might also help to reveal how the ‘fit’ between economic activ-
ities will vary in different conditions. At the same time, ideas of equilibrium 
become deeply misleading if taken as depictions of economic stability, and 
the next section will argue that they provide greater critical purchase when 
layered onto depictions of dynamic change and a dialectic of labour’s dis-
placement and recruitment.

Dynamic change and capitalism’s global heterogeneity

The previous section suggested that Keynes’s understanding of unemploy-
ment equilibria made sense as partial, incomplete moments but must be 
understood as providing ‘snap-​shots’ of what are really broader processes 
of dynamic change. This section will argue that both Marx and Keynes also 
identify reasons why the process of change, the shift from any one putative 
equilibrium position to another, is likely to be uneven and disrupted, and 
that this also tends to reproduce unemployment. There are parallels with 
mainstream ideas about ‘frictional unemployment’, but here this cannot 
be seen as something anomalous, while the real heterogeneity of capit-
alism means that there are only ever likely to be a series of moving equi-
libria. Any imperatives towards clearing labour markets are likely to be 
self-​undermining; even as we appear to move towards full employment, it 
disappears over the horizon.
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Mainstream economists understand that in practice, unemployment 
exists. In the ‘long run’ unemployment (bizarrely) remains an impossibility, 
but more subtle versions of Say’s Law allow temporary interruptions and 
the idea of frictional unemployment. There can be no permanent oversupply 
but rather, market efficiency is achieved only over time. Marshall’s (2009) 
metaphor of a pendulum oscillating around an equilibrium position requires 
no great theoretical leap to allow movement through a more viscous medium 
and for deviations from the equilibrium to be prolonged. The standard trick 
is simply to add the phrase ‘long-​term’. With this, analyses proceed as if 
equilibrium were always already achieved. This introduces some substantial 
theoretical traumas. For example, Pigou (1933), a key target of Keynes’s 
attack in the General Theory, simultaneously assumes equilibrium and 
periods sufficiently short that capital can be assumed constant. However, 
standard economics now admits ‘frictional’ unemployment. Workers lose 
jobs as particular firms fail, and it takes time for successful firms to find the 
right sort of workers to fill all their vacancies. In the mainstream, the argu-
ment nevertheless typically regresses to a convenient, not least politically 
convenient, explanation for the existence of unemployment and the failure 
of labour markets to operate freely in terms of the ‘downward stickiness of 
wages’, because of union (or perhaps government) interference (Friedman 
1962). If wages could only be driven down to their ‘true’ level, unemploy-
ment would be eliminated.

The identification of ‘imperfect competition’ was important to some of 
Keynes’s contemporaries, and ‘friction’ or ‘stickiness’ has become central to 
some subsequent Keynesian thinking. As above, Keynes’s argument at least 
involves more than this, and Keynes at one point specifically defines invol-
untary unemployment in such a way that it excludes explanations ‘due to a 
lack of homogeneity in the unit of labour’ (CXXIV: 57). Elsewhere, however, 
he does insist on an inverse relation between real wages and unemployment 
and, despite many controversies (Skidelsky 2014, Wray 2014), this can rea-
sonably be seen as a complementary or parallel argument (Keynes 1973: 17, 
81; see also Hansen 1953). But where the mainstream invokes friction to 
explain away unemployment, Keynes attempts to explain it (Darrell 1937, 
Chick 1983, Davidson 2009).

It will be suggested here that there are important parallels between Marx 
and Keynes in terms of labour’s non-​homogeneity and that Marxists might 
make more of the idea. Keynes’s criticisms of what he calls the second clas-
sical postulate, of wages accurately reflecting the marginal disutility of 
labour, mean rejecting the idea that labour markets operate as the main-
stream imagines (1973: 34). Keynes argues that labour cannot fix its own 
wages. Rather, ‘primarily it is certain other factors which determine the gen-
eral level of real wages’ (1973: 13). Changes to money wages will not follow 
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through in terms of real changes, once the effect of wage changes on prices 
and demand are factored in. There are also fundamental asymmetries in the 
labour market. Most obviously, the level of employment ‘cannot be greater 
than full employment’ (Keynes 1973:  28). This immediately overthrows 
any orthodox oscillation around an equilibrium. Much more consistently 
than conventional economic thinking, Keynes also puts entrepreneurs at the 
centre of his story (Davidson 2009). Firms contract at a given wage and 
seldom, if ever, re-​contract if once they have hired all the workers they want, 
there is still unemployment (Flaschel 2009). Often it is difficult to employ 
even new workers on lower wages than those already being paid and very 
costly to sack everybody to begin from scratch, even if labour laws and suf-
ficiently supine unions allowed it (Chick 1983). Recent years have seen such 
strategies, but they are desperate and disruptive.

Keynes thus explains the downward stickiness of wages in terms of cap-
ital rather than labour. Workers are absolved of blame. At the same time, 
Keynes again leaves workers as isolated, individual utility maximisers, 
unable to struggle in (or against) their own interests, and provides little 
sense of changes over time (Chick 1983). Even treated in this narrow way, 
as utility-​maximising individuals, labour’s willingness to work at particular 
wages is complex. Once wages become high enough, for example, workers 
want less work and more leisure, not the reverse. They seldom have the 
choice. But workers actively struggle over their wages and the length and 
nature of their work. Liberal arguments see the self-​serving interests and 
wage gains of the well organised, working to the detriment of the majority, 
increasing unemployment (Friedman 1962). However, even this highlights 
that organising makes a difference. The unionised can win higher wages. 
Wages and conditions vary across time and space. For Marx, capitalism is 
heterogeneous. Empirically, one section of workers can remain relatively 
well paid (Engels gives the example of German dye workers) while others 
are ‘oppressed if not unemployed’ (Marx and Engels 2010, vol. 24: 114). 
Certain trades may be more susceptible to seasonal fluctuations and 
unemployment –​ most obviously in agriculture (Marx and Engels 2010, 
vol.  49: 443), but London tailors could also suffer months of overwork, 
other months of ‘chronic slackness and unemployment’ (Marx and Engels 
2010, vol. 33: 387). Marx was clear that unemployment varies between one 
part of the country and another and between countries (Marx and Engels 
2010, vol. 32: 205, vol. 34: 39). Capitalism’s inherently uneven dynamic 
means there are always ‘spaces’ and discontinuities, amongst other things, 
as workers more or less consciously refuse to behave like commodities.

This points to limits in the orientation of most of the Keynesian litera-
ture on the ‘downward’ stickiness of wages, with the presumption that it 
would be good to cut wages if only that were possible. However, arguments 
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around wage inflexibility raise possibilities of going further. Keynes’s own 
discussion of labour-​market inflexibilities suggests a parallel set of problems 
of adjustment to those of wage-​cutting, accentuated by the asymmetrical 
labour-​market relations. Downward wage pressures, through their impact 
on demand, may be counterproductive. Conversely, we might hypothesise 
that upward pressures might increase employment. Upward stickiness, the 
persistence of relatively low wages, then also becomes a potential obstacle 
to economic growth and increased employment. If anything, this seems 
more typical. Labour’s supply does not fall in the way that, say, iron nail 
production might be cut back if markets failed to clear. More broadly, 
labour’s bargaining position is one of relative weakness. This becomes par-
ticularly apparent in the contemporary setting of union decline, ‘flexible’ 
labour markets and wage stagnation alongside persistent mass unemploy-
ment. As above, Keynes accepts the conventional marginalist arguments 
that with a rising marginal efficiency of capital, it would pay firms to raise 
existing employees’ wages (up to the point of the newly raised marginal 
efficiency of capital). If wages were too low, firms could always hire more 
workers, so problems of unemployment do not arise. However, firms may 
struggle to pay only new recruits the appropriately higher rate and would 
resist paying all of their employees such a utility wage when they can get 
away with paying them less. At best, the inertia identified in the previous 
section suggests firms’ expansion and recruitment is likely to lag behind 
increases in profits.

If wages and employment are most obviously irreducible to the perfect 
markets of the neo-​classical imaginary, the mainstream also misrepresents 
how most other prices are established. The norm is to assume that firms 
are ‘price-​takers’ because they are small in relation to the total market. The 
General Theory accepts this smallness, abstracting from the real conditions 
of monopoly. But even small firms are seldom price-​takers in any literal 
sense. In some industries something close to this may occur, such as when a 
farmer takes her stock to auction. But it is atypical. Firms often decide on 
the selling price before goods leave the factory. Many consumer goods are 
literally manufactured with the price on the box. A mainstream or ‘New 
Keynesian’ literature simultaneously acknowledges and trivialises these 
processes as ‘menu costs’, but it is the free market which is the exception. 
Nobody bargains at the check-​out over the price of their groceries. Major 
goods with expected long lives are often made to order. In general, inter-​
firm relations are characterised by a range of organisation and negotiation 
rather than just free markets (Chick 1983, Gereffi et al. 2005). The implica-
tion of stickiness, Keynes suggests, is that if firms’ expectations are met at a 
given price and the commodities are sold, there may be little inducement to 
increase production and employment. If goods sell (too) well, the firm might 
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as likely increase prices as increase production at the old price. Indeed this 
may be a better strategy, because increasing production involves costs (with 
Keynes and the mainstream assuming diminishing returns –​ but in any case 
real costs) with uncertain future sales. Firms’ (perfectly rational) strategies 
may prove ‘inefficient’ from the point of view of job creation.

If this points us back towards ideas of equilibrium, in a dynamic and 
changing economy it also points to dislocation. Keynes describes how if the 
propensity to consume changes, for employment levels to be maintained, 
any concomitant changes in saving would need to be switched into invest-
ment (Keynes 1973: 98). This is possible but likely to become ‘more and 
more troublesome’ (1973: 127, 105). Here Keynes’s macro-​analysis, in par-
ticular his distinction between production for investment and for consump-
tion, has many parallels with and (with some qualifications) might have 
been derived from Marx’s Capital II (Fan-​Hung 1939, Klein 1947, Tsuru 
1994). The difficulties of balanced growth, already clear in Marx (1978) 
but only marginal to Keynes, could then also be derived from his insights 
(Harrod 1939).

A simple numerical example, following Marx (1978: 473ff), can illus-
trate this. Klein (1947) expresses a similar argument algebraically. Suppose, 
in a given turnover period, we have two departments of capital: one (I) pro-
ducing means of production, the other (II) producing means of consump-
tion. In Example 1 (I) is twice the size of (II) but they have the same organic 
composition of capital and rate of profit. This would allow simple reproduc-
tion if capitalists consumed all their profits (non-​capitalistically); the output 
of Department  I equals the constant capital of the two departments; the 
output of Department II equals the variable and surplus capital of the two 
departments. If, instead, say a half (in Example 2) or all (in Example 3) of 
the surplus value is spent capitalistically, this would require relatively larger 
capital goods sectors, as below. It is worth recalling here the discussion 
of the previous section about the real choices firms make about whether 
or to what extent to reinvest their surpluses and to anticipate problems of 
demand when they prefer liquidity to investment.

Example 1

I 8000c + 2000v 
+ 2000s

→ 12000 [= 8000c + 
4000c]

II 4000c + 1000v 
+ 1000s

→ 6000 [= 2000v + 
1000v + 2000s + 
1000s]
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Example 2

I 9000c + 
2250v + 
(1125 + 
1125)s → 
13500

[= 9000c 
+ 3000c 
+ 1125s + 
375s]

II 3000c + 750v + (375 + 
375)s

→ 4500 [= 2250v 
+ 1125s 
+750v + 
375s]

Example 3

I 10000c + 
2500v + 
2500s

→ 15000 [= 10000c 
+ 2500s + 
2000c + 
500s]

II 2000c + 500v + 500s → 3000 [= 2500v 
+ 500v]

However, extending the scenario in Example  3 in which firms do invest 
to the maximum, it is reasonable to anticipate this involving a degree of 
labour-​displacing technological innovation, say in Department I. So the new 
capital is added, not, as previously, at a constant-​to-​variable ratio of 4:1 
but at 9:1, so 2250:250. If, meanwhile, Department II continues to invest in 
expanded reproduction that would lead to numbers as below:

Example 3, continued

I 12500c + 
2750v + 
2750s

→ 17000

II 2500c + 625v + 625s → 3750

These (arbitrary) numbers suggest that the total social organic compos-
ition of capital has risen and the rate of profit has fallen:  there is a rela-
tive displacement of labour. But more pertinent here, first, in value terms 
there is an overproduction (or insufficiency of demand for the products) in 
Department II (3750 > 2750 + 625), and second, there is a relatively greater 
mass of physical output in Department I; the point of innovation improving 
the technical composition of capital was to increase productivity.

The particular ‘dislocations’ are an artefact of the numerical examples, 
and in one sense they merely recapitulate the story of the difficulties of 
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balanced growth or might be interpreted as the basis of a theory of crisis 
(Klein 1947, Clarke 1994). But even short of crisis, they suggest adjustments 
are required –​ a redistribution of value in price terms and a ‘migration’ of 
capital from I to II, less investment in I, and lay-​offs, more or less easily 
achieved, over subsequent turnover periods. This example left the consump-
tion sector as a ‘passive’ simple accumulator but it would be entirely pos-
sible to reconstruct the numbers. Different ‘balances’ between consumption 
and investment, and different periods of capitalist development, also seem 
likely to foster different dynamics in terms of levels of unemployment and 
difficulties of adjustment.

Here Goldstein (2009) makes a potentially useful distinction between 
‘offensive’ and ‘defensive’ investments, which may predominate in different 
periods. The former involves capital widening, attempting to produce more, 
preferably without increasing costs proportionately. The latter involves 
capital deepening, ‘focussing on new cost-​cutting production methods 
to produce more cheaply, possibly without increasing output’ (Goldstein 
2009: 113). In practice, there is unlikely to be a neat distinction, but the 
potentially different effects seem revealing. Productivity-​raising investment 
in consumer goods sectors is likely to reduce the value of labour power 
and increase the potential (relative) surplus value, while productivity-​raising 
investment in capital goods sectors reduces the value composition of capital. 
Defensive, capital deepening strategies also seem likely to be exacerbated in 
times of crisis.

These broad sectoral relations can be seen as instances of a more general 
phenomenon. As seen in the last chapter, Keynes describes how changes 
in income will not translate into uniform changes in consumption and 
spending in every type of commodity (1973: 286). Nor do changes in the 
structure of investment occur immediately and frictionlessly and in just the 
right industries to produce the new mix of consumer and investment goods. 
Benanav identifies the unemployment-​creating role of the grand global shifts, 
from agriculture to industry and services, and how these have implications 
for geographical unevenness, with many different activities more or less 
strongly tied to place (Benanav 2015, Benanav and Clegg 2010). However, 
in principle, the simplest change in spending from one good to another, 
from ice cream to iPhones, the production of which involves different cap-
ital compositions or turnover times implies potential dislocations of labour. 
There are numerous potential sources of inertia and dislocation, and market 
imperatives operate at best slowly and against resistance.

The argument here is therefore that friction, which began in the main-
stream as a short-​run anomaly, is something which Keynes usefully moves 
towards theorising. Economic life is a succession of short runs. Unfortunately, 
Keynes’s (and many later Keynesians’) narrow focus on the downward 
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stickiness of wages truncates the potential of the insight, while ostensibly 
more radical post-​Keynesians react by rejecting any micro explanation to 
insist that unemployment can only be explained as an aggregate, macro 
phenomenon (King 2015). Instead, inertia is pervasive but highly varied. 
Firms employ different strategies, which will depend on the characteristics 
of the industry, the time scale on which they operate, the nature of suppliers 
and customers, and so on. Stickiness therefore extends throughout the com-
modity economy and works both ‘upwards’ and ‘downwards’. Placed in 
the context of capitalism’s inherent heterogeneity and dynamic change, 
an analysis of ‘friction’ seems an important part of an explanation of why 
unemployment has remained an enduringly pervasive, if uneven, feature of 
capitalism over the whole run of its existence. ‘Frictions’ are better conceived 
as integral to the process rather than simply as resistances to a more funda-
mental free-​market imperative.

Of course, Marx identifies a competitive imperative to expand, which often 
seems as invisible to Keynes as to mainstream economists. But investment 
is discontinuous, and a real inertia qualifies Marx’s first-​order abstractions. 
There will and must be new investment, but it need not be made today, nor 
even this month. Reconceived in the context of dynamic change, ‘friction’ 
implies that before any given firm increases its employment, the aggregate 
(or sectoral) macroeconomic conditions may have changed, undermining 
any positive effects on the whole. Because the economy is in a state of con-
tinual change, there is no reason to assume that any pressures towards the 
‘equilibrium’ will be reached either smoothly or before the economy has 
moved on. There may be, in conventional terminology, an unreachable 
‘moving equilibrium’ (Blaug 1997).

The importance and limits of state intervention

It is impossible here to delve far into grand debates about the relation 
between politics and economics or the nature of the state but, minimally, 
Keynes makes clear that it is unsafe to leave the state out of economic 
analysis. States act, and states’ actions make an economic difference. As 
discussed in Chapter 3, interpretations of Keynes’s political philosophy vary 
and, without recapitulating the controversies, it seems clear that Keynes 
sought to establish that states both should and could make effective eco-
nomic interventions, which simple truth challenged important strands of 
economic orthodoxy.

States have real power over money. In a post-​gold-​standard world they 
can, within limits, simply create money. As above, in the General Theory 
the money supply works in conjunction with (private) liquidity preference 
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to determine interest rates. Money is not ‘neutral’, and monetary policy may 
have positive (but in any case real) impacts on accumulation and thence on 
levels of unemployment. Keynes became increasingly convinced that mon-
etary policy might be insufficient to combat unemployment. It may fail unless 
it changes sufficiently the expectations of firms or financiers. In such situ-
ations, Keynes favoured public works (and these rather than the later simple 
‘fiscal stimulus’) as the means to achieve multiplier effects. States can invest 
when private actors are unwilling. Of course, the resources that states use 
are drawn from elsewhere in the economy, with real costs, but in conditions 
of unemployment, states do not simply ‘crowd out’ private spending. The 
‘crowding out’ effects may increase with employment and, although he 
never makes it entirely clear, Keynes seems to favour unemployment rates of 
around 3 to 5 per cent rather than zero (Clarke, P. 1988, Skidelsky 2000). In 
general, however, there is no reason to believe that investment is a zero-​sum 
game, and public works can raise the level of employment.

Keynes’s depiction of states as able to provide rational social and eco-
nomic direction in the national interest can seem embarrassingly naive. The 
state stands above social classes, staffed by gentlemanly intellectuals like 
Keynes himself.

Sidestepping the wider controversies in state theory, a Marxist critique of 
Keynes’s view of the state cuts two ways. If, or to the extent that, unemploy-
ment is functional for capitalism, it should be understood not as a for-
tunate emergent property of capitalism’s contradictory dynamism but as 
substantially achieved through policies enforced by capitalist states. Against 
Keynes, states have seldom if ever acted to eliminate unemployment, and 
some level of unemployment has almost always been a more or less explicit 
policy objective. The debates in the US at the end of WWII are salutary in 
this regard: employment but not ‘full employment’ was accepted as a policy 
goal, even at that high point of social conciliation.

At the same time, rather than capitalist states neatly fulfilling capitalism’s 
needs, there can only ever be broad and vague limits to the acceptable levels 
of unemployment, which are socially constructed and contested. There is a 
danger of a straightforward Marxist reversal of Keynes’s vision of benign 
states in favour of one of equally omnipotent malignity, where whatever 
states do becomes evidence of their character as capitalist instruments; 
unemployment disciplines labour, while reducing unemployment is condu-
cive to national growth and social peace. States are themselves heteroge-
neous and complex rather than singular rational decision makers; they must 
obey capitalist imperatives but also respond to social struggles, and specific 
state institutions and individuals have interests of their own. States cannot 
be presumed to know, let alone have the capacity to do, what is just right for 
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capitalism. Nor can levels of unemployment be read back as achievements 
of exactly whatever was needed.

Keynes’s approach also raises a bigger methodological point, mentioned 
in previous chapters and which will be discussed in more detail in the 
chapters on money and finance, that Marx’s conception of society is in prin-
ciple global and states are themselves constituted within a global system of 
capitalist and inter-​state competition. For Keynes, society and the economy 
are almost always conceived on a national basis. He is aware of the prac-
tical constraints on policy in an international context but, methodologically, 
societies and economies are discrete national entities. Keynes’s aggregation, 
and all the subsequent ‘macro’ which he did so much to encourage, stops 
at the border –​ albeit that the border may then be porous. Instead, national 
economies need to be situated within a conditioning and constraining global 
context. Crucially here, national boundaries contain human movement (and 
to a lesser extent capital movement) and constitute a major ‘friction’ in 
labour markets.

More broadly, Keynes’s identification of politics with state action only 
partially challenges the separation of politics and economics. Economic 
outcomes instead need to be understood as political achievements at a 
deeper level. Unemployment is a consequence, if often an unintended conse-
quence, of open-​ended social struggle.

Conclusion

This chapter has argued for a Marxist appropriation of Keynesian insights 
to better understand unemployment. Marx’s general analysis of capitalism, 
of its need for an industrial reserve army and of the contradictory dynamics 
of accumulation provides an effective point of departure for understanding 
unemployment but needs to be augmented. Keynes’s attack on conven-
tional thinking shows how a simplistic supply-​side model in which demand 
looks after itself is inadequate, and in doing so it provides a useful reminder 
to Marxists not to reduce finance and consumption to straightforward 
determinants of accumulation but to investigate their specific moments.

Keynes’s principal argument is couched in substantially individual 
and static terms and so appears profoundly problematic, but the idea of 
‘unemployment equilibrium’ can be a useful heuristic device. Decisions 
are made in real time, at moments when there are ‘given’ levels of capital 
and of unemployment, which can reasonably be depicted as a temporary 
balance from which there may be little internal imperative to move. Keynes 
insists that the future is uncertain. Amongst other things, this means that all 
social actors, including firms, are really making best guesses at what is likely 
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to succeed. There is no reason to assume that these guesses sum around 
what Keynes’s classical opponents might see as some ideally rational mean; 
indeed there is no reason to assume that any such mean is itself meaningful. 
Of course, such guesses are socially constructed rather than pulled out of 
thin air, and can be more or less well informed and confirmed or repudiated 
by experience, as Keynes accepted, but Marxist materialism provides firmer 
grounds for understanding why economic life makes particular things more 
or less likely. Capitalist imperatives provide the context for understanding 
the decisions that firms make and for why any temporary equilibrium is 
unstable. For firms, it often makes sense, however, to run at less than full 
capacity and to accumulate at less than any theoretical maximum, to invest 
and to recruit workers only slowly and reluctantly.

There may be pressures towards equilibrium, but they occur in the con-
text of dynamic change. Marx wrote that ‘consonance may be reached only 
by passing through the most extreme dissonance’ (1973: 149). Decisions 
at the firm, industry and sectoral level potentially dislocate any movement 
towards balanced growth. In this context, the idea of frictional unemploy-
ment potentially regains critical purchase. Keynes moves beyond the main-
stream apologia towards explanation. But the emphasis on markets and 
the downward stickiness of wages, which he shares with the mainstream, 
limits his critique. Once capital’s inherent heterogeneity on both a spatial 
and a temporal basis is acknowledged, the idea of friction can be worked 
harder. ‘Imperfections’, power and institutional conservatism pervade cap-
italism, producing slow and partial adjustments, between sectors of capital 
and more broadly between firms and economic activities and across space.

Finally, the chapter returned to politics and state intervention. 
Unemployment is always political, never simply an economic phenomenon. 
States are capitalist states, existing in the context of class struggle and a 
global capitalist system, limiting attempts to manage capitalism in any one 
country. State intervention cannot adequately be understood in terms of the 
benign influence Keynes envisaged. Nor do states have privileged know-
ledge of an uncertain future. But state intervention has a distinct moment of 
its own, with real economic impacts. Therefore, as both Marx and Keynes 
would have accepted, theory should not be expected to achieve analytical 
precision, but this should not preclude attempts to understand better how 
economic dynamics produce and reproduce unemployment, in order also to 
better fight against it.

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



147

7

Money

Introduction

In a similar vein to the previous chapter on unemployment, this 
chapter and the next argue that there are problems and lacunae in 
Marx’s understanding of money and finance which a critical engage-
ment with Keynes can help to address.

This chapter again begins with Marx and assumes a degree of 
familiarity and sympathy with Marxist political economy in general 
and Marx’s views on money in particular. Marx said profound things 
about money, some of which anticipate Keynes. But as de Brunhoff’s 
(1976) sympathetic and honest account acknowledges, Marx’s ana-
lysis of money in Capital remains sketchy. Amongst other things, 
Marx identifies money’s different and often contradictory roles but 
leaves their interrelation under-​investigated. There has subsequently 
been important Marxist scholarship which will be drawn upon in 
what follows. But it remains substantially the case, as Weeks argues, 
that ‘[o]bsession with Marx’s theory of value and exploitation has 
resulted in little attention being directed to his analysis of capitalism 
as a money economy, even by Marxists’ (1988:  202). Marx’s own 
analysis also remained at a high level of abstraction which did not 
integrate an analysis of states’ vital role in monetary affairs. Nor could 
Marx be expected to anticipate substantial subsequent changes in the 
global economy, not least the rise of powerful financial institutions 
and the general abandonment of commodity money. It remains impos-
sible to prove an absence, and necessary to apologise for neglecting 
the accounts of which I am no doubt ignorant, but there are ostensible 
gaps and unresolved controversies in Marxist thinking about money.

Hodgson (1982:  17) also charges that Marxists have failed to 
integrate, or even to criticise seriously, important developments 
in Keynesian monetary economics. Keynes’s treatment of money 
challenges the ‘classics’ as Keynes understood them, but it also 
challenges at least certain interpretations of Marxism in which just 
about everything becomes reducible to the imperatives of capital 
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accumulation in the ‘real’ or ‘productive’ economy. This has potentially 
serious implications for broader Marxist analysis. Marxists agree with 
Keynes in insisting that money is not ‘neutral’. There is a specific financial 
moment which can impact on investment. Therefore, if, or in as far as, a 
Marxist analysis of money remains incomplete, so too does any analysis of 
the broader political economy. Once again, the perspective in this book is 
that any Marx–​Keynes synthesis needs to be made with care and Keynesian 
insights criticised and socialised, but there are potential gains to be made 
from a serious critical engagement. This chapter accordingly identifies three 
related areas where such a constructive dialogue can potentially enrich mon-
etary analysis.

The first involves thinking about money’s social relations and its material 
properties. The long first section begins with three central propositions from 
Marx. First, money is a social relation not a thing (CW vol. 6: 145). Second, 
money is primarily a measure of value as socially necessary labour time. 
Third, and more controversially for Marxists, precisely because it is a social 
relation, that measure is inherently imperfect. Amongst other things, money 
has different functions which potentially come into conflict with each other, 
potentially qualifying each other. It is then argued that the ‘not a thing’ 
part of Marx’s formulation should also be qualified. Historical materialism 
recognises that money has specific material properties, which both reflect 
and reflect on capitalist social relations, potentially taking them in new 
directions. The section then draws on and extends Keynes’s thinking about 
money’s essential properties, which can be more or less adequately met by 
different material forms. It sees the choice of particular forms as the outcome 
of contested social conflicts. The shift between different monetary systems 
–​ bimetal, gold, gold exchange, pure fiat money, electronic money and so 
on –​ are neither simply policy choices nor the requirements of some abstract 
capitalist teleology, and they can have substantive economic repercussions.

Following from this, the second section argues that money matters. This 
should be an uncontroversial truism, but the fact that money is not neutral 
has important, under-​investigated implications, obscured by thinking about 
money’s ‘functions’. Money cannot simply be ‘read off’ from developments 
in the wider economy, and it has at least some real influence on that 
economy, which needs to be reintegrated analytically. Keynes mistakenly 
accuses Marx of being a follower of the quantity theory and Say’s Law, but 
Marx’s dismissal of these is somewhat summary and the details of Keynes’s 
critique of the mainstream view that money does not matter, that money is 
neutral, usefully highlight the ineliminable importance of money, the spe-
cific financial and state monetary moments, and how these impact on the 
real economy.
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The third section continues that an engagement with Keynes’s concept of 
liquidity preference, extended and understood as a social and institutional 
phenomenon, can enrich Marxist monetary analysis. While Marx recognises 
the importance of hoarding, his analysis remained unfinished and at times 
suggests that hoarding is simply functional for capital accumulation, leaving 
under-​investigated its potentially disruptive effects. Marxists can better 
understand these as second-​order effects of capital accumulation and its 
contradictions and as predicated on institutional structures, not individual 
preferences, but the specific financial moment needs to be reincorporated 
into any adequate analysis of contemporary capitalism.

This discussion then informs that of Chapter 8, which considers credit 
and interest. There it will be argued that Marx (and the classics) are right to 
identify the basis of interest in profit but that this can only be the analytical 
starting point. Again, there is a real financial moment, the product of both 
state and private financial agency, which needs to be critically investigated 
and incorporated into an understanding of the determination of interest 
rates but thence also of profit rates. There are contested relations of class, 
intra-​capitalist and state power, which shape finance and thence also the 
wider economy. Chapter 9 accordingly considers the state and institutional 
financial power in greater historical specificity.

Money is a social relation but its material properties matter

Marx insists that ‘[m]oney is not a thing, it is a social relation’ (CW vol. 
6: 145). This remains an important insight, subsequently rediscovered by 
any number of sociologists of money, albeit too often grafted onto an other-
wise mainstream monetary theory (Soderberg 2014: 6). That money is at 
least primarily a social relation allows different ways of doing money and 
warns against fetishising any particular form. We do not need to suffer an 
epistemological breakdown when, having said that money is gold, we dis-
cover that what we call money is manifestly no longer gold. But this can only 
be the starting point. First, it is necessary to interrogate the nature of the 
social relation. Marx begins by stressing money as a measure of value, and 
this will be defended very briefly below. But there are immediately reasons 
to qualify this, to see the value relation as only a first approximation, even 
if a vital one. Second, the ‘not a thing’ part of the phrase also needs quali-
fication. Historical materialists can weary of rebutting accusations of crude 
determinism. But materiality, here including the material characteristics of 
money, can matter profoundly. Alternative forms work differently, can per-
form money’s different functions more or less well and win the support of 
different social interests. So it is accepted here that Marx’s analysis does not 
require commodity money (Davis 2010, Williams 2000), but the move away 
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from commodity forms presents analytical challenges and means that capit-
alism works differently.

Marx begins his critique of political economy with money as a measure 
of value. Capital describes how commodity money can become the uni-
versal equivalent, embodying socially necessary labour time, against which 
other commodities can be compared. Marx posits the equality of appar-
ently different goods, 20 yards of linen and one coat (1976: 140), and then 
introduces the equivalence of a certain amount of commodity money, two 
ounces of gold (1976: 157). ‘The simple commodity form is therefore the 
germ of the money-​form’ (1976: 163). Money’s own value is determined, 
like that of any other commodity, by the amount of socially necessary labour 
required for its production. For Marx:

The first main function of gold is to supply commodities with the material 
for the expression of their values, or to represent their values as magnitudes 
of the same denomination, qualitatively equal and quantitatively comparable. 
It thus acts as a universal measure of value, and only through performing 
this function does gold, the specific equivalent commodity, become money. 
(1976: 188)

Marx’s theory of value has been almost incessantly attacked since he first 
articulated it, but Marx was dismissive of challenges that he needed to prove 
the idea (Marx and Engels 1983: 148). For Marx, value is a social theory. 
It is valid at the level of the social totality, helping to explain particularity, 
rather than something directly manifest in every instance:  in the price of 
every ice cream or dodgy derivative. Value and surplus value underlie prices 
and profits but are not immediately, identically, equal. Indeed, the need for 
science hangs on the non-​immediacy of the correspondence between theory 
and experience.

This gap between theory and concrete reality should, however, warn 
against jumping too quickly between value and money. Even with com-
modity money, and at the analytical level of Capital, money necessarily 
provides an imperfect measure. There is an inherent problem with a measure 
that is also a variable. Money as commodity money itself has value, and as 
such it becomes an unstable measure of the value of other things and of 
alterations of value over time and across space (Murray 2005: 56). This was 
already noted by Smith, and Marx makes the same point in his discussion of 
Steuart (Vilar 1984). The problem is a bit like trying to measure the expan-
sion of a solid in an oven by placing it alongside a metal ruler. Subjective 
utility theories of money accordingly rapidly descend into incoherence. For 
marginalism, utility is purely subjective: it is measured by money, towards 
which money people will have different subjective utilities. The system 
disappears into radical circularity. For Marx, the prejudice of a basic human 
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equality provides a theoretical anchor to the concept of value as socially 
necessary labour time. Nevertheless, gold values can still drift quite a long 
way from this stable anchorage. If gold is commodity money, then as prod-
uctivity in the gold-​producing sector changes, it is only possible to know the 
relative changes in the value of other commodities. Marx makes this clear 
in relation to bimetallism:

If therefore two different commodities, such as gold and silver, serve simul-
taneously as measures of value, all commodities will have two separate price-​
expressions, the price in gold and the price in silver, which will quietly co-​exist 
as long as the ratio of the value of silver to that of gold remains unchanged, say 
at 15 to 1. However, every alteration in this ratio disturbs the ratio between 
the gold-​prices and the silver-​prices of commodities, and thus proves in fact 
that a duplication of the measure of value contradicts the function of that 
measure. (1976: 188)

For Marx, it is only by social custom that gold becomes money in the first 
place (1976: 162). Money is, to repeat, ‘a social not a material category’ 
(Williams 2000: 439). Marx insists that ‘[i]n its form of existence as coin, 
gold becomes completely divorced from the substance of its value. Relatively 
valueless objects, therefore, such as paper notes, can serve as coins in place 
of gold’ (Marx 1976:  223–​4). In advanced capitalist nations, already in 
Marx’s day, credit and credit money replaced specie (Marx 1981:  648, 
Williams 2000), and Marx discusses the possibility of departing from metal 
altogether (Marx 1973, Williams 2000), although the problems that paper 
money introduces into the analysis remain, as de Brunhoff accepts, ‘not 
entirely clear’ (1976: 35).

Marx’s depiction of money as primarily a measure of value has parallels 
with Keynes’s (2011) starting point in money as a unit of account and 
professed sympathy with the labour theory of value (Keynes 2011: volume 1, 
1973). But Keynes does not link the two ideas. Indeed, Keynes’s sympathy 
with the labour theory of value is really saying that labour –​ but not money –​ 
is reasonably constant and therefore a better measure. What matters here is 
that value, in the Marxist sense, becomes something which money can only 
ever measure approximately. The use of non-​commodity money, lacking 
any intrinsic value, underscores the problem. It can only ‘stand in’ for com-
modity money (Arthur 2005) more or less reliably and on the more or less 
fragile trust in the issuing authority. This becomes strikingly apparent in 
inflationary times and in an international system of many currencies and 
volatile currency exchange.

Marx goes on to describe how money has further functions (Marx 1976, 
Itoh and Lapavitsas 1999). Putting value first amongst these relegates what 
in liberal accounts is money’s primary, if not only, function as medium of 
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exchange. For Marx, money as a social relation cannot be understood as 
something ‘already there’, as if ‘commodities enter into the process of cir-
culation without a price, and money enters without a value, and that, once 
they have entered circulation, an aliquot part of the medley of commod-
ities is exchanged for an aliquot part of the heap of precious metals’ (Marx 
1976: 219–​20). Money is also a store of value. This allows that it can over-
come apparent obstacles to capital’s reproduction. There is an inherent lag 
between the production and realisation of value. This also involves all sorts 
of unevenness. ‘One sort of commodity requires a longer, another a shorter 
time for its production. The production of different commodities depends 
on different seasons of the year. One commodity may be born in the market 
place, another must travel to a distant market’ (Marx 1976:  232). The 
hoarding and release of money can ease the process.

Credit money goes further. Marx describes how using mere tokens, it 
becomes possible that ‘[t]he seller sells an existing commodity, the buyer 
buys as the mere representative of money, or rather as the representative of 
future money. The seller becomes a creditor, the buyer becomes a debtor’ 
(1976:  233). Promissory notes and bills of exchange extend commercial 
credit from capitals where there are already surpluses to those where pro-
duction and exploitation have not yet occurred. These bills of exchange can 
circulate like money:  indeed they become the ‘actual commercial money’ 
(Marx 1981: 525). ‘By and large, money now functions only as a means of 
payment, i.e. commodities are not sold for money but for a written promise 
to pay’ (Marx 1981: 525). Unlike commodity money, there is no physical 
substance and these bills of exchange can expire and disappear in returning 
to their issuer. So long as payments balance, such ‘money functions only 
nominally, as money of account’ (Marx 1976: 235).

In moving away from a commodity base, such a credit money system 
becomes inherently fragile. Individual defaults ruin particular businesses. 
A ‘general disturbance’ now means that ‘money suddenly and immediately 
changes over from its merely nominal shape, money of account, into hard 
cash’ (Marx 1976: 236). The development of banking systems can concen-
trate money capital into large masses and allay individual default risk but 
also potentially amplifies and generalises the problems. Marx describes the 
growth of what he calls money-​dealing capital, for which the ‘borrowing and 
lending of money becomes their special business. They appear as middlemen 
between the real lender of money capital and its borrower’ (1981: 528). Now 
the banks themselves issue bills, banknotes, which become acceptable as 
money. Raising themes to which the next two chapters will return, ‘in most 
countries the major banks that issue notes are a peculiar mishmash between 
national banks and private banks and actually have the government’s credit 
behind them, their notes being more or less legal tender’ (1981: 529). This 
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idea of a ‘mishmash’ usefully contrasts with some (post)Keynesian binaries 
which either insist that money is a creature of the state or market, or insist 
on monetary theories of credit or credit theories of money.

Marx’s identification of different functions of money and their concep-
tual ordering provides an enduringly powerful contrast with mainstream 
vulgarity. It nevertheless leaves ambiguities, and the language of ‘functions’ 
is potentially misleading. As mentioned in the previous chapter, Marxist 
analysis cannot be functionalist in a strong sense, where the causes of phe-
nomena are simply explained backwards from their effects. An element of 
functionalism may be defended as a ‘first-​cut’ explanation of why and how 
certain features of capitalism persist, but capitalism is dynamic and chan-
ging and riddled with contradictions.

It is no surprise, therefore, that Marx insists that money’s functions can 
also come into conflict, notably for example its functions as a measure of 
value and as a medium of circulation (Marx 1970: 121). These potential 
conflicts between money’s functions are well established in the Marxist 
literature. They becomes particularly stark once non-​commodity tokens 
come to stand in for commodity money. These function effectively as media 
of circulation but are fragile as measures and stores of value (Campbell 
2005: 154). In Marx’s time, paper could be acceptable in domestic markets 
but not in the international arena. As above, the store and release of hoards 
can be functional, moving money to where it is needed, mediating relations 
between its measure of value and medium of circulation functions (de 
Brunhoff 1976; Marx 1970: 126). But, as will be discussed in more detail 
below, it becomes at least implicit that hoarding can be dysfunctional.

The fact that money has different and potentially conflicting roles means 
that each function becomes ‘compromised’. Because money has different 
functions, they modify each other; so money as a medium of circulation 
and as a store of value upset its ability to measure value. The hoarding and 
release of gold by central banks, for example, could have substantial effects 
on prices. Given that there are conflicts, money as a measure of value cannot 
be presumed always to win comprehensively, or there would be no conflict. 
So when Itoh and Lapavitsas, for example, insist analytically on ‘a strict 
ordering’ (1999: 40), this needs to be understood cautiously, in a specific 
sense whereby earlier concepts are applied and revised –​ that is, in the sense 
of sublation and return, rather than as a steady ascent. The other functions 
must be capable of ‘getting at’, of modifying, what we knew, or what we 
thought we knew, about money as a measure of value.

This becomes particularly clear in considering national monies in a global 
context. Marx’s method abstracts from nation-​states, it is not an analysis 
of national economies which then ‘spill over’ into an international economy 
(Pradella 2014:  142). The level of society in Marx’s ‘socially necessary 
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labour time’ ultimately only makes sense at the level of the totality. It is, in 
principle, global rather than national. Accordingly, the society within which 
money is the measure of value is in principle global. At the same time, this 
is a highly differentiated or variegated society. For Marx, gold worked as 
world money, even as national systems allowed deviations from its discip-
line. Today, money is substantially state-​backed. Without gold, we have 
only competing fiat monies and it becomes more precarious to assume that 
national currencies somehow accurately measure values. Marx proposed to 
introduce state and inter-​state relations at more concrete analytical levels, 
but the profundity of his existing insights should not obscure the unfinished 
nature of his work.

What is also clear is that although Marx says money is a social relation not 
a thing, the material properties of money can matter profoundly. Different 
forms of money may perform money’s different functions more or less well. 
Gold stores value but may be a poor medium of circulation, fiat monies 
the reverse. Different social interests may then favour different resolutions 
to the conflicts over monetary forms. This can be seen again and again: in 
the nineteenth-​century debates and struggles around the 1844 British Bank 
Act, around bimetallism in the US in the late nineteenth century, around the 
gold standard in the twentieth century and recent debates about the Euro. 
Capital lacks the teleology to select some abstractly ideal functionality, and 
if the forms of money do work, it is only ever as the resultant of competing 
social interests. Of course, there can be a process of capitalist trial and error 
and change, but monetary forms can ‘lock-​in’ particular relations which can 
then only be transformed more or less traumatically.

By the time Keynes was writing, the nineteenth-​century monetary certain-
ties had dissolved. It was clear that money need not be based on precious 
metals, and Keynes describes gold as a ‘barbarous relic’ (1923: 138). He also 
identifies how the apparent stability of the nineteenth-​century gold standard 
had itself been more the product of good fortune and careful management 
than of an automatic market mechanism. For Keynes, however, dethroning 
gold did not mean that anything could rule as money. The General Theory 
discusses how money’s functions require certain properties, which help to 
explain how particular monetary forms may function differently.

First, for Keynes, money needs to be an object whose carrying costs are 
low and the power of disposal of which is high; it must be liquid (1973: 225–​
6). Things which rot, physically or socially, and things which other people 
may be unwilling to accept, make for poor money. Gresham’s Law (that 
bad money drives out good) and the distinction between different qualities 
of money suggests that the ‘power of disposal’ becomes hard to pin down. 
Gold coins may be the ‘best’ money, but in practice people only offer bad 
tokens. It is apparent, however, that some things work more or less well. 
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The carrying and storing costs of different forms of money can vary consid-
erably: gold versus silver and either form of metal versus paper, for example. 
Already by the time of the French Revolution, the sheer weight of gold had 
become cumbersome for Parisian porters having to carry it (Mandel 1969). 
By the twentieth century, the relative dearth of metallic gold limited its use 
as a medium of circulation. The risk of bank failures can make ‘carrying 
costs’ hard to calculate, and ‘power of disposal’ may lie along a continuum 
rather than being absolute. So the different requirements or dimensions of 
liquidity may make any straightforward ordering impossible (Chick 2019) 
and may vary across monetary forms.

Keynes goes on to identify particular, necessary characteristics of money 
–​ first, ‘a zero, or at any rate a very small, elasticity of production, so far 
as the power of private enterprise is concerned’ (1973: 230). Money, for 
Keynes, ‘cannot readily be produced’ (1973: 230). It cannot be something 
into the production of which firms could simply divert resources if profits 
elsewhere fell. Money cannot grow on trees. However, even ignoring the 
long history of tobacco as legal tender in the US (Galbraith 1995), in a 
world of commodity money there clearly is at least some ‘elasticity of pro-
duction’. In the long term, the bullion famine of the fifteenth century and 
corresponding high ‘prices’ of specie played a major role in stimulating the 
European Navigations and the plunder of the sixteenth century. To degrees 
that remain disputed, inflows of specie to Europe then promoted inflation, 
the early versions of the quantity theory, and economic growth (Vilar 1984, 
Arestis and Howells 2001). The point here is that the causal relations can 
run from prices to supply rather than the reverse. There is at least an asso-
ciation, and, for gold, some crude relation between prices and production 
levels could still be discerned in the twentieth century (calculated from USGS 
2018). Paper and electronic fiat money obviate this problem of elastic supply 
‘so far as the private sector is concerned’. For Keynes, British authorities 
(and as seen in previous chapters, Keynes’s focus usually remained firmly 
on Britain and the US) could be trusted not to allow the hyperinflationary 
catastrophes experienced in continental Europe, so there was little to fear 
in gold’s abandonment. The use of ‘credit money’ and questions of money’s 
endogeneity or exogeneity, discussed in Chapter 9, might call this into 
question. The distinction between ‘private enterprise’ in credit creation and 
elsewhere becomes significant. The production of different forms of non-​
state money may also be more or less elastic, even as this makes their ability 
to work as money more or less precarious. Money at least needs to have 
characteristics that allow some form of institutional monopoly over its pro-
duction (Dillard 1980). For Keynes, moreover, such a low elasticity of pro-
duction is not a sufficient condition.
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Second, money must also have a zero, or near-​zero, ‘elasticity of substi-
tution’ (Keynes 1973: 231). Other things cannot be substituted for it, or it 
for those other things. Other factors like land have a near-​zero elasticity of 
production but have other uses. So whatever is money is used (more or less) 
exclusively as money. A little gold jewellery might cause few difficulties, but 
tobacco is again inherently more problematic (Melitz 1976). State-​backed 
fiat money would again appear to work best. As discussed in Chapter 4, 
most emphatically in the Treatise (2011: volume 1), Keynes articulated tren-
chant support for chartalist views that all money proper was state money. 
But states could also allow ‘free coinage’, the conversion of gold and (for 
example in the US until 1873) silver into legal tender. Strictly private and 
foreign money can and does substitute for state money to varying degrees 
in different countries. Again it is a question of degree but, as Dillard puts it, 
what is crucial to the argument is that ‘the utility of money to individuals 
falls less rapidly than the utility of any specific form of wealth’ (1980: 258). 
People, with Keynes as ever making little distinction between individuals and 
firms, rationally hold money rather than spending it on other things. Kicillof 
argues that in a positive sense, Keynes’s reasoning around liquidity appears 
to become circular. ‘[A]n asset becomes money because it is liquid, but its 
liquidity rests precisely on the fact that it is money’ (Kicillof 2018: 387, 
see also Chick 1983). If something is money it is acceptable as money. But 
Keynes does provide criteria for evaluating how different forms of money 
might work only more or less effectively.

The social conflicts around gold and sound money are worth a brief further 
comment. Despite opponents’ caricatures, Keynes remained an opponent of 
high inflation, amongst other things proposing anti-​inflationary measures 
in the late 1930s while British unemployment rates remained very high. 
Keynes also invented what became a famous warning that Lenin favoured 
debauching the currency as a means to revolution (CWII: 148). This was a 
complete fiction (see Fetter 1977), but it helps to emphasise that monetary 
questions are class questions. Monetary questions were class questions for 
Marx too in his opposition to the Currency School and to the 1844 Bank 
Act. Defence of ‘sound money’ is typically an anti-​working-​class austerity 
position. But, as in 1844, there is seldom a single, agreed capitalist mon-
etary orientation. Capitalism changes and so do monetary forms. Of course, 
powerful vested interests fought to retain a gold-​exchange standard. As 
above, Keynes had touched on broader social conflicts in the earlier Tract. 
These largely disappear from the General Theory, but he remains clear that 
moneyed interests and national interests need not coincide. Again, in the 
post-​WWII period a system which had appeared to work well for capital 
ceased to do so and became the focus of sharp conflicts. Minsky writes 
that ‘[a]s banking innovation accelerated in the 1960s and 1970s, it became 
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apparent that there are a number of different types of money, and that 
the nature of the relevant money changes as institutions evolve’ (Minsky 
1986: 252). A language of evolution can be misleading, and if Keynes is 
right and there is little substitution between money and other commodities, 
there is a lock in effect. Alternative monies can develop, but the shift from 
one dominant form of money to another typically involves crises and social 
conflict rather than gradual change. A class analysis is needed to under-
stand these monetary turns, why one monetary thing, one form of money, 
supersedes another.

Money is therefore a social relation, but it has different functions which 
may come into conflict and different forms which can have different eco-
nomic consequences. Different social interests are likely to favour particular 
‘solutions’ to functional conflicts and particular monetary forms. This also 
has theoretical implications. Marx expresses analytical priorities but they 
cannot be more than that, so money as a measure of value cannot be fixed 
and absolute. Money’s other functions come into conflict with the measure 
of value function, modifying it. Keynes’s identification of money’s functions 
can become abstractly ideal, but this need not diminish the importance of 
the variables he identifies. The next two sections will develop this critique 
of Keynes, looking at the non-​neutrality of money and liquidity preference.

Money matters

Money is not neutral. Money matters, potentially modifying what occurs in 
the productive economy. Although this was something on which Keynesians 
put more emphasis, few Marxists would disagree. Money becomes the essence 
of capitalism; M-​C-​Mʹ. Amongst other things, it is the anarchic nature of 
the specifically monetary economy that makes capitalism intrinsically crisis-​
prone. However, thinking in terms of money’s functions can obscure the 
active role of money, and Marxists have seldom explicitly investigated how 
the non-​neutrality of money involves reshaping accumulation. Of course, 
many scholars with Marxist backgrounds have recently depicted a new era 
of finance-​led capitalism (Bryan and Rafferty 2005, Dumenil and Levy 2004, 
Lazonick 2012). The point here is a broader one, less about the emergence 
of a new paradigm than about the need to always investigate the relation 
between money and the ‘real’ economy. This does not then require money’s 
analytic priority, but it suggests that the world of money and finance needs 
to be taken seriously as at least a second-​order effect which reacts back onto 
the productive economy, reshaping it in non-​trivial ways.

Non-​neutrality is fundamental to Keynes’s critique. He insists that ‘neu-
tral money’ is ‘a nonsense notion’ (CWXIV: 93). In rejecting this, Keynes 
exaggerates his own originality. Mattick maintains that he ‘shared honours 
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with Hawtrey, Harrod, Cassel, Wicksell, Fisher and a host of long-​forgotten 
“money-​cranks”, particularly Proudhon and Silvio Gesell’ (1971:  5). 
Keynes sees Marx as one of the classics, in the sense of accepting money 
neutrality. Marx does occasionally use a language of money as a veil. But 
this is in the sense of money masking exploitation and capitals’ productive 
interconnections (Marx and Engels 2010, vol. 29: 27, 156). Marx’s ire was 
directed at those who saw the solutions to capitalism’s ills in a monetary 
fix. Money makes everything appear to occur in a realm of free exchange 
rather than a world of exploitative production. Apparently unbeknownst to 
Keynes, Marx was equally emphatic in his rejection of Say and the quan-
tity theory. Quite apart from Marx’s fine line in personal vitriol, he wastes 
little time with Say’s ‘famous law’ (Marx CW vol. 32: 124–​5), stressing that 
it is invalidated by production on an enlarged scale, when applied to the 
international scene (CW vol. 32: 160), and that, even amongst its followers, 
‘Say’s rigmarole’ could now only be invoked in times of prosperity and had 
to be ‘thrown to the winds in times of crisis’ (CW vol. 32: 131). Marx is 
equally brusque with Ricardo’s acceptance of the quantity theory, which 
stems from his regard for ‘the fluid form of money in isolation’ (cited in 
de Brunhoff 1976: 35). Marx is suggesting that money is mystifying, that 
its social power cannot be grasped by beginning with exchange (Soderberg 
2014), not endorsing the mainstream view that money is unimportant.

Keynes nevertheless develops an original critique of the classics, who 
he insists held two incompatible theories of money. The first is really 
one of ‘non-​monetary money’ (Kicillof 2018: 148). According to Keynes, 
‘[m]ost treatises on the principles of economics are concerned mainly, if 
not entirely, with a real-​exchange economy; and –​ which is more pecu-
liar –​ the same thing is also largely true of most treatises on the theory 
of money’ (CWXIII: 409). From Hume to Samuelson, mainstream writers 
assert that money simply allows an efficient exchange economy (Ingham 
2004, Hoover 2012). Analysis usually begins with commodity money but 
quickly parks money’s specificity by depicting money itself as invariable. 
Formal acknowledgements that the marginal utility of money itself depends 
upon wealth (Jevons 1957, Marshall 2009) are dropped for the sake of con-
venience, and it is assumed that ‘[m]oney with constant purchasing power 
represents a constant marginal utility’ (Kicillof 2018: 152). Money does not 
matter. For this first classical view, money is simply a veil, which needs to 
be drawn aside to uncover the real economy beneath (Schumpeter 1954a).

By contrast, what Kicillof calls the ‘second classical treatise’ allows that 
money might itself be subject to economic laws. ‘The demand for the com-
modity “money” in its capacity as commodity [i]s nothing particular, as it 
depends, ultimately, on consumers’ preferences and needs based on utility’ 
(Kicillof 2018: 158). The ancient quantity theory now becomes, in standard 
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interpretations of the Fisher equation, an imperative that the state supply 
of money should manage prices (Friedman 1987). From a theoretical point 
of view, money’s production is separated from that of the wider economy, 
and for Friedman it might as well be assumed to be dropped from the skies. 
Money does now matter, and any distortion of price signals has serious 
consequences, but ‘neither demand nor supply grants it intrinsic value … 
instead of its price being what governs quantity, it is now the arbitrary 
quantity put into circulation that governs the value of money’ (Kicillof 
2018: 160).

With these two alternative mainstream approaches to money, Keynes 
writes, ‘[w]e have all of us become used to finding ourselves sometimes on 
one side of the moon and sometimes on the other, without knowing what 
route or journey connects them’ (1973: 292). Keynes accordingly attempts 
to develop a unified theory of money. If, as the neo-​classical view insists, 
price signals are paramount, what happens to money should affect the wider 
economy.

This is true of price changes and expectations of price changes. As above, 
Keynes’s earlier work made clear, for example, how inflation redistributes 
income, how ‘a change in the available “counters”, which does not affect 
everyone’s holding equally (and in practice such changes never do), may 
have a fairly large lasting effect on relative price-​levels’ (2011: volume 1, 92). 
Inflation’s redistributive effects, for example, potentially have contradictory 
implications for profits and effective demand (Keynes 1923, 2011: vol. 1). 
Cuts in money wages might set in motion a deflationary spiral (Rivot 2019). 
Expectations of price changes also become vital in relation to expectations 
of interest and profit, making it rational to spend or to hold money. These 
forces may pull in different directions, but they require that the monetary 
has real economic consequences.

Money also matters decisively in terms of interest rates, which do not 
settle at some natural rate but are determined (at least substantially) inde-
pendently of savings and investment demand. As discussed in Chapter 5, 
taken literally, Keynes’s model becomes highly determinist. He posits the 
supply of money (itself taken as set by the authorities, or ‘exogenous’) 
and liquidity preference (discussed below) as (something close to) autono-
mous variables, which help to explain the ‘real’ economy but which them-
selves remain inadequately explained. Both finance and state authority are 
constrained by the wider economy, but they are not reducible to it, and 
financial actions have substantial and often unpredictable consequences.

Keynes agrees that the money supply matters but in more complex ways 
than suggested by the quantity theory or later monetarists. In conditions of 
less than full employment, more money may lead not to increased prices 
but to more economic activity, more employment. In common with the 
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existing Cambridge approach, Keynes put more emphasis on the demand 
for money than on its supply. More fundamentally, for Keynes, the vel-
ocity of circulation was inconstant and unpredictable. In the Treatise, ‘the 
price-​level can be affected just as much by the decisions of the depositors to 
vary the amounts of real-​balances which they … keep, as by the decisions 
of the bankers to vary the amounts of money-​balances which they … create’ 
(2011: volume 1, 228). The General Theory abandons ‘real-​balances’ and 
introduces liquidity preference to express this willingness to hold money. As 
Minsky puts it, ‘[t]he argument shows that we cannot understand how our 
economy works by first solving allocation problems and then adding finan-
cing relations; in a capitalist economy resource allocation and price deter-
mination are integrated with the financing of outputs, positions in capital 
assets, and the validating liabilities’ (Minsky 1986: 159–​60). Money cannot 
be safely ignored and the economy treated as if it were based on barter. 
Indeed, liquidity preference and the supply of money affect the interest rate, 
which becomes a crucial causal variable, determining the level of investment 
and employment.

Keynes is therefore articulating a ‘monetary theory of production’ 
(CWXIII: 408ff). He has reasonably been depicted as being primarily a mon-
etary economist and as suggesting money is analytically primary (Patinkin 
1987, Skidelsky 1992, Davidson 2007, 2009, Minsky 2008). Keynes’s mon-
etary priorities also mean that he is not simply throwing extra variables into 
an otherwise orthodox simultaneous-​equations model. He has dependent 
and independent variables, determinates and determinants (1973:  245, 
183). As above, there are later qualifications and acknowledgements of 
interdependence (Keynes 1973: 247, CWXIV: 11–​12) but, amongst other 
things, Keynes’s one-​sidedness leaves him vulnerable to the criticisms of 
Hicks (1937) and Hansen (1953), discussed in Chapter 11, which would 
reintegrate Keynes with the classical mainstream.

Even if contestable as a substantive theoretical system, much of what 
Keynes says about the impact of money and credit on production is endur-
ingly powerful. Of course, it is possible to go further, both to socialise the 
variables and to interrogate the ordering. Keynes’s stress on the monetary 
variables leaves what he says about production largely orthodox. Regarding 
money as first a measure of value and interest as ultimately derived from 
profit (as will be discussed in Chapter 8) allows a more convincing anchoring 
of monetary relations than could be achieved by looking at the world the 
other way round and trying to explain value relations by beginning with 
money. Nevertheless, the specific demand for money, whether from pro-
ductive capital or from within finance, and states’ monetary policy cannot 
be reduced to passive reflections of the productive economy. The implica-
tion, which Marxists need to keep in sight, is that there is a financial realm 
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within which there are real economic decisions –​ ‘real’ in the sense that they 
have non-​trivial impacts on the wider economy.

The point becomes stark in the way major economic crises have often 
been accompanied by changes in monetary arrangements, with real social 
struggles over these shifts. Marx wrote extensively about the 1844 Act, 
particularly in opposition to the Currency School, and its insistence on 
maintaining strict links between banknote issue and gold. Few subsequent 
Marxists have been as interested in what have sometimes seemed technical 
intra-​capitalist monetary squabbles. But what happens to money and, not 
least, what states do to money can have serious implications for the wider 
economy. Polanyi’s (2001) famous account sees the 1844 Act as a vital 
moment in establishing modern capitalism. If this puts too much emphasis 
on political determination, the passage of the Act made a substantial eco-
nomic and political difference. Similarly, the post-​WWI decisions to return 
to gold standard mattered, as did those in France to return but at a devalued 
rate. It is not fantastic to imagine that the British General Strike might not 
have occurred if Keynes’s advice to stay off gold had been heeded in 1925. 
The arrangements at Bretton Woods and the post-​WWII system’s subse-
quent abandonment had at least some impact on the wider economy, and 
considerably different impacts on different national economies. The use of 
inflation in the 1970s and the turn to monetarism at the end of that decade 
have been the subject of important Marxist studies (e.g. Krippner 2011), and 
most Marxists had little difficulty opposing the high interest rate policies 
of the 1970s and 1980s, with their deliberately recessionary and avowedly 
anti-​labour motivations. Conversely, by the 2000s low interest rates and 
bank lending substantially provided the basis for the housing boom and the 
sub-​prime crisis. The point here is simply that policy could clearly make an 
economic difference. Of course, neither the authorities nor financiers make 
decisions in conditions of their own choosing, but real financial decisions 
and changing monetary forms influenced accumulation and class relations.

Hoarding or liquidity preference as an important socio-​institutional 
phenomenon

Marx largely sees hoarding as functional for capital, with the store and 
release of value potentially smoothing accumulation (1976: 231–​2). He is 
also aware of potential dysfunctionalities and why, as a consequence, Say’s 
Law is nonsense. At the same time, Marx’s analysis remains underdeveloped 
and the potential causes and consequences of hoarding remain worth fur-
ther investigation. This can potentially be enriched by building on Keynes’s 
idea of liquidity preference. This reintroduces what he acknowledges as 
the ‘ancient distinction between the use of money for the transaction of 
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current business and its use as a store of value’ (1973: 168). In his subse-
quent defence, Keynes often reverts to a language of hoarding pure and 
simple (CWXIV: 70, 116, 117, 213). There are very different emphases in 
terms of causation. At least in the first instance, where for Keynes liquidity 
is preferred, for Marx investment is declined (Lederer 1936). Conceptual 
priorities matter to both Marx and Keynes, but there is a two-​way process 
and the specific financial demand has real, potentially disruptive, impacts.

This section unavoidably trespasses on the discussion of credit and 
interest in the next chapter, but for Keynes in the General Theory, rather 
than there being a natural rate of interest efficiently matching savings and 
investment, interest rates are determined through the interaction of the 
supply of money by the authorities and liquidity preference. Liquidity pref-
erence in turn has three determinants: transactions and precautionary and 
speculative demand. The last constitutes the most dynamic element and 
is Keynes’s most original contribution. Transactions and precautionary 
demands, and Keynes’s subsequent addition of a finance demand, all seem 
reasonably commensurate with mainstream views that reduce finance to a 
function of the real economy. With speculative demand, the financial system 
develops a separate logic in which speculation can become a self-​fulfilling 
prophecy. Assessments of returns, not least of returns in relation to the rate 
of interest, become the determinants of the rate of interest.

To a degree still disputed, Keynes’s General Theory views are predicated 
on his original understanding of uncertainty. Quite typically, the ‘central 
idea’ of the General Theory is ‘that the role of money derives from the exist-
ence of ignorance and uncertainty from which the classical system abstracted’ 
(Clarke, S. 1988: 236). Practically, future rates of return on investment and 
interest are unknowable and in an important sense themselves speculative. 
Money can then provide a bridge between the present and an uncertain 
future. It is not irrational to hold money idle when better rates of return may 
become available at some unknowable future time. Speculation is Keynes’s 
‘reductio ad absurdum of the doctrine that the benefits of all are best met 
through the free play of individual desires’ (Fitzgibbons 1988: 90). It is not 
irrational to buy financial assets whose price depends not on any underlying 
cost but on other people’s estimation of their likely return. We soon enter 
the world of Keynes’s famous second-​ and third-​order games, ‘where we 
devote our intelligence to anticipating what average opinion expects average 
opinion to be’ (1973: 156). In short, as Tily writes, ‘[t]he liquidity prefer-
ence schedule is derived as a cumulative distribution function of individual 
speculators’ expectations of the rate of interest and the funds they have set 
aside for speculation’ (2007: 189). We can end with the situation of financial 
dominance where ‘enterprise becomes the bubble on a whirlpool of specu-
lation’ (Keynes 1973: 159). For Keynes, the conventional understanding is 
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reversed: ‘interest has been usually regarded as the reward for not-​spending, 
whereas in fact it is the reward for not-​hoarding’ (1973: 174).

There is much that is problematic. Again, Keynes’s analysis appears 
to hang on the interaction of independent asocialised individuals. For 
Keynes ‘the fact that each individual investor flatters himself that his 
commitment is “liquid” … calms his nerves and makes him much more 
willing to run a risk’ (Keynes 1973: 160). Keynes’s own earlier criticisms 
of economists’ neglect of institutional power have largely disappeared 
(CWIX:  284–​5). Liquidity preference seems either indeterminate or to 
hang between ‘conventional judgement’ and ‘animal spirits’ (Dow 2019), 
suspended on some rather flimsy psychology (Skidelsky 1992). Persuading 
individuals to lessen their attachment to liquidity and towards long-​term 
investment then becomes at least an important part of Keynes’s solution 
(Davis 1992).

However, there are important qualifications to Keynes’s individualism. 
As discussed in Chapter 2, there are reasons to think his individualism does 
not run particularly deep, and he provides hints at a more social theory 
(O’Donnell 1989, Davis 1994). People behave conventionally and predict-
ably (1973:  199, 203). Both Sheehan (2009) and Kicillof (2018) see the 
changed, corporate nature of capitalism as still essential to Keynes’s General 
Theory argument. ‘Instability is amplified by the separation of ownership 
and control, stock market valuations determined with inadequate informa-
tion, casino-​led stock markets and the fluctuating character of both specu-
lator confidence and the state of credit’ (Sheehan 2009:  119). Keynes’s 
chapter 15 on ‘the Psychological and Business Incentives to Liquidity’ is 
notable for saying much less on individual psychology than elsewhere, and 
much less than is often imputed.

A reworking of Keynes’s ostensibly individual determinants as social 
constructions might not, therefore, do much damage to his system but, at 
best, the nature of the social construction, the relation between individual 
agents and social structures, warrants further elaboration. Many authors 
from within the Keynesian tradition have accordingly identified the limits 
of depictions of liquidity preference as an individual, psychological phe-
nomenon and tried to go beyond them. For Minsky, ‘questions need to be 
answered in the context of the institutions and financial usages that actually 
exist, not in terms of an abstract economy’ (Minsky 1986: 112). Liquidity 
preference only makes sense if financial institutions are able to ‘hold up’ 
money rather than acting as frictionless intermediaries. There need to be, 
in Hahn’s ‘terminology “resting places” in the demand for nonproducibles’ 
(Davidson 2010: 256). The fiction of financial institutions as simple inter-
mediaries between savers and investors becomes less plausible as the range 
of purely financial and intra-​institutional financial activity expands. The 
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explosion of financial derivatives, traded and held primarily within the 
financial sector, takes liquidity preference to new levels.

The acknowledgement of the need for a more thoroughly socialised ana-
lysis is therefore not necessarily a specifically Marxist one, but a Marxist 
epistemology provides bases for interpreting the context of individual 
beliefs and actions. As Lapavitsas argues, ‘[m]oney certainly functions 
as means of dealing with uncertainty in a capitalist economy, but this 
is primarily due to the economy’s capitalist character’ (2006:  145). It is 
a simple Marxist truism that capitalism’s competitive dynamism imposes 
imperatives and constraints, but it is impossible to anticipate the future in 
detail and, in a deep epistemological sense, it is indeed unknowable. More 
particularly, people and firms cannot know how others will react and must 
form expectations about the future, and thence second-​ and third-​order 
problems of the type Keynes identifies (Itoh and Lapavitsas 1999), but this 
does not require a descent into radical indeterminism. People act within 
broad parameters of understanding of likely outcomes imposed not least 
by capital’s dynamic imperatives and confirmed or refuted by experience. 
Nor is liquidity preference purely a financial imperative which reacts on 
the real. Keynes’s later reintroduction of a finance motive for liquidity also 
explicitly incorporates this as a business imperative (CWXIV: 201–​15). As 
Shackle writes, for real economy firms ‘a long life will depend upon survival 
through the many vicissitudes and the freedom to take audacious gambles 
without final catastrophe, and that survival and freedom will depend at 
many a crisis on liquidity’ (1972: 216). Liquidity preference then becomes 
an (imperfect, distorted) reflection of accumulation and class struggle not an 
arbitrary product of speculators’ psychology. Finance is not a world unto 
itself but is constrained and conditioned by the wider political economy. 
Not least, and again as Keynesians like Minsky (1986) acknowledge, even 
if finance comes to resemble a casino, the funds available to the speculators 
ultimately come from elsewhere.

Minimally, the individuals, at least those making the decisions that really 
count at an aggregate economic level, in finance as in the real economy, 
typically act within large institutions which condition their behaviour. 
Of course, some rich individuals control more money than medium-​sized 
states. But most financial assets are held by huge institutions of one sort or 
another. Chapter 9 will sketch some historical examples, but the contrast 
between the nineteenth and twenty-​first centuries is quite stark. Although 
he already discerns a centralisation, banking in Marx’s day was largely 
small-​scale, with limited liability protections only introduced in England 
in 1862 (Davies 1996). Today there are still vast numbers of small financial 
businesses, but the giants dominate. In 2016, the world’s ten largest banks 
alone controlled assets amounting to $25 trillion (a third of world GDP) 
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and made profits of $317 billion (The Banker July 2016, World Bank 2018). 
Vast physical hoards still exist. The central banks of Germany, France, Italy 
and China alone hold $500 billion’s worth of gold between them, a small 
fraction of their total reserves (IMF 2020). Large institutions are directly 
responsible for most of the cash in circulation and for the outstanding loans.

There are clear commensurabilities between Marx and Keynes, with 
real-​economy demand reducing hoards (Robinson 1966). Conversely, as 
Heilbroner asks, why ‘would businessmen expand their facilities when they 
look to the future with trepidation’ (1999: 266)? Recent decades have seen 
leaps in the level of corporate retained earnings, and these have also been 
thrown onto financial markets. Real-​economy corporations not only saved 
rather than borrowing or reinvesting profits but instituted new financial 
practices, notably through share buy-​backs, which drove up prices, fur-
ther encouraging the diversion of money away from investment (Milberg 
and Winkler 2010). ‘Hoarding has increased and has been difficult to 
mobilize with much intensified liquidity preference due to worries about the 
future and lack of promising opportunities for industrial investment’ (Itoh 
2005: 190). The financialisation of real-​economy corporations makes little 
sense as a passive response to interest rates, as Keynes’s General Theory 
first-​order approximations would have it, because these rates have been at 
historic lows. Nor do interest rates and liquidity preferences make sense in 
abstraction from the returns available for real-​economy investment.

There are dynamic feedback mechanisms, however, and the analytical 
point is that hoarding is potentially dysfunctional for capital conceived 
as a whole. Liquidity preference, considered as an institutional phe-
nomenon, helps to explain this potentially contradictory relation with 
money’s functions as a measure of value and medium of exchange. The 
concentrations of capital and of power within finance continued to vary 
across countries but increased dramatically in the last decades of the twen-
tieth century. Marxists have not been immune from exaggerated depictions 
of recent transformations as a misguided or malevolent change of heart by 
policy-​makers or as predicated on financial capitalists’ new-​found greed, 
but they can also find the bases of these in underlying reorientations of cap-
ital. Marx’s conceptions of the changing dynamics of accumulation provide 
a necessary first-​order basis in profits and their allocation, however much 
financial decisions then influence accumulation.

Conclusion

This chapter can be concluded very simply and briefly: money is a social 
relation and social relations establish what material forms of money are 
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adopted. Money, to be money, must have certain properties and fulfil cer-
tain functions, but it has different and potentially conflicting functions, 
meaning that it is only ever an imperfect measure of value, medium of 
exchange or store of value. There can be no ideal money, and forms and 
functions ‘work’ better or worse for different social interests. They also 
work for any putative collective capitalist interest only imperfectly and as 
the outcome of open-​ended struggle. Where Keynes almost always began 
with money, a Marxist approach instead begins from the side of production 
and class relations. But there needs to be a pincer movement, as it were, and 
at least also a supporting approach from the side of money. The monetary 
forms impact on accumulation in non-​trivial ways: in particular, hoarding 
or liquidity preference, understood as an institutional phenomenon, holds 
up money in finance in ways that do not simply reflect but also contribute to 
the dynamics and to the inertia of the productive economy. Similarly, as the 
next chapter will discuss, interest rates and financial profits may ultimately 
derive from, but are not reducible to, capital’s profitability.
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Profit and interest

Introduction

This chapter turns to questions of interest and interest rates, and it 
is perhaps here that Keynes’s ‘solecism’, positing the followers of 
Ricardo, the likes of Mill, Marshall, Edgeworth and Pigou, as the 
‘classics’ (1973: 3), is most seriously misleading. There is little con-
tinuity between the tradition of Smith, Ricardo and Marx and the 
mainstream understanding of interest against which Keynes sets him-
self. It will be argued that starting within, and directing his critique 
towards, the will-​o’-​the-​wisp which is conventional theory, Keynes 
provides an insufficient basis for an effective alternative. He can dem-
onstrate the fallacies of his opponents’ priorities but cannot secure his 
own. The concessions he is forced to make to his critics then effectively 
neutralise his critique, allowing it to be reincorporated into an only 
moderately reformed mainstream. It will be argued that the classics, 
as Marx understood them, can provide an anchor for Keynes’s insights 
and guard against such an appropriation. At the same time, Keynes’s 
insights should provoke a constructive reform of the classics, as ana-
lysis moves from an abstract generality to concrete investigations of 
profit and interest and their relation.

The next section therefore goes back to the classics, understood in 
the more conventional sense, and to Marx, and why they see profits in 
the wider economy as providing the basis for any adequate theory of 
interest. It will be argued that this remains an essential starting point 
against standard economic depictions of free-​floating forces of supply 
and demand or an apparently autonomous determination by financial 
variables. The financial sector can ultimately only appropriate a share 
of value created elsewhere. It is, however, necessary to go beyond this 
simple fact, and a critical engagement with Keynes can add valuable 
nuance.

The second section therefore revisits Keynes’s critique of orthodoxy 
and his alternative depiction of interest rate determination. There are 
two alternative mainstream views, one positing interest rates as simply 
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tending to a natural rate that brings aggregate supply and demand into line, 
the second treating money itself in marginalist terms and seeing interest rates 
as determined by time preferences for money based on income, wealth and 
subjective evaluations of utility. Keynes points out the insufficiency of both 
mainstream views and, as seen in previous chapters, instead sees interest 
rates as determined through the interaction of liquidity preference and the 
money supply. Initially, Keynes posits these as wholly independent of what 
happens in the wider economy. This proves unsustainable and Keynes later 
retreats. But acknowledging more complex interdependence undermines 
his claims to provide a coherent alternative theory and lends itself to the 
reincorporation of Keynes’s insights.

The third section argues, following the discussion of the previous chapter, 
that Keynes’s insights into liquidity preference and state power can be better 
reinterpreted as second-​order effects, grounded in a classical/​Marxist view 
of profits as the basis of interest but acknowledging questions of institu-
tional power within finance, in the state and inter-​state relations, from 
which both Marx and Keynes abstract. So reinterpreted, Keynes’s insight 
allows progress beyond the classics’ generalisations particularly in terms of 
understanding interest rate variability. Arguments about institutional spe-
cificity, particularly in relation to the state, and the impact of money and 
finance on capital accumulation are developed more concretely in the next 
chapter.

Marx and the classics

This section briefly sketches and defends Marx’s views of interest, even as 
it argues for going further. As often, Marx builds on classical foundations, 
on Smith and Ricardo, and the essential point here –​ that interest is derived 
from profit –​ is also reaffirmed by Schumpeter and (at least occasionally and 
more obliquely) by modern mainstream economists.

The ‘classics’, as Marx understood them, already linked interest and 
profit. For Smith, the rate of interest is roughly half the rate of profit 
(1997: 200). He never really explains this but sees market imperatives as 
the driver. Different statutes ‘seem rather to have followed and not to have 
gone before the market rate of interest’ (1997: 192). For example, Smith 
describes how laws passed by Edward VI (1537–​53) prohibiting all interest 
are ‘said to have produced no effect, and probably rather increased than 
diminished the extent of usury’ (1997: 191). Attempts to restrict interest 
rates severely, outright proscriptions (by Smith’s time long since abandoned 
in Britain) or setting low legal maxima would drive lending underground 
and have the perverse effect of increasing the rates charged, with a premium 
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for illegality because loans become high-​risk from the lenders’ point of view 
(1997: 454). As often, Smith is not simply advocating laissez-​faire and he 
thinks there should be a legal limit which ‘ought always to be somewhat 
above the lowest market price’ (1997: 457). Too low a rate and lending is 
driven into illegality, too high and the irresponsible might be encouraged. 
For Smith, Britain’s then legal rate of 5  per cent where the government 
borrows at 3 per cent and private rates are 4 or 4.5 ‘is perhaps as proper as 
any’ (1997: 457).

Ricardo sees ‘[t]he rate of interest … ultimately and permanently governed 
by the rate of profit (1951:  297). He says little more, and Schumpeter 
accuses ‘Ricardo and his epigoni’ of seeing profit and interest as ‘plainly 
synonymous’ (cited in Conrad 1963:  11). However, Ricardo’s ‘governed 
by’ makes his views distinct from those of later mainstream thinkers, most 
conspicuously Knight, in whose writings the identity of profit and interest 
conflates the categories, effectively saying that all money-​making could 
be understood as earning interest and considered under the same rubric 
(Conrad 1963). The classics distinguished between the concepts. Ricardo 
also immediately adds that interest is ‘subject to temporary variations from 
other causes’ (1951: 297). There could be all sorts of reasons for fluctuations 
in supply and demand, with conditions of war and peace (very much still at 
the front of Ricardo’s mind in 1817) making a major difference, particularly 
through demand for government loans (Ricardo 1951). Ultimately, how-
ever, interest is derived from profits.

Marx stood within the classical tradition in this sense. Profit rates set 
the maximum of the rate of interest, at least under normal circumstances. 
Profits themselves are derived from, are the monetary form of, surplus value 
generated by the exploitation of productive labour. The distinction between 
productive and unproductive labour needs a brief comment; it is controver-
sial, even amongst Marxists, and at best hard to operationalise (Laibman 
1992). But the conceptual point is clear enough. Not every economic activity 
produces new value. Marx includes popes, priests, police and moneylenders 
amongst the unproductive. For Marx (e.g. 1973:  328), this is not about 
material production, as it was for Smith. School teachers, opera singers and 
clowns can all be perfectly productive. In Marx’s examples, from the stand-
point of the capitalist, an education factory is conceptually little different to 
a sausage factory (Marx 1976: 644, 1044). But some firms live off the profits 
generated elsewhere. This would be obvious in the case of outright robbery 
–​ which example seems sufficient to establish the principle. But other work 
may be socially useful, keeping the peace, caring for the elderly, without 
contributing to the production of new value. It was noted in Chapter 4 that 
Keynes introduces a category of ‘unproductive consumption’, which adds 
nothing to productive effort (2011: volume 1, 125), and this allows much 
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the same point. Although there are many disputes and many grey areas, 
Marx and most Marxists see finance in this light. Financial capitalists are a 
‘class of parasites’, or at best ‘honourable bandits’ (Marx 1981: 678, 679).

This is not saying that finance is simply a ‘bad thing’ or even necessarily 
a ‘drag’ on the real economy. The financial system may enable capitalist 
growth. But even then it does so through redistributing not creating wealth. 
To borrow Keynesian examples, burying bottles stuffed with banknotes, or 
redistributing income from the rich to the poor, may be conducive to growth 
but these are not themselves productive activities. Any positive role is a 
second-​order effect, distinct from production. Finance may enhance cap-
italist production but its profits are derivative. Ultimately the productive 
economy is the only source from which financial profits derive. Finance’s 
apparently parasitic existence is possible, however, because interest-​bearing 
capital has a unique use value, giving the borrower the ability to generate 
profit. The unique and derivative character of interest becomes apparent in 
the contrast with the commodity economy where the goods exist prior to 
the redistribution of value on the market. Financial profits are only made 
retrospectively, when and if the loan is repaid. For Marx, interest must 
therefore be conceived as merely a ‘part of average profit’.

As unfashionable as it has become to remember Marx, this view of 
interest as a distinctive form of profit never disappeared entirely. Schumpeter 
(1954b) has an unusual view of profit based on monopoly, highlighting how 
profit is incompatible with the perfectly competitive, circular-​flow models 
of orthodoxy. These also imply that money is pure medium of circulation, 
with no need for borrowing and lending. It is only in a dynamic, growing 
economy, with real profits, that borrowing also becomes worthwhile. 
Again, it is corporate profits that produce interest. Modern textbooks can 
implicitly endorse this basic proposition. Hoover (2012) argues that in the 
long term, corporate profitability leads to yields from stocks. But stocks 
and bonds are substitutes and move together, albeit imperfectly. So profit 
is the driver. Standard interpretations also now depict financial firms as 
‘intermediaries’, with financial wealth not to be confused with ‘real wealth’ 
(Hoover 2012: 175). Even Friedman (1987) rewrites the quantity theory of 
money in income terms to exclude financial transactions, because these add 
no value. Whatever its derivation, this argument recalls the centrality of cor-
porate profits, emphasised by Marx and the classics, which the neo-​classical 
tradition would reject.

For Marx and most later Marxists, the implication is that in normal 
times the rate of interest must be greater than zero but less than the rate 
of profit. Keynes will be discussed below, but he confirms this in a ‘back-
wards’ sense: were rates of interest to be higher than expected returns on 
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investment, productive capital would not invest. There is an important area 
of agreement, albeit reached from different angles.

Beyond this, Marx (1981) insisted that interest rates cannot be determined 
by any law. There cannot be a ‘natural’ rate of interest. In this he was antici-
pating Keynes in rejecting Say’s Law. Instead, there is a cruder fight for 
profit shares. The third section below will suggest that it is possible to say 
more about these through a critical appropriation of Keynes, but attempts 
have also been made from within the Marxist tradition to extend Marx’s 
insights. As Shaikh (2016) argues, there seems no reason to stop at Marx’s 
negative, with profits merely setting the maximum.

First, time matters. The most casual acquaintance with the data suggests 
that any relation between profit rates and interest rates is loose. For about 
a decade and a half from the mid-​1970s, the US bank prime rate was con-
sistently above the business profit rate (Shaikh 2016). Of course, such profit 
rates (measured in money terms and after value has been redistributed) are 
different from those usually understood by Marxists. It is clear, however, 
that interest rate variations do not follow profit variations very closely and 
the limits set on the rate of interest by the rate of profit are, at most, rough 
and long term. This is a very obvious point, which Marx makes. Times of 
crisis, which are times of low profits, can also be precisely times when it 
becomes possible for interest-​bearing capital to make a killing. The fact 
that interest is only sustainable in the long term as a share of profit does not 
prevent more or less short-​term variation and redistributions to financiers.

Second, according to Marx’s broader analysis, the redistribution of value 
between capitals is achieved according to their costs rather than according 
to the value produced by any particular firms’ own workers. It seems entirely 
possible to include financial capital under the same rubric. Money-​dealing 
capitalists would expect to achieve economy-​wide average rates of profit. In 
as far as their profits are produced through lending (rather than through, 
say, the various other modern methods of financial extortion), these too set 
the rate of interest. Meanwhile, financial firms’ costs become a constitutive 
part of the social whole, even if they are not themselves producing surplus 
value (Shaikh 2016). The size of the unproductive economy in general, and 
of finance in particular, influences the general rate of profit (Rotta 2018). 
The recent expansion of finance has been widely depicted as at least con-
tributing to low aggregate growth (Harvey 2005, Foster and McChesney 
2012, Lapavitsas 2013). Even if financial expansion is more symptom than 
original cause, the backwash effects may be important.

Third, it is necessary to look concretely at the institutional dynamics of 
financial and other firms, of states and of class relations. It is evident that 
there are multiple interest rates rather than just one. As Keynes highlights, 
finance does not involve only a straightforward lending from finance to 
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‘productive’ capital, and there are other sources of demand, other sources 
of liquidity preference, not least demand from within finance itself.

Keynes’s critique of the mainstream and its limits

Keynes’s view of interest rate determination was outlined in Chapter 5. As 
usual, there are two parts to Keynes’s story: what is wrong with the classics, 
and his alternative model.

Without recapitulating Keynes’s overall argument, interest rate determin-
ation is central to his critique. Indeed, he sees conventional economics as 
fatally flawed, ‘the flaw being largely due to the failure of the classical doc-
trine to develop a satisfactory theory of the rate of interest’ (CWXIII: 489). 
Again, there are two orthodox views: one that interest can be safely ignored, 
the other that it obeys marginalist laws.

The first view Keynes criticised, descended from Mill, was that of a nat-
ural rate of interest, which brings savings and investment into equality. 
Keynes’s criticisms of this in the Treatise were outlined in the second part 
of Chapter 4. Keynes argues that it is entirely possible that achieved money 
rates might vary from any such natural rate. Chapter 5 introduced Keynes’s 
more radical departure in the General Theory. Now Keynes rejects the 
idea of there being any such natural rate of interest. Although, for Keynes, 
savings and investment are necessarily equal, it is illegitimate to assume 
automatic adjustments from savings, via the interest rate, to investment. 
There is an important difference between goods markets, where particular 
ceteris paribus claims can be justified to allow such depictions of supply and 
demand, and interest rates, where they cannot, because interest rates them-
selves will affect output and the prices of other goods (Conrad 1963). For 
Keynes, higher interest rates induce proportionally more saving but retard 
investment (CWXIII: 449). An increase in the propensity to save may do 
‘little or nothing to reduce the rate of interest’ (Skidelsky 1992:  553). It 
becomes entirely possible to reach situations where the limits of effective 
demand produce disincentives to invest in wealth-​producing, employment-​
producing activities and for there to be an unemployment equilibrium. 
Instead of being achieved by interest rate adjustments, ‘the equality between 
the stock of capital goods offered and the stock demanded will be brought 
about by the prices of capital goods’ (Keynes 1973: 186). Consequently, 
‘[t]he influence of changes in the rate of interest on the amount actually 
saved is of paramount importance, but it is in the opposite direction to that 
usually supposed’ (1973: 110). So much for the first classical view.

The second, contrasting strand of orthodox thinking applies ideas of 
marginalist, subjective utility to money. In particular, Fisher insists that 
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interest is at least ‘not wholly an affair of goods, but is partly one of money’ 
(1907: 78). It is worth briefly dwelling on this account, to which Keynes 
acknowledged debts.

For Fisher, the theory of interest should bear a strong resemblance to the 
theory of prices. There is no absolute standard of value, and ‘any absolute 
standard is absolute only to the particular individual’ (Fisher 1907:  84). 
To establish an equilibrium in the market, we need differences of supply 
and demand. But interest is distinguished from commodity markets by time, 
because it involves the ‘exchange between present and future goods’ and 
people make different evaluations of ‘present enjoyable income over future 
enjoyable income’ (Fisher 1907: 86). The rate of interest is therefore ‘an 
index of the preference … for a dollar of present over a dollar of future 
income’ (1907: 3). There are ‘errors’, or what modern economists might 
term ‘imperfections’, under-​estimates of the future, but for Fisher there are 
also intrinsic processes because of the relative scarcity of the present in rela-
tion to the future. If a person is growing richer, a dollar one year hence will 
be worth slightly less, for Fisher by say 1 per cent (Fisher 1907: 84). But 
individual’s wealth, their expectation of future income and their personal 
attributes will all affect their preferences (Fisher 1907: 98).

As Marshall and others had emphasised, a dollar has a different utility 
to the millionaire and the poor labourer (Fisher 1907: 84). This leads to 
different preferences for present and future dollars, and ‘the smaller the 
income the higher is the preference for present over future income’ (Fisher 
1907: 94). Of course for the poor, both the present and future utility of a 
given dollar is relatively greater, but of the two, the present utility increases 
more. ‘Any one who values his life would prefer to rob the future for the 
benefit of the present, so far, at least, as to keep life going’ (Fisher 1907: 94). 
Fisher also argues that in general, ‘[t]he effect of poverty is often to relax fore-
sight and self-​control and tempt one to “trust to luck” for the future’ (Fisher 
1907: 95). People will also have more obviously subjective time preferences. 
People evaluate risk and ‘lay up for a rainy day’ (Fisher 1907: 100). This 
might, but need not, involve lowering time preferences. Different individuals 
make judgements based on foresight, self-​control, habit, life expectancy and 
their interest in the lives of other people (Fisher 1907: 103). Having children 
particularly decreases the time preference, and ‘an increase in population, 
therefore, will, other things being equal, reduce the rate of interest’ (Fisher 
1907: 108). Not denying other factors, and ‘perverse individuals’ who act 
counter-​intuitively, Fisher locates the crucial determinants in income:  its 
size, time-​shape, composition and probability (Fisher 1907: 102–​3).

For each individual, there is a price at which it seems worthwhile to 
lend or borrow. A person will borrow up to the rate of their marginal term 
preference. For example, if, initially, they have a term preference of 10 per 
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cent and the prevailing interest rate is 5 per cent, they borrow, say, $100. 
This borrowed money increases their current income and reduces their time 
preference, perhaps to 8 per cent. They borrow another $100 and further 
increments until their time preference meets the 5  per cent interest rate 
(Fisher 1907:  119). From the other side, an individual with a time pref-
erence of 2 per cent would be willing to lend at (anything over) 2 per cent 
but is able to get 5 per cent. Lending $100 reduces their present income 
and increases their time preference, but they continue to lend until this has 
reached the market rate (Fisher 1907: 120). Individual preferences provide 
the push and pull. So where for individuals the interest rate appears fixed, 
‘[f]or society as a whole, the order of cause and effect is reversed’ (Fisher 
1907: 130). The picture of a market-​determined interest rate emerges. The 
market is not fundamentally different from that for commodities like sugar. 
‘The rate of interest is simply the rate of preference, upon which the whole 
community may concur in order that the market of loans may be exactly 
cleared’ (Fisher 1907: 131).

Fisher’s second approximation discusses how a greater range of income 
streams will lead to steadier rates and how capital has options in term of 
the size and time-​shape of its preferences. This market is not isolated from 
others, and buying and selling property, for example, has the same results 
(Fisher 1907: 125). Fisher also, finally, acknowledges investment income, 
assumes that savings and investment are equalised by the rate of interest, 
and so in a formal sense ends up back with Mill. Conrad (1963) accordingly 
categorises him as having a ‘non-​monetary’ theory of interest. The point of 
this detour, however, is to emphasise that there was already an alternative 
tradition that emphasised specifically monetary determinants of the rate of 
interest. Many of Keynes’s contemporaries, notably Robertson in the theory 
of loanable funds, already acknowledged there was a push and pull coming 
from both monetary and non-​monetary factors.

Keynes agrees that because the rate of interest is essentially the price of 
borrowing money, it is determined, like other prices, by the interplay of 
demand and supply (Stewart 1972). But he tries to identify priorities, seeing 
the supply and demand for money as being achieved substantially independ-
ently of investment. So this is closer to Fisher and critical of the first strand 
of orthodoxy. Keynes argues that proponents of the orthodoxy accept that:

the marginal efficiency of capital is equal to the rate of interest. But they tell 
us nothing as to the forces which determine what this common level of mar-
ginal efficiency will tend to be. It is when we proceed to this further discussion 
that my argument diverges from the orthodox argument … [The first strand 
of orthodoxy maintains that] the marginal efficiency of various assets are inde-
pendent of money, which has, so to speak, no autonomous influence, and that 
prices move until the marginal efficiency of money, i.e. the rate of interest, falls 
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into line with the common value of the marginal efficiency of other assets as 
determined by other forces … My theory, on the other hand, maintains that 
this is a special case and that over a wide range of possible cases almost the 
opposite is true, namely, that the marginal efficiency of money is determined 
by forces partly appropriate to itself. (CWXIV: 103)

The ‘almost’ and ‘partly’ in the last line represent something of a retreat from 
the General Theory view, but the message is essentially the same. Keynes 
sees interest rates as established independently of profits and of investment 
demand, but unlike Fisher and the monetary theories of interest he posits 
two much more specific independent variables –​ the supply of money by the 
authorities and the demand for money from within finance: liquidity prefer-
ence. After a brief note on how Keynes defines the interest rate, these supply 
and demand factors will be considered in turn.

Keynes offers a slightly convoluted definition of the rate of interest as 
‘nothing more than the inverse proportion between a sum of money and 
what can be obtained for parting with control over the sum of money in 
exchange for a debt for a stated period of time’ (1973: 167). It is the ‘reward 
for parting with liquidity’ or the ‘“price” which equilibrates the desire to hold 
wealth in the form of cash with the available quantity of cash’ (1973: 167). 
In principle, as for Fisher, other commodities can attract a rate of interest 
but the particular properties of money ensure that it is ‘the money-​rate of 
interest which is often the greatest’ (1973: 223). Three things impinge. First, 
some assets produce a yield in terms of themselves through involvement 
in the production process. Wheat is a common example. As seen in the 
last chapter, money, unlike other commodities, is used solely (with rela-
tively minor exceptions, such as when gold is used to make jewellery) as 
money and ‘its utility is solely derived from its exchange value’ (1973: 231). 
When demand increases, this does not ‘slop over into a demand for other 
things’ (1973: 231). Second, there is a ‘carrying cost’: ‘[m]ost assets, except 
money, suffer some wastage or involve some cost through the passage of 
time’ (1973: 225). Third, there is liquidity: ‘the power of disposal over an 
asset during a period may offer a potential convenience of security, which 
is not equal for assets of different kinds’ (1973: 226). The expected return 
is then equal to its ‘yield minus its carrying cost plus its liquidity-​premium’ 
(1973: 226). The liquidity premium becomes key to determining both what 
counts as money and the rate of interest.

On the supply side, as discussed in Chapters 4, 5 and 7, Keynes sees 
the authorities as providing money. There can be derivative forms in credit 
and bank money, but these ultimately hang on ‘money-​proper’, issued by 
the state. Money supply influences interest rates over which (sidestepping 
many controversies for the moment) states therefore exert vital influence. 
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Given the vagaries of liquidity preference, however, this does not provide 
a mechanical lever. At anything other than full employment, ‘the long-​term 
market-​rate of interest will depend, not only on the current policy of the 
monetary authority, but also on market expectations concerning its future 
policy’ (1973: 202). There is also a crucial asymmetry. In the short run, 
monetary authorities can set high rates. The post-​Keynes world would pro-
vide powerful examples. Major states like the US remained the most trust-
worthy borrowers and, as in the early 1980s, could effectively establish 
very high, economy-​wide norms. Even if these were inherently unsustain-
able in the long term, they could be relied upon to apply economic brakes, 
with corporations facing higher borrowing costs and new investment likely 
to occur only if expected returns were higher than the rate of interest. 
Conversely, ‘whilst a weakening of credit is sufficient to bring about a 
collapse, its strengthening, though a necessary condition of recovery, is not 
a sufficient condition’ (1973: 158). Keynes saw cuts in interest rates as an 
appropriate first, stimulating, response to economic contraction. But they 
might be insufficient. In the Great Depression and again in recent years, 
such has been the liquidity preference, in relation to low expected returns in 
the real economy, that very low, even negative, real interest rates have little 
stimulating effect.

Fortunately, where monetary policy fails, states could intervene by pro-
voking investment and, through multiplier effects, stimulate further employ-
ment. As Keynes’s own advocacy of public works and his refutation of simplistic 
arguments against ‘crowding out’ make clear, state and private activity is not 
zero sum. As discussed in Chapter 3, and again in the next section and the next 
chapter, there are problems with Keynes’s understanding of the constraints 
and motives of state actions. But, minimally, it is clear both that states act, for 
example printing money and setting base rates, in ways that would at least 
normally be expected to affect the private economy and investment.

On the other side of Keynes’s formula, rather than the time preferences 
of savers and investors, liquidity preference involves complex motives for 
holding money rather than less liquid assets. Keynes stresses the motives, 
particularly the speculative motives, within the financial sector. There are 
transactions and precautionary demands for liquidity, but these are relatively 
stable and the dynamic element comes from speculative demand. Economic 
uncertainty makes it entirely rational to hold money, and financial sector 
actors in particular do so, with varying subjective liquidity preferences, not 
least according to their expectations of what the future interest rate is likely 
to be, cumulatively influencing the rate of interest. Uncertainties are mag-
nified by stock market speculation. Money will be spent, even borrowed 
and spent, if there is an expectation that stock prices will rise. This becomes 
a self-​fulfilling prophecy if the ‘bulls’ outnumber the ‘bears’ and stock 
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prices rise ‘and yields accordingly do drop’ (Lekachman 1967: 85). Lenders 
find it correspondingly harder to attract investors, and interest rates fall. 
Conversely, expectations of a decline in tomorrow’s security prices leads to 
selling and to rises in the interest rate (Lekachman 1967). Keynes was also 
ahead of his time in distinguishing between ‘real’ and ‘nominal’ interest 
rates. A world of unpredictable inflation adds an extra dimension of guess-
work to any evaluation of expected returns.

Keynes thus highlights that there is a distinct demand for money from 
within finance, but he ultimately has no theory of why this and not –​ or why 
this more than –​ the demand from investors influences the rate of interest. 
He initially depicts his financial variables as determining but apparently not 
themselves determined in any way by investment. ‘My whole point is that no 
theory of interest can be derived from marginal efficiency. My theory is that, 
given the marginal efficiency of capital, then the rate of interest, whatever 
it is, derived from quite different sources, tells us on what scale investment 
will take place’ (CWXXIX: 631). For Keynes, as Coddington criticises, it 
appears that ‘wealth-​holding decisions are given analytical autonomy, and 
… the rate of interest is thereby cut loose from economic “circumstances”’ 
(Coddington 1983: 53). Keynes himself was clearly uncomfortable with the 
apparent mono-​directionality and, as seen in Chapter 5, he later retreats, 
acknowledging an interaction and subsequently introducing a fourth 
‘finance motive’ derived from entrepreneurial investors’ liquidity prefer-
ence. He even describes this as the ‘coping-​stone’ of his interest rate theory 
(CWXIV:  220), although its analytical relation to the broader argument 
remains unclear.

Without some theory of profit, Keynes cannot turn his critique into a 
convincing alternative explanation of the ultimate derivation of interest. As 
above, he professes sympathy with the labour theory of value but treats 
it as an accounting device rather than a theory of profits, which, for the 
most part, simply remain ‘normal’. Profits are even regarded as a compo-
nent of costs, following the standard practice since Smith (1997). Keynes 
had proposed a theory of ‘abnormal’ profits in the Treatise (Keynes 2011), 
with entrepreneurs able to take advantage of price changes to receive more 
than they paid in wages or to other firms. Such profit inflations could 
therefore be realised through a redistribution at the expense of labour and 
rentiers. Kicillof (2018) extends this to attribute to the General Theory 
a more broadly mercantilist theory of profit, concluding that it relies on 
relative scarcity and abundance, which of course might explain how indi-
viduals increase their wealth but cannot explain how a society as a whole 
makes profits and grows. Whether or not this mercantilist reinterpretation 
is accurate, the general point remains that Keynes no more has a satisfactory 
general theory of profit than do his ‘classical’ opponents.
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Without this, we regress to an essentially magical understanding which 
Keynes finds in the mainstream. As seen in Chapter 4, Keynes is particu-
larly emphatic in his rejection of the idea, found in Mill for example, of 
profit and interest being a reward for waiting, a ‘return for abstinence’. 
Such claims could gain some theoretical foundation in the early marginal 
utility theorists’ understanding that future utility is discounted against the 
present (see e.g. Fisher 1907). To save is to forgo current utility and reap its 
equivalent reward. But, amongst other things, Keynes’s views on uncertainty 
undermine any such calculus. The future is unknown and unknowable, and 
the more distant the future, the more uncertain it becomes. Most fundamen-
tally, waiting cannot be generative. Interest cannot be a reward for waiting 
without ascending to a miraculous realm where nothing produces some-
thing. ‘For if a man hoards his savings in cash, he earns no interest, though 
he saves just as much as before’ (1973: 167). Other liberal apologetics fail 
in much the same way; interest cannot be a reward for risk taking, for if a 
woman lends without interest to her feckless sister, she risks as much as if 
she bought junk bonds. Economists who see waiting and risk as the source 
of profits might be invited to contemplate enriching themselves by standing 
in the middle of a busy motorway. Knight’s annotations of Fisher’s text 
make essentially the same point. ‘Well and good, –​ except for the facts, 
Take away productivity of capital & there would be a rate of interest so 
established. But it would be as likely to be negative as positive & could but 
be extremely small either way’ (in Fisher 1907: 133). Without a basis in 
profits, Keynes’s analysis of interest similarly becomes indeterminate, vul-
nerable to the accusation that other variables matter more than those he 
prioritises.

As Kicillof writes, just as there was a circularity in Keynes’s understanding 
of money and liquidity, so now ‘the rate of interest turns out to be, essen-
tially a synonym for the liquidity premium that individuals are willing to 
pay due to the fact, precisely, that money is liquid’ (2018: 388, see also 
Robertson in Keynes CWXIV: 98, Chick 1983). Keynes’s later concession 
that there are alternative sources of demand implicitly acknowledges the 
problems but leaves the relationships indeterminate. As Robertson writes 
rather acerbically of Keynes’s qualifications, ‘I understood, of course, that 
your “liquidity preference” is a hotch-​potch’ (CWXIV: 226). Robertson’s 
comment serves to assert the similarities with his own ideas of loanable 
funds, which tend to throw the many variables together, allowing that 
there can be the sources of demand and supply which Keynes identifies but 
also any number of others. Many would now accept the importance of the 
variables Keynes’s pinpoints, but few would agree on the overwhelming 
importance that he initially claimed for them.
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The apparently arbitrary one-​sidedness of the General Theory is some-
thing which supporters of the IS/​LM (investment savings/​liquidity money) 
approach would identify and address (Hicks 1937, Hansen 1953), albeit 
at the cost of a reintegration of ‘Keynesianism’ with the simultaneous-​
equations mainstream. The IS/​LM approach will be discussed in Chapter 
11, but it proposes independent schedules of the supply and demand of 
money and liquidity (LM) and for investment and savings (IS). Both these 
schedules reflect how the relationships change according to national income 
and the rate of interest, with their intersection neatly establishing the actual 
rate of interest. Hicks and Hanson are also suggesting that this intersection 
might occur where changes in the rate of interest have little impact on the 
levels of investment or where they cause large changes. In the first case it 
would be necessary to adopt ‘Keynesian’ policies to stimulate investment 
(to shift the IS curve), whereas in the second case the classical argument 
holds and interest rate adjustment (shifts in the LM curve) would suffice. 
Financial and investment demand are incorporated on an equal footing. 
Economists have what looks like a conventional supply-​and-​demand dia-
gram and policy-​makers a simple tool, without any hint of radical uncer-
tainty or Keynes’s more critical conclusions. What IS/​LM does successfully 
highlight is that the supply and demand for money cannot be adequately 
conceived in isolation from the real economy.

Returning to the view of Marx and the classics discussed in the first 
section, and seeing interest as ultimately derived from profits, provides an 
anchorage from which to reconceive Keynes’s insights. As Lederer (1936) 
argued from the beginning, it is more useful to begin with investment 
refused than with liquidity preferred. Financial speculators are ultimately 
speculating on real-​economy outcomes which are eventually confirmed or 
rejected by experience (Burczak 2013). Except in times of direst need, firms 
would expect to pay less than their expected returns. But financial firms 
are no respecters of such hierarchy, and what is paid depends on power 
relations, including the credit ratings firms can buy and the state support 
upon which they can rely.

Profit, interest and financial power

Finally, this section makes the simple point that lending and borrowing 
always involve relations of power. For Marx, the fundamental power rela-
tion is that of capital over labour and this provides the basis for the theory 
of value, his understanding of exploitation, profit and thence interest rates. 
These relations inform, but do not determine, the power of financial cap-
ital and of states, to which Keynes points. These and other relations in turn 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



180 Keynes and Marx

condition value and exploitation. Their relative importance may be hard to 
specify theoretically but they are not beyond quantitative evaluation.

Claiming an analytical priority for profits involves making deductions 
about the logic of capital, not asserting an absolute, transhistorical law. The 
historical record makes clear that lending at interest pre-​dates modern cap-
italism –​ according to some accounts, by several millennia (Aglietta 2018). 
Interest-​bearing capital, for Marx, became bound up with its ‘twin-​brother’ 
merchant capital, long preceding capital’s dominance and existing ‘in the 
most diverse socio-​economic formations’ (1981:  728). However, older 
ancient and feudal uses of credit were relatively peripheral to the overall eco-
nomic system, and the rise of specifically capitalist borrowing represented a 
qualitative as well as a quantitative shift.

The most conspicuous transformations are the sheer dynamism, growth 
and thence size of the capitalist economy, inconceivable as the product of 
finance and without which the growth and size of modern finance would 
itself be inconceivable. Within this, Keynes’s ideas add vital critical purchase 
to what can be very abstract and negative first-​order classical claims about 
the priority of profit.

Money can be hoarded, or liquidity preferred, as Keynes suggests. 
There is a specific demand from within finance. But to understand this, as 
mentioned in the previous chapter, it seems necessary to add that money fails 
to ‘move on’ from savings to investment, that it gets held up. Keynes himself 
largely overlooks questions of institutional power. He elegantly rejects the 
fallacies of composition which bedevil mainstream economics but seems to 
perpetuate a similar fallacy in relation to liquidity preference. For Keynes, 
‘people just as truly save when they add to their idle cash as when they lend 
it out at interest’ (Chick 1983: 183). But in the second case, if one person 
saves, another borrows. So what is straightforward for each individual leads 
to ‘severe, perhaps insuperable, difficulties in defining aggregate savings’ 
(Chick 1983: 182). It is, however, possible to identify ‘churning’ and the 
growing share of national and global incomes it consumes and also rela-
tively straightforward to identify patterns of distribution and redistribution.

The data in Table 8.1, taken from Dumenil and Levy (2011), prompt 
some schematic comments. The institutional power of finance has risen. 
Rather than being competed away, as visions of efficient markets but also 
Marx’s first-​order approximations would predict, finance has been able to 
extract profits and to corner an increasing share of the corporate total (Fine 
2010). As above, this has been widely depicted as having significant negative 
implications for overall economic growth. The essentially parasitic nature 
of finance means that it cannot indefinitely devour its host. But there are all 
sorts of feedback mechanisms between the monetary and the real in dynamic 
and shifting relations, rather than an automatic self-​limiting adjustment. 
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Corporate borrowing has also increased, but rising financial profits in turn 
prove attractive to real-​economy firms, which themselves become increas-
ingly financialised, with increased retained earnings and share buy-​backs 
inflating their financial value, even as they divert resources away from pro-
ductive investment.

A second crucial transformation brought by the rise of capitalism is the 
apparent separation it achieves between economics and politics. Mainstream 
economists before Keynes tended to simply ignore the state. But if he brings 
back the state, for Keynes and most of his followers the state and market 
remain methodologically separate. We have a (non-​state) economy, reckoned 
‘endogenous’, and state agency, reckoned ‘exogenous’, with different roles 
assigned to each. Keynes tended to treat the money supply as ‘exogenous’ 
and to see this as interacting with the endogenous liquidity preference. 
Several modern followers come close to reversing this, depicting bank credit 
as constituting an endogenous money supply, while the state determines 
interest rates exogenously. This will be discussed in slightly more detail in 
the next chapter; here it is sufficient to note that states’ institutional power 
makes them crucial not only as suppliers of money but also as borrowers.

State credit instruments constitute a large share of the demand. 
Historically, vast sums were lent to feudal rulers, and states were funda-
mental as borrowers from the beginning of modern finance. It was state 
debts which created the Banks of Amsterdam and England. Government 
bonds have long been key financial assets. Until the mid-​nineteenth century, 
state securities, like the British consuls, dominated the market (Homer and 
Sylla 2005). In contrast to feudal times, modern states’ credit tends to be rela-
tively good, allowing them to set high, national economy-​wide-​determining 
rates of interest in the short run. But this ultimately depends on confidence 
that they can continue to raise revenues from a profitable productive base 
(at home or abroad). Low interest rates are more easily sustained, but even 

Table 8.1  Net debt of US sectors (per cent of GDP) (Dumenil and Levy 2011: 104–​5)

1952 1980 2008

Non-​financial sectors 79 102 192

 Households −3 30 68

 Business 19 40 67

 Government 60 25 48

Financial sector −82 −103 −152

Rest of world 3 1 −40
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large, powerful states need buyers for their bills. US Treasury paper is now 
sold at auction (Stigum and Crescenzi 2007) so there need to be buyers at 
the designated price: so low rates are only achievable because buyers find 
Treasury paper an acceptable low-​risk asset. But tame central banks can cir-
cumvent this, at least to some extent, themselves buying Treasury paper, as 
in practices of quantitative easing. Minimally, ‘[p]ublic authority, after all, 
prints both money and the government securities’ (Lekachman 1967: 86).

There is no guarantee that states’ monetary intervention will produce 
predictable effects on broader interest rates. As Robinson writes, ‘Keynes 
perhaps exaggerates the ease with which the authorities can control the 
complex of interest rates’ (1966: 71). Nor, as of course Keynes insisted, is 
there any guarantee that those interest rates will produce predictable effects 
on investment. It may be state spending, rather than its printing money, 
which has the greater impact (Skidelsky 2019). So Keynes is right to insist 
that states are a vital, ineliminable factor in financial affairs and, as the 
next chapter elaborates, state practices and policy matter crucially, in ways 
irreducible to the imperatives of capital but never ‘autonomously’ of those 
imperatives.

Dumenil and Levy’s (2011) figures also show that the US is borrowing 
from the rest of the world. This reiterates the importance of international 
power relations. Even large, powerful states are constrained:  in an inter-
national context, limited for example in terms of their ability to issue money 
without this undermining their purchasing power. The situation, of course, 
becomes more acute for weaker states, particularly those needing to borrow 
in currencies which they do not themselves control. The extraction of spec-
tacular interest rates on Greek government debt in the aftermath of the 
2007–​09 financial crisis proved a stark example but, in general, poorer 
and weaker states must pay more. State debt and central government debt 
securities, not least US Treasury paper (amounting to more than half of 
the $23 trillion world total at the end of 2017; BIS 2019), remain vital to 
the operations of modern finance across the globe. States’ power and inter-​
state power relations matter, sometimes decisively. They shape rather than 
merely responding to class and intra-​capitalist dynamics within borders and 
in international relations.

Finally, the sharp rise in household borrowing has been widely reported. 
It makes a nonsense of depictions of households as savers/​lenders to firms 
as investors/​borrowers, by way of neutral financial intermediaries. It also 
suggests that this household borrowing has grown in economic significance. 
It is obvious but worth repeating that workers, peasants and the poor in 
general pay more to borrow than capitalists, while the small capitalists pay 
more than the big. Marx already describes this, with the peasant enmeshed 
‘ever deeper in the webs of usury’ (Marx 1981: 130) and extortionate rates 
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of interest paid to pawnbrokers (1981: 729, 736). He reports 100 per cent 
interest reckoned usurious in Charlemagne’s time but local burghers taking 
as much as 216 per cent in mid-​fourteenth-​century Germany (1981: 732). 
Underlying modern finance is the ancient principle that those with money 
can enrich themselves at the expense of those without, and modern finance 
remains a class question in this immediate sense. Extractions from workers 
have become increasingly important. Soderberg’s (2014) work on the 
‘Debtfare State’ outlines the range of contemporary extractions, through 
credit cards, student loans, payday loans, microfinance and housing. 
Microfinance, widely held out as a means of poverty alleviation and eco-
nomic development, has also managed to incorporate millions of the world’s 
poorest into long-​term, high-​interest debt dependency (see also Chowdhury 
2009, Bateman and Chang 2012). The overall rise of household indebted-
ness is particularly marked within the US. Table 8.1 shows the changing 
position of households, from net savers in the 1950s to the main source 
of lending in the 2000s. Alternative sources suggest some very different 
numbers, and those here should therefore be treated cautiously, but the dir-
ection of change is unambiguous. Unsustainable housing finance was, of 
course, the catalyst of the crisis of 2007–​09.

Conclusion

Financial sector profits derive from those in the productive economy, which 
set limits to interest rates which can be sustained in the long term. It is pos-
sible to go beyond this simple but important truth, which Marx develops 
from the classical tradition. Shaikh (2016) adds that financial firms would 
expect their share of profits on a similar basis to other capitalists according 
to their costs. It is also possible to incorporate elements of Keynes’s cri-
tique. Re-​anchored on the classical basis of profit generation in the wider 
economy, Keynes’s two key variables, liquidity preference and the money 
supply, can be worked harder. The bases for changing liquidity preferences 
become, in the first instance, reasonable predictions of future returns in the 
productive economy, not autonomous changes of heart. For example, money 
is held and churned within the financial sector because of low returns on 
productive investment. But there is an internal dynamic to finance whereby 
high returns suck an increasing share of profits, as has occurred in recent 
decades. At least in the short term, power relations between lenders and 
borrowers determine what has to be paid. Similarly, states’ power does not 
allow them to conjure resources from nothing, but capital’s trust in leading 
states allows them to borrow cheaply and to set low interest rates which 
resonate throughout the economy, or to set high rates which choke off 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



184 Keynes and Marx

investment. In both cases there are, at least, demonstrable feedback effects 
from finance to the real economy. This will be illustrated more concretely 
in the next chapter.
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Money and states in capitalism’s uneven 
development

Introduction

This chapter builds on the basic arguments of the two previous 
chapters. Money is an inherently imperfect and shifting measure of 
value. It is endogenous to capitalism but this is not equivalent to 
seeing it as ‘non-​state’, because the state itself needs to be conceived 
as within, not without, the capitalist system as a whole. Institutional 
forms change how money works, and the actions of these institutions, 
particularly of states, matter in the sense of making a real difference 
not only to monetary forms but to accumulation.

The next section comments generally on debates around exogeneity, 
endogeneity, and the role of the state and other institutions in man-
aging money. The second section illustrates this, drawing on important 
historical examples of the essential role of states and other financial 
institutions in monetary affairs and hence in capital accumulation. It 
is impossible to tell the history of money within the scope of a single 
short chapter, but six important examples emphasise the conceptual 
points. Making fewer direct references to the work of Marx or Keynes, 
this section develops the earlier discussions about money and interest, 
particularly about the non-​neutrality of money and the need to take 
this seriously in terms of its impacts on capital accumulation and to 
move from the relatively abstract accounts to concrete depictions of 
institutional relations.

Endogenising the state

The previous chapters suggested that the level of abstraction at which 
Marx was working in Capital leaves an insufficiency in his analysis 
of money. This follows from his avowed method of moving from the 
abstract and general to the concrete and specific. It need not, therefore, 
be seen as a mistake or aberration, but it does require those subsequent 
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concrete investigations of particular monetary forms and the ‘second-​order’ 
reflections-​back of how these in turn influence accumulation.

As discussed in Chapter 7, Marx recognised the possibility of moving 
away from commodity money. In such situations, the state becomes vital. 
For money to have ‘universal validity, it is in the end regulated by law’ 
(Marx 1976: 194, Davis 2010). However, if Marx recognised states’ role 
in sanctioning or even creating money, that role at least leaves challen-
ging problems. The real power of states, amongst other things, qualifies or 
compromises money’s ability to measure value, requiring a careful situating 
of the state in relation to money and value and an integration of the state 
into a global economic analysis.

States, as Keynes insisted, have a substantial monetary power. They 
act, and what they do matters whether in terms of the money supply or 
the interest rate policy. Again, it is a great strength of Keynes’s critique of 
orthodox thinking that he brings in the state as an economic agent. There 
is, however, an important sense in which he reproduces the misleading 
orthodox state–​market binary, which then recurs in subsequent depictions 
of exogeneity and endogeneity according to which the state is an exogenous 
actor, capable of standing outside or above the economy. The idea of 
exogeneity can be invoked in different ways; for example, it can be used to 
put relatively slow-​moving variables out of short-​term analysis. Keynes took 
levels of technology as given, which seems appropriate for his short-​term 
analysis of unemployment equilibrium. It seems harder to justify excluding 
money on this basis. Keynes clearly thought the quantity of money could 
be altered, and to good effect, within the time-​frame he envisaged. But he 
saw this coming from the monetary authorities, from outside the market 
economy, and this is the sense in which many of Keynes’s followers identify 
money as exogenous.

To briefly recap Keynes’s argument, money is supplied by the state. He is 
particularly emphatic in the Treatise, insisting that for at least 4000 years, 
money has been state money. ‘To-​day all civilised money is, beyond the 
possibility of dispute, chartalist’ (2011: volume 1, 5). The General Theory 
says less but broadly accepts the same perspective, simply seeing ‘the quan-
tity of money as determined by the action of the central bank’ (1973: 247). 
Money is money through state authority. Money is money because states 
accept it in payment of taxes and other debts (Keynes 2011). At times, 
state authority in a post-​gold world can appear unlimited. Keynes’s def-
inition of money, in terms of a low elasticity of production, appears to 
define out private credit money. By definition, only state money counts as 
money and (a little counterfeiting aside) the private sector elasticity of pro-
duction is zero. Keynes does implicitly qualify this view, describing banks 
issuing money and supplying credit. His understanding, however, is at least 
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primarily one in which money is created by public authorities. For much of 
the previous millennia (the first coins were minted about 2600 years ago) 
the world economy used commodity money, so Keynes is insisting that even 
this becomes money through state authority: it does not automatically work 
through some invisible hand, as the classics since Hume had insisted.

There would, however, appear to be an uncomfortable convergence 
between Keynes and the monetarist mainstream, at least in as far as both 
accept that states control the money supply. Putatively more radical ‘post-​
Keynesian’ theories reject this to insist instead on endogenous money, 
inverting Keynes’s own positions. Instead, money comes from the market, 
not the state (Moore 1988, King 2015). Private financial institutions respond 
to firms’ demands. Historically, private banks issued their own notes and 
continue to issue credit, which amounts to money. Even where lending is 
limited by reserve requirements, banks can borrow from other banks and 
invent new vehicles to circumvent regulation. The very notion of a ‘money 
supply’ becomes questionable (Weeks 1988). States are powerless to limit 
this, although they may be able to influence, even determine, the ‘price’ of 
money, the rate of interest (Moore 1988, Niggle 1991).

Claims that states do not create money seem hard to maintain. The notes 
that roll off the printing presses are money, ‘high-​powered money’, even if 
they are not the only money. The examples of hyperinflation seem sufficient 
to make the point. If the Zimbabwean government had been unwilling to 
create money, to print ever-​higher denomination notes, there could hardly 
have been the extraordinary hyperinflation of the 2000s. It seems unlikely 
that the demand for extra money was coming from an exuberant private 
sector. In many countries, the banking system is itself state owned or state 
controlled. This is the case of many of the world’s largest banks, in China 
and many other poorer countries. But historically, many rich-​country banks 
have also been state owned. A few still are. At the very least, there are all 
sorts of things that states can do and, pragmatically, most post-​Keynesian 
endogenous money theorists accept that states have some influence on both 
the quantity of money and the rate of interest (Niggle 1991, Wray 1992).

This is not to suggest the opposite –​ that money is necessarily state money. 
This is recognised by at least some contemporary chartalists (Rochon and 
Rossi 2013). It seems a necessary conclusion for Marxists. Marx saw gold 
as money. It was a commodity essentially like anything else: twenty yards 
of linen, to one coat, to two ounces of gold (1976: 157). Money as gold, as 
commodity money, had value because like other commodities it embodied 
socially necessary labour time (1976: 188–​98). It was produced like other 
commodities and was introduced into Marx’s economic system prior to state 
intervention. For Marxists, however, money cannot be taken as ‘endogenous’ 
in a conventional economic sense to mean ‘non-​state’. Apart from anything 
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else, states are perfectly capable of controlling gold production and have 
often done so. Conversely, private banks have historically issued banknotes 
and modern bank credit can serve as money (Galbraith 1995, Davies 1996). 
Today, cryptocurrencies and local trading schemes have at least some of the 
properties of money. States may have more power than other institutions 
but they are not a conceptual world apart. Just as commercial banks can 
be state owned, central banks (the Bank of England from 1694 until 1946, 
others like South Africa’s Reserve Bank today) can be private.

The broader point is that states’ power is itself not ‘exogenous’. State 
power is inseparable from capitalist power, while recognising that states 
exist within an inter-​state and essentially global capitalist system also 
undermines any crude exogenous/​endogenous distinction. The standard 
discussion of endogeneity or exogeneity hangs on a ‘states or markets’ 
dichotomy beloved by mainstream economists and political scientists. The 
distinction is profoundly misleading in general and particularly in relation 
to modern money. Marx saw the split between politics and economics as 
a capitalist ‘reification’. It was unimaginable in feudalism; wealth begat 
power, power begat wealth. Capitalism appears to separate the two. Power 
is the job of government (and now the subject of political scientists). The 
economy was a separate benign world of ‘freedom, property, equality and 
Bentham’ (Marx 1976: 280). Economics (losing the previous designation as 
‘political economy’ around the turn of the twentieth century) could proceed 
as if it were unconcerned with politics, as if capitalism did not depend on 
the prior dispossession of workers and as if wealth was no longer connected 
to power.

Capitalism creates a degree of separation unimaginable in feudalism. Not 
every billionaire is a political ruler nor every political ruler fabulously rich. 
But the state does not exist outside capitalism conceived as a whole. Politics 
and economics are not separable. In a world of commodity money, gold 
could be compared to linen and coats and be exchanged privately. But the 
world of modern money depends on trust. For the time being, there is trust 
in states to provide money more than there is trust in private businesses. 
But it is a question of degree, and people can lose trust in states. In prac-
tice the actions of both private and public banks influence money and the 
interest rate. As several post-​Keynesians acknowledge, ‘money is neither 
purely exogenous nor purely endogenous’ (Chick 1983: 236). Indeed, both 
Marxists (de Brunhoff 1976, Lipietz 1985) and Keynesians (Mehrling 2012, 
Smithin 2016) have posited a hierarchy of money, allowing conceptual 
and practical priorities but also for changing forms and an integration of 
state and private credit money. The broader point is that it is necessary to 
‘endogenise’ the state (Dow 1996).
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The idea of exogeneity therefore points to the fundamental strengths 
and weaknesses of much of Keynesian economics. Keynes’s simple acknow-
ledgement that states are important economic actors immediately presents 
a problem because Keynes lacks a theory of the state. While at one pole, 
Keynes’s vision appears to be one of asocialised individuals, at the other he 
injects a similarly asocialised state. Even sympathetic accounts have accused 
Keynes of flipping between methodological individualism and methodo-
logical nationalism, with little analytical sense of institutional differenti-
ation within or beyond state boundaries (Galbraith 1995). As discussed in 
Chapter 3, Keynes exaggerates the potential for states to overcome con-
flict within civil society and prioritises the national as the singularly appro-
priate level of economic aggregation. States are substantially conceived as 
exogenous to the system being described. Keynes’s challenge to the faith in 
the invisible hand accordingly installed an equally unsubstantiated faith in 
the benign hand of the state (Balogh 1976). Recently, Mann (2016, 2017a) 
has argued that ‘Keynes is our Hegel’, capturing something of the sense 
of how Keynes sees states as effective arbiters of contests and dislocations 
within civil society while leaving the state itself unexamined as a social insti-
tution. Therefore, if the importance of the state in monetary affairs again 
points towards the potential utility of critically appropriating Keynesian 
insights, Marxists can socialise the state, recognising states as constituted 
within an intrinsically global capitalist and inter-​state system, in ways sub-
stantially foreign to the Keynesian worldview.

Three aspects are worth particular emphasis in relation to money and 
finance. First, states are shaped by institutional power within their borders. 
Modern states are capitalist states in relation to their domestic economies. 
Marx and Engels’s famous formulation of the state as the executive of the 
whole bourgeoisie needs to be handled with care; it can be conducive to 
determinist and teleological interpretations in which everything states do 
turns out to be for the capitalist best in the best of all capitalist worlds. 
State policy is contested, with different social interests fighting for different 
monetary practices, but that states’ objectives are dominated, albeit incom-
pletely, by capital’s imperatives needs little elaboration. As de Brunhoff 
writes, ‘the monetary power of the state is necessarily limited by the social 
power which money gives to the private individuals who hoard it’ (de 
Brunhoff 1976:  47). For example, states set interest rates through their 
borrowing but this implies willing lenders. The state is more capitalist state 
than benign social overseer.

Second, states are hybrid institutions with power and interests of their 
own. This has been stressed by the Weberian tradition, both in general 
and in relation to money, as if it were devastating to Marxism (Skocpol 
1979, Ingham 2004). Of course, this very point was central to the young 
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Marx’s (1975) criticisms of Hegel. States’ own distinct interests mean they 
cannot stand above or apart from society. This depiction of self-​interested 
states became a secondary aspect of Marx’s mature thought but it never 
disappeared, as his writing about Bonarpartism, for example, makes clear 
(Miliband 1983). As his repeated polemics make clear, Marx was hardly 
neutral about state policy in general or monetary policy in particular. It 
follows that states cannot be adequately conceived as simply derived from 
capital: the need for stability begets gold, the need for easy money begets 
a fiat system and so on. At the same time, nor do states make free choices. 
Volcker decides one thing, Greenspan another and so on. Keynes’s ana-
lysis has parallels with the second of these alternatives, tending to under-​
estimate the political and economic constraints and imperatives which 
states face. But there is an opposite danger of neglecting the reality of alter-
native choices and states’ own interests in making them. The growth of 
state budgets and bureaucracies, if anything, makes states’ own interests 
a more relevant dimension of financial power, notwithstanding claims of 
neo-​liberalism and state retreat, discussed in Chapter 12. Recent policies of 
quantitative easing would appear to provide examples, failing miserably in 
terms of their declared objectives of providing economic stimulus but suc-
cessfully buying back government debt. Other institutions, including other 
financial institutions from the Medici and Fuggers to Soros’s Quantum 
Group, compete and cooperate with states, lend to them, speculate on them 
or against them. States, however, make real monetary decisions: real in the 
sense of choosing between alternatives and in that these decisions impact on 
the conditions of capital accumulation.

Third, states exist within a constraining and conditioning global and inter-​
state capitalist system. Amongst other things, this underscores the difficulties 
involved in conceiving money as exogenous. Money is ultimately only com-
prehensible at a global level. In practice, from his earliest writing, Keynes 
acknowledges potential international constraints on state policy (Patinkin 
1987). As his personal biography confirms, Keynes was the ultimate insider 
looking out; and there is then a consistency in his understanding of the state 
‘from within’, as an institution, capable of enlightened redirection through 
the power of persuasion, not least his own. This pragmatism also meant that 
Keynes recognises the limits of state power in practice, most obviously in 
his discussions of the effectiveness or otherwise of monetary policy, and his 
experiences, for example on the Macmillan Committee and in his wartime 
negotiations around Bretton Woods, show that he recognises problems and 
constraints on policy in the international context. Keynes’s vision, however, 
remains essentially national, and his understanding of the state as exogenous 
puts these issues at the boundary rather than seeing them as integral to the 
system being analysed. Despite ostensible similarities between the General 
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Theory and Capital in their abstraction from the particularity that is the 
nation-​state, what is for Marx, in principle from the start, an analysis of the 
(capitalist) world economy (into which it becomes necessary to integrate an 
analysis of states and international dimensions) is for Keynes an analysis of 
the national economy, with more or less permeable boundaries.

The adequacy of nation-​centric views has been challenged from many 
quarters in recent debates around globalisation. In discussion of finance, 
this has seen some exaggerated depictions of state retreat, even the death 
of geography (Strange 1998, O’Brien 1992). Historical narratives of money 
highlight that the global dimensions are ancient. Cohen (1998) points out 
that the idea of one country, one currency, is a myth. As will be seen below, 
credit becomes possible in an international context, where foreign exchange 
could disguise interest rates proscribed by usury laws. Marx saw state fiat 
money as able to stand in for money at the national level but with gold 
remaining necessary as world money and the ultimate measure of value. In 
a world which has long since abandoned the gold standard, we only have 
various, often rapidly fluctuating national fiat currencies. Currency compe-
tition provides a degree of discipline through which value reasserts itself, 
but only in rough and ready sort of way, with state intervention, through 
both open-​market and interest rate manipulations, a still permanent fea-
ture of the global economy. There are currency hierarchies, in which some 
become acceptable beyond domestic boundaries while others struggle to 
gain acceptance even amongst locals. The role of leading currencies, par-
ticularly the US dollar, allows their home states to borrow more cheaply on 
global markets than they could do if relying on national capital. In short, 
the international dimensions of money and finance underline the social and 
conditional construction of nation-​states and national boundaries and the 
inadequacies of nation-​centric epistemologies.

States, money and the changing dynamics of capitalism

Some important historical examples illustrate how states and other 
institutions matter, in terms of monetary arrangements but also in terms of 
how these monetary arrangements influence the overall trajectory of cap-
italism. As above, Capital substantially abstracts from the state and Marx 
never wrote the promised further volumes. This leaves room for intermin-
able Marxist controversialising on the state in general and on the state in 
relation to monetary affairs in particular. This section uses the historical 
examples primarily to identify the essential role of states and inter-​state 
relations in monetary relations and thence in economic development more 
generally. The examples are focused on Europe but it is implicit from the 
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start that money should be understood ‘globally’; if Europe took the lead 
some time in the first half of the last millennium, it drew on the rest of the 
world. As above, value is conceived globally and states develop within an 
inter-​state system (Barker 1978, Rosenberg 2006). Money does not gener-
ally emerge first as something purely national which only later extends to 
relations with outsiders. Such developments are entirely possible, and there 
are historical examples, but it is equally possible for money to be first and 
foremost important in international relations. Whatever the historical bases, 
state and inter-​state relations fundamentally condition monetary relations, 
which then profoundly influence wider economic development.

It is impossible to tell the history adequately, and of course there is no his-
torical counterfactual of how different things might have been. What follows 
merely identifies six historical moments to illustrate how the institutions of 
finance, particularly the state, inter-​state and monetary relations, ‘get at’, 
impact upon, accumulation and broader economic development in more 
than incidental ways.

Italian city-​states, credit and Forex trading

Claims for the timing of the origins of capitalism vary by several centuries. 
An influential proponent of an early start, Braudel locates ‘the whole pan-
oply of forms of capitalism –​ commercial, industrial, banking’ (1985: 621) –​ 
as already developed in northern Italy in the thirteenth century. There were 
at least important innovations in money and finance and thence continuities 
from the Italian experiences of these to modern capitalism.

The wealth of the Italian city-​states was tied to their role in trade. 
Particularly in Florence, extensive manufacturing also developed (Braudel 
1985) and the city-​states’ wealth in turn enabled the maintenance of their 
unusual political form, their ability to resist incorporation into the feudal, 
absolutist states dominating most of Europe (Anderson 1979). The city-​
state form in turn underpinned key monetary innovations.

Arrighi argues that ‘[h]igh finance in its modern, capitalist form is a 
Florentine invention. Its foundations were laid during the trade expansion 
of the late thirteenth and early fourteenth centuries’ (1994: 96). Italian city-​
states issued distinct and reliable coins which circulated far beyond their 
borders: florins, Venetian ducato, Genoan lira di buona moneta. The effective 
coordination in the city-​states was double edged. ‘Although coinage was a 
jealously guarded instrument of the state, it inevitably enabled economic 
power to escape from state control’ (Ingham 2004:  100). The smallness 
of city-​states also made currency exchange between them an essential part 
of economic life. Money changers, operating from benches (or banca), 
proliferated and many of these grew into deposit banks (Kindleberger 1984). 
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The Florentine Medici epitomise how successful bankers could themselves 
take over the state, but the money could also be taken elsewhere, a process 
encouraged by the inherent small scale of the city-​state economies, which 
may have been an important basis of, but became also an important limit 
to, their success.

Trading relations, including long-​distance relations, typically came to be 
conducted using bills of exchange rather than specie. The bills of exchange 
could not be ‘discounted’ because of prohibitions against usury, but money 
changing provided a way of circumventing the restrictions. ‘The equiva-
lent of interest was realised, and credit provided, by the buyer of the bill 
paying as a rule at an exchange rate below that at which the drawee ultim-
ately paid the bearer’ (Kindleberger 1984: 39). In short, lending could be 
disguised in the prices of the exchange contracts and payments by bills of 
exchange, within Italy and beyond (Ditchburn and MacKay 2007). By the 
fifteenth century, delays in payment would allow interest to be officially 
sanctioned and usury could conveniently be redefined as ‘excessive’ interest 
(Davies 1996).

The Italians did not invent credit, which has an ancient history and was 
found elsewhere in the Middle Ages (Woolley 1963, Kindleberger 1984, 
Davies 1996). Indeed, the Italians themselves were lending to foreign feudal 
rulers who excused themselves from the usury prohibitions, to popes and 
to the monarchs of Spain, France and England, before the legal objections 
were relaxed (Jones 1997). There were some spectacular defaults and since 
monarchs could not be sued, they typically paid higher interest rates than 
private borrowers (Homer and Sylla 2005). In turn, sovereign debts often 
came to be secured by cities, the City of London or the Hotel de Ville of 
Paris, reflecting but in turn contributing to the growth of alternative sources 
of economic power within the feudal system. But if Italians did not discover 
credit, the particular forms of banking practice they introduced became 
pervasive.

From bullion famine to great inflation

After the demographic collapse of the fourteenth century, Europe’s popula-
tion and economy grew substantially in the fifteenth. But the growing rela-
tive scarcity of commodity money, particularly gold, became an impediment. 
The ‘price’ of gold and the incentives for discovering new supplies increased 
accordingly. This spurred the famous European Navigations: profit-​seeking 
ventures sponsored by the feudal Portuguese and Spanish states. As the 
Portuguese Navigations went south then east they brought back gold, 
while, following Columbus, the Spanish went westwards. Initially, this too 
brought back gold. The ‘Great Bullion famine’ of fourteenth and fifteenth 
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centuries was ended with the Caribbean gold cycle of 1494–​1525, achieved 
first through stealing largely ornamental gold, then through forced labour 
panning alluvial deposits. But gold was soon overtaken by silver. American 
silver bought goods, not least from China, where there was little market 
for European products but where silver was much more highly valued than 
gold, with ratios closer to 6:1 compared with 15:1 (Davies 1996).

By the late sixteenth century, vast quantities of silver flowed to Seville and 
Spain and thence to the rest of Europe. Spanish ‘pieces of eight’ ‘invaded the 
whole world’ (Vilar 1984: 138). This influx has widely been seen as stimu-
lating the ‘great inflation’, in turn stimulating economic activity (Keynes 
CWIX:  323–​4). Amongst other things, inflation could increase profits 
through the employment of forms of less-​than-​free labour where wages were 
still mainly set by custom. Inflation also eroded stored value and encouraged 
dishoarding and further economic activity (and further inflation). The more 
or less forced extraction of specie from the Americas has been seen as at 
least an important element in Europe’s subsequent ascendency.

Such claims that the influx of specie was key to European capitalism 
have been widely contested (Banaji 2010). Not least, economic growth did 
not occur primarily where the inflows or the inflation were greatest:  not 
in Spain or Seville (nor for that matter closest to Potosi in Peru). Within 
Spain, colonial demand encouraged commercialisation but turned agricul-
ture away from cereal production, with devastating consequences for the 
local population and economy (Anderson 1979). Arestis and Howells’s 
(2001) post-​Keynesian account insists money is endogenous, with infla-
tion following rather than causing growth. They are keen to refute quantity 
theory understandings, which the specie inflows did so much to initiate. 
However, money is not neutral, and while there was no doubt a highly 
mediated relation between the influx of specie and the beginnings of capit-
alist development, it seems reasonable to admit silver inflows, hanging on 
Spanish imperial power, having inflationary effects, with redistributive and 
stimulating consequences.

Central banking in the United Provinces

The most rapid sixteenth-​century expansion occurred in Spain’s northern 
colony. As with the Italian city-​states, the Dutch Republic owed much of its 
wealth to international trade. In the first instance, this was primarily intra-​
European, particularly from the Baltic, but by the seventeenth century the 
activities of the Dutch East India Company became increasingly important, 
largely and more brutally displacing the Portuguese in the exploitation of 
the Indies. It was a ‘chartered company’, private and more clearly organised 
on capitalist lines than the Iberian traders, but it was supported by the 
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government, which protected its exclusive rights over overseas commercial 
spaces. The company issued shares which would be the mainstay of the 
Amsterdam bourse, itself not without precedent but providing new levels of 
share volume, fluidity and speculative freedom (Arrighi 1994). If to a lesser 
extent than in its Italian predecessors, Dutch production was largely export 
oriented, further accentuating the Republic as the focal point of European 
trade and thence of the disparate currencies produced within the context of 
wider European growth (Galbraith 1995, Vilar 1984).

Crucial to overcoming the ensuing monetary chaos was the establishment 
in 1609 of the state-​owned Amsterdam central bank, the Wisselbank, which 
successfully centralised money. Most of the disparate coins were reminted 
‘as an internationally viable currency, the negotie-​penningen (trade coins)’ 
which became the dominant global currency (Vilar 1984:  204). Again, 
the Dutch did not invent the central bank and the Wisselbank was expli-
citly modelled on that of Venice. But its success led to imitations, greatly 
spreading the ambit of central banking. Trust in the control of commodity 
money simultaneously allowed specie’s partial abandonment at home and, 
through fractional reserve banking, the expansion of the effective money 
supply (Chown 1994, Galbraith 1995).

Britain and the age of the gold standard

The term ‘financial revolution’ has been widely if controversially applied 
to important changes in England in the late seventeenth and early eight-
eenth centuries, following the 1688 ‘Glorious Revolution’ (Fratianni and 
Spinelli 2006). These established the ‘Treasury’ as a national rather than 
monarchical institution, the adoption of the gold standard, and the Bank 
of England, in 1694 as a private bank but originating in loans to the state 
and controlled by parliament (Homer and Sylla 2005). Over the next two 
hundred years, Britain became the centre of the industrial revolution and the 
world’s dominant imperial power. That does not allow a simple association 
between the financial changes and the subsequent economic success, but 
they did at least prove compatible.

Two things seem particularly notable. First, fractional reserve banking 
proliferated, more or less controlled by the authorities and the Bank of 
England. There were many earlier examples of banknotes ‘[b]ut the innov-
ation of the Bank of England was that it added to the functions of deposit 
and clearing banks those of a deliberately organised issuing bank, capable 
of offering ample credit in notes’ (Braudel 1974: 360). Internally, Britain 
operated on a gold-​exchange standard. The link with gold was mediated, 
allowing the money supply to greatly exceed the monetary base. Amongst 
other things, country banks issued their own notes, which were formally 
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redeemable against either Bank of England notes or gold. The remove from 
central bank control allowed an extra degree of freedom and monetary 
expansion. The qualified victory of the Currency School in the Bank Act 
of 1844, reprioritised ‘sound’ money, restricted the activities of the country 
banks and limited central bank lending via a ‘rigid quantitative relationship 
between its gold hoard and its banknote liabilities’ (Itoh and Lapavitsas 
1999: 155). Its notes could equal two-​thirds of the lapsed issue of other 
banks, but the remainder of its notes and any further increases had to be 
covered by gold and equivalent increases in its reserves. The Act became a 
centrepiece of Polanyi’s (2001) claim that ‘the free market was planned’. 
However, existing private banks were allowed to continue and private bank-
note issue in England (the Scottish banking system remained distinct) would 
last until 1921 (Davies 1996). The Act was repeatedly suspended when 
it proved inconvenient. Meanwhile the use of cheques and other money 
market instruments proliferated. With no English laws against interest, only 
legal maxima, it was also possible from an early stage to create undisguised 
loans in the form of ‘inland bills of exchange’ (Homer and Sylla 2005: 146). 
Both public and, by the second half of the nineteenth century, private bond 
markets expanded rapidly. The point here is that institutional forms change 
and need to be studied historically. Chick (1992) acknowledges this in her 
elegant schematic depiction of a shift from exogenous to endogenous money 
with the evolution of the British banking system. She makes clear that this 
depiction is highly stylised but, in repeating the exogenous–​endogenous 
binary, risks exaggerating both sides of the determination:  the extent to 
which money was ever purely a creature of the state and to which it has 
become purely private. States and other institutions continued a long history 
of what Marx called a ‘mishmash’, of complex interaction shaping money 
and interest.

Second, the gold standard was never the automatic system Hume 
envisaged. From the beginning, the English state paid heavily to restore 
the value of the pound and subsequently the mechanism required British 
authorities to set a higher gold:silver ratio of 15.93:1 compared with 15:1 
on the continent, and latterly to offer higher interest rates, in order to 
attract gold (Vilar 1984, Davies 1996). By the second half of the nineteenth 
century, Britain ran persistent deficits. Gold continued to serve powerful 
vested interests; financial capital and important import-​dependent indus-
tries like cotton benefitted from both stability and an overvalued currency, 
as did imperial investors into overseas markets. Systematic overvaluation, 
however, implied that gold had long ceased to serve any putative ‘national 
interest’, and it contributed to Britain’s relative decline. By the inter-​war 
period, gold had become Keynes’s ‘barbarous relic’, finally abandoned igno-
miniously in 1931. As states engaged in competitive devaluation and as they 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



197Money and states

197

increased trade barriers, they could more easily impose fiat monies within 
their borders.

The US: from monetary plurality to dollar dominance

If British regulation and the authority of the Bank of England at least 
allowed the impression of a coordinated, centralised monetary system, 
the early history of the US looked very different. The Federal Reserve 
System and the New Deal banking regulations, which would finally prove 
enduring, were only completed long after the US had achieved economic 
pre-​eminence. The country had risen with an apparently diffuse monetary 
regime, even what Davies (1996) calls a ‘free-​for-​all’ in private and state 
banking.

A wide variety of state and private money proliferated from the colonial 
period well into the nineteenth century. Tobacco remained legal tender in 
Virginia for over two hundred years (Galbraith 1995). North Carolina had 
seventeen different forms of legal tender in 1775 and even with independ-
ence, foreign coins circulated widely in the US, particularly Spanish piastres, 
or pieces of eight, which ceased to be legal tender only in 1857 (Davies 
1996). Fights over public and private paper money, and for the retention of 
silver, continued: social contests often couched as contests against the vested 
interests in gold. At a federal level, a system of bimetallism was adopted in 
1794, at a 15:1 silver:gold ratio. This formally lasted over a hundred years, 
but in practice gold rather than silver became the standard by the 1870s, 
with the debasement of silver coins. The Civil War had already seen the 
authorisation of paper currency in 1862 and ‘greenbacks’ lasted until 1879. 
Private banks proliferated, their number rising from four in 1790 to 1562 by 
1860 (Davies 1996). Banks issued their own notes, of equal nominal value 
but of varying degrees of trustworthiness. Amongst other things, the number 
of notes in circulation and the relatively simple printing techniques avail-
able also proved conducive to widespread counterfeiting (Carruthers and 
Ariovich 2010). The unreliability of banknotes also prompted innovations 
in credit, with the extensive use of trade credit, supplied by sellers rather than 
banks. This was particularly important in the rural economy but extended 
widely, ‘so virtually all firms were embedded in a web of debtor–​creditor 
relationships … and this meant that credit shocks starting in one location 
could soon be felt everywhere’ (Carruthers and Ariovich 2010: 29). Amongst 
other things, it was in this environment, that credit ratings agencies grew 
rapidly, already rating over a million individual firms by 1900 (Carruthers 
and Ariovich 2010). Banks also enjoyed very different levels of supervision 
in different states. New York had reserve requirements of 12.5 per cent but 
other states had little or no such provision. Two attempts were made to 
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establish a central bank, one in 1791, the second in 1817, but both failed 
(Davies 1996).

There was, however, structure behind the apparently chaotic system. 
After 1862, private banknote issues were taxed and therefore declined while 
the different state regulations encouraged a pyramidal system, in which 
local banks held reserves at large banks in larger towns, with the New York 
banks at the apex. The interlinked financial system was predictably condu-
cive to contagion, with substantial echoes of Marx’s warnings. There were 
1748 bank failures in the twenty years to 1913 (Galbraith 1995). Largely as 
a response, the Federal Reserve System was finally established that year. But 
the new regulations proved insufficient to prevent another dramatic round 
of 8812 bank failures between 1930 and 1933 (Davies 1996). Tougher 
New Deal legislation finally created a clearer division of state and private 
financial responsibilities and ‘fire-​walls’ between different activities. The 
situation prior to this nevertheless underlines how different state and non-​
state institutions could interact to underpin the financial system in what 
had already become the world’s leading economy. A straightforward state/​
non-​state, exogenous/​endogenous distinction looks out of place. As Shaikh 
asks of those who see interest rates as determined by the central bank, 
‘what determines the rate of interest when the central bank rate follows 
the market rate, or when central banks have not yet come into existence?’ 
(2016:  482–​3). Treasuries and central banks became the core of modern 
financial systems but first amongst a range of powerful institutions, not as 
an alternative to free-​market individualism.

Once on gold, the US economy’s dynamic growth relative to others meant 
that stable currency values increased US competitiveness. Gold flowed 
inwards. Such surpluses, as Keynes insisted, were conducive to growth via 
low interest rates, which the Federal Reserve also maintained. By the inter-​
war period these were fuelling the bubble the bursting of which in 1929 
soon witnessed the abandonment of gold and the descent into international 
currency competition.

Bretton Woods and its demise

The next chapter will discuss the story of Bretton Woods and its demise 
in slightly more detail. The simple analytical point here is that the Bretton 
Woods monetary system of the post-​WWII boom was organised. The prac-
tice was ambiguous; it was a US-​led system, albeit with important class 
support also in the UK (Helleiner 1994), while the regime only worked in 
a way close to that envisaged at the initial conference for a few years from 
the late 1950s (Mandel 1978, Parboni 1981). It was an organised system 
in the sense of being chosen from alternatives, like those put forward by 
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Keynes (CWXXV). The resulting regime, including the formal structures 
of the IMF, clearly impinged on the wider post-​WWII economy, including 
anti-​Keynesian asymmetries in its respective attitudes to surplus and deficit 
countries. The system allowed currency stability for a protracted period, 
despite changing rates of productivity growth, or that national monies 
could co-​exist without simultaneously being accurate measures of value. 
Tensions emerged within the system as value, only concealed or suspended, 
asserted itself, undermining the fixed-​exchange-​rate regime. The subsequent 
fluctuations suggest that there was still no unambiguous global measure of 
value. Speculation by wealthy private institutions could throw currencies 
onto a switchback ride on a daily basis, but the new ‘floating’ system also 
retained many elements of the previous regime, including the deep entangle-
ment of states in monetary affairs both within and across borders and a US 
currency central to the global economy, now achieved without even formal 
commitments to gold.

The crisis of the 1970s and its resolution also had a vital political dimen-
sion in that breaking the gold link (and for other countries the link with the 
dollar) allowed governments to pursue inflationary policy, devaluing real 
wages and both state and corporate debts, all of which had been rising in the 
late 1960s (Krippner 2011). The inflationary experiences were unplanned 
in the sense that governments repeatedly failed to achieve particular targets; 
workers could factor inflation into wage demands, contributing to an 
upward spiral. But policy was at least permissive of inflation. At the same 
time, inflation also devalued capital and financial assets and could only be a 
short-​term instrument. The turn to monetarism in the late 1970s, in the form 
of radically high interests, moved to restore trust in money and coincided 
with a shift to open battles with labour. High interest rates provoked a 
steep economic downturn and would have been unsustainable over a longer 
period. But with labour’s subsequent retreat, falling labour shares of income 
around the world, and concomitant disincentives to consume and invest, 
there was little need to persevere with high interest rates as either an anti-​
inflationary or an anti-​labour device. By the 2000s, it became clear that even 
very low interest rates and aggressive policies of quantitative easing might 
not restore either inflation or investment. While the overall economic slow-
down was nothing like that of the 1930s, Keynes’s warnings appeared to be 
confirmed and states’ monetary arsenal appeared to be greatly diminished.

The switch to high interest rates in the late 1970s also precipitated the 
Latin American debt crisis, the resolution of which brought the ‘Washington 
consensus’ restructuring. It established the open, liberalising environment, 
the associated trade-​surplus strategies of many poorer countries, and thence 
the accumulation of vast foreign reserves, primarily of US dollars. This 
use of the dollar, and often more specifically US Treasury paper, as a store 
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of value, helped to maintain US seigniorage, allowing it to run persistent 
deficits. US consumers enjoyed cheap imports and US corporations cheap 
foreign investment opportunities. At the same time, the US as a territorial 
economic space was undermined and with it the basis for the perpetuation 
of the dollar’s hegemony. The existence of powerful vested interests warn 
against over-​hasty obituaries, but the current system again sits on deep 
structural contradictions.

From history back to theory

Briefly recalling these stories of money and finance and their changing 
form underlines two simple points. First, states make decisions, but not 
in conditions of their own choosing. To begin with the conditions, cap-
ital imposes limits on all states, but to varying degrees. State choices are 
conditioned by economic and social relations, both global and local. This is 
an obvious Marxist truism but one worth repeating against more optimistic 
Keynesian injunctions to reform monetary policy on either a national or a 
global level. Financial institutions and interests can, in the extreme, take 
over existing states as a going concern (the Medici method), but more usu-
ally they exert a less direct but profound influence. States’ decisions are also 
conditioned by inter-​state relations, again something which nobody familiar 
with either history or the contemporary global economy is likely to dispute 
but something underplayed by the methodological nationalism of standard 
textbooks or by a rigid reading of Marx’s schema in which the domain of 
the international only follows that of the state.

Keynes was concerned mainly with Britain, and his evidence was over-
whelmingly either British or American. Even then, national policy was 
constrained, particularly with the use of gold as an international standard. 
But there are shifting dynamics of state and private capital’s power, while 
claims of state authority over money and the idea of specifically national 
money come closer to the truth for leading economies than for weaker ones. 
Up to the early modern period, few states established exclusive state money, 
while rulers paid more to borrow than private capitalists, a priority reversed 
at least until very recently and for weaker states. Leading states retain enor-
mous power, for example intervening as vast buyers and sellers of currency 
and through interest rate manipulation. But the economy is global and 
the law of value ultimately asserts itself at a global level. Non-​commodity 
money needs the economic containers of states but simultaneously needs 
to escape them. So while dollar seigniorage, much as Keynes thought of 
Britain and the gold standard in the 1920s, has plausibly been seen as con-
tinuing to confer national economic advantages, it also contributes to the 
decline of industry and (in relative terms) the US as an economic space. 
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The global dynamics highlight the limits of the endogenous/​exogenous 
distinction which runs through both mainstream and Keynesian thinking. 
The state is never ‘outside’ the economy. The problem with the distinction 
becomes particularly stark when weaker currencies are considered. A fully 
dollarised economy, giving up its national currency as in modern Ecuador 
or Zimbabwe, could hardly be said to have an ‘endogenous’ money supply, 
while the experiences of hyperinflations in weak economies suggest that 
even such states remain the driving force rather than ‘endogenous’ demand 
for bank loans. Hayek’s (1976) proposals to deny states exclusive rights 
to issue money remain an outlier, even amongst liberal economists. The 
global economy constrains what states can do but, contrary to influential 
narratives of globalisation and free-​floating, de-​territorialised finance, state 
choices and inter-​state relations continue to impact profoundly on money 
and finance.

Second, these choices therefore also make a substantive difference 
to subsequent economic development. As above, there are no historical 
counterfactuals, but the world surely would have looked very different 
had not the Italian city-​states circumvented proscriptions on credit, had 
Europeans not extracted and imported vast quantities of South American 
silver, had the Dutch Republic not introduced effective central banking, had 
the British not maintained a gold standard, had the Bretton Woods system 
not had its systematic anti-​Keynesian biases, or had the inflationary and 
anti-​inflationary turns of the 1970s and 1980s not reshaped capital–​labour 
and international relations. In each case, the forms of accumulation were 
transformed by the monetary transformations.

Conclusions

The previous two chapters covered enormous ground and were accordingly 
unable to do justice to the depth of either Marx’s or Keynes’s thinking about 
money and only occasionally engaged with the vast secondary literatures. 
This chapter’s historical narrative similarly made no claim to completeness. 
However, it began to concretise what the previous chapters suggested: that 
the critical appropriation of Keynesian insights enrich a Marxist monetary 
analysis.

First, Marxists can legitimately defend the analytical priority of social 
relations of production and of exploitation and accumulation in the real 
economy, but taking the non-​neutrality of money seriously means that what 
happens in the world of money and finance is not reducible or narrowly 
determined by this. Money has a moment of its own, which influences that 
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exploitation and accumulation. At least at certain times, money and mon-
etary decisions appear to have made a major economic difference.

Second, money is a social relation, not simply a thing, and rival social 
interests benefit from the adoption of different monetary forms, which can 
potentially have profound economic consequences. It matters economically 
but also politically whether there is gold or fiat money, whether authorities 
can produce inflation or financial corporations transmit electronic money 
around the world.

Third, Keynes reintroduces the state into economic analysis, and while he 
treats state intervention as an asocial and benign force, the fact of this inter-
vention, in general but particularly in monetary affairs, is also a challenge to 
any Marxist analyses which want to stop at the analytical level of Capital. 
This was an analytical level beyond which Marx promised to go, and 
beyond which it is necessary to go to understand the importance of the state 
in monetary affairs. Any appropriation of Keynes also needs to be sensitive 
to changing historical forms. The chapter’s very brief historical notes con-
firm what to anyone not too firmly entrenched in conventional economic 
thinking (or in more dogmatic versions of post-​Keynesian monetary theory) 
would be rather obvious: that states and other financial institutions played 
vital, active but changing roles in capitalist organisation and reorganisation.
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Keynesianism in practice?

Introduction

Blaug writes, ‘[t]here were two Keynesian revolutions: the revolution 
in economic policy and the revolution in theoretical opinion within 
the economics profession’ (1994: 1212). This chapter focusses on the 
policy and practice, the remarkable post-​WWII boom and its unrav-
elling in the 1970s. The next chapter looks at the theory. It is in the 
sense of policy reorientation that the quarter-​century from the end of 
WWII until the 1970s is most often understood as a Keynesian age. 
Indeed, for many accounts, it is this period of managed capitalism 
and sustained growth and stability which gives meaning to the term 
‘Keynesianism’.

There are difficult questions about the connections between the 
theory and the practice. Keynes’s followers have been keen to claim 
the economic success of the theory. For Davidson, the unprecedented 
economic growth was as a direct consequence of following Keynes’s 
policy prescriptions (2009; see also Stewart 1972). Other writers find 
little of Keynes in the practice of leading countries or in the workings 
of the international system (Matthews 1968, Clarke, S. 1988).

Of course, practice never matches theory exactly, so asking whether 
the history justifies the label might seem uselessly speculative. The 
answer cannot be categorical. But it is worth considering whether or 
to what extent the long boom followed Keynes’s ideas, not least in a 
period where policies are widely perceived as having been reversed 
and in which many people opposed to austerity in the twenty-​first 
century do so in the name of a ‘return to Keynes’ (Skidelsky 2009), 
questions which will be revisited in Chapter 12.

The first section here, concentrating on the experiences within 
leading rich-​country economies, argues that much of the economic his-
tory and policy is hard to square with anything in Keynes. A version of 
Keynesianism became economic orthodoxy and Keynes’s followers at 
times sat in high places, but there was a specifically Keynesian revo-
lution only if the term is interpreted broadly or loosely. The second 
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section considers the international system in this period, identifying elem-
ents of which Keynes clearly would have approved, particularly in the 
implementation of controls on cross-​border capital movements. However, 
the post-​WWII Bretton Woods system also had strongly anti-​Keynesian 
elements, particularly in the way it disciplined trade-​deficit but not trade-​
surplus countries. The greatest national economic success stories of the 
period, Japan and West Germany, had anti-​Keynesian domestic policies 
imposed upon them after the war but prospered, not least through export 
orientations. The third section considers the crisis of the 1970s and the 
abandonment of the Bretton Woods system. Keynes’s followers are under-
standably less keen to accept responsibility. Now, for Davidson, the boom 
hit problems because ‘Keynes’s analytical vision of how to improve the oper-
ation of a market-​oriented entrepreneurial system had been lost’ (2009: 95). 
It is unobvious that there was such discontinuity; if the boom owed rela-
tively little to Keynes, so did its demise. Come the crisis, however, policies 
that at least appeared to draw on Keynes were implemented without con-
spicuous success. Lacking the historical counterfactuals, it is hard to judge 
whether alternative policies –​ whether anti-​Keynesian or more determinedly 
Keynesian –​ might have worked better. Nor did the 1970s involve anything 
like the depression of the 1930s, at least in leading rich-​country economies. 
The crisis, however, was widely perceived as a crisis of Keynesianism and 
the section reconsiders its implications for Keynesian policy prescriptions 
and the meaning of Keynesianism.

Was the long post-​war boom Keynesian?

There are different meanings of the term ‘Keynesianism’. Indeed, the asso-
ciation with the experiences of the long boom has created a distinct sense 
according to which the question becomes tautological. Even understood 
more strictly, as meaning ‘of or derived from Keynes’, there are ambigu-
ities. Most narrowly, it might mean ‘taken from the General Theory’. But 
as discussed in Chapter 5, the book is seldom read, difficult and contested, 
with no single accepted meaning. Elsewhere, Keynes said different things. 
As Bateman argues, ‘Keynes’s own ideas about economic policy were fam-
ously fluid’ (2006: 275). More broadly still, Keynesianism might refer to 
an encouragement of government intervention, particularly through mon-
etary and fiscal policy. Going beyond this, but going back to the principles 
discussed in Chapters 2 and 3, Keynesianism might be understood as a gen-
eral economic and political philosophy steering between state socialism and 
the free market (Backhouse 2006, Mann 2017a). The argument here sub-
stantially supports only the broader interpretations; it is possible to point 
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to continuities between Keynes’s ideas and the practices of the post-​WWII 
period, but there are too many divergences for an association to be easily 
accepted.

The story of the coming of social and economic reorientation is well 
known and can be discussed briefly. The Keynesian age began as the 
product of a particular conjuncture of economic conditions, intense social 
struggles and transformed inter-​state relations in the period around WWII. 
Keynes advocated a reform strategy but so too did others to his political left 
and right, many of them better organised, in socialist or Christian demo-
cratic parties. Weir argues that what became ‘Keynesianism emerged as 
the moderate alternative to planning’ (1989: 85). National and nationalist 
solutions became pervasive in the 1930s, superseding earlier international 
commitments to laissez-​faire. This was epitomised by the rise of fascism, but 
intensified international competition also characterised the democratic allies, 
for example with the implementation of competitive currency devaluations 
and increased barriers to trade. Economic revival in the late 1930s had 
more to do with the drive to the war than deliberately stimulating economic 
policy. By the end of WWII, the US dominated the Western capitalist world 
to an unprecedented extent. Now, US anti-​communism and Cold War pol-
itics became crucial to policy at home and abroad. Keynes was influential 
within Britain and in the wartime negotiations with the US leading to, and 
at, Bretton Woods. Some of his followers already held important positions 
within the US administration. So there were direct Keynesian influences 
but these ran alongside and sometimes in competition with US geopolitical 
interests.

This reading, of course, contrasts with the great importance Keynes 
attached to economic ideas, not least his own. As he famously put it, ‘sooner 
or later, it is ideas not vested interests, which are dangerous for good or evil’ 
(1973: 383–​4). But at least in the US, the New Deal reorientation, in both 
its domestic and international dimensions, preceded the General Theory, 
and Hall (1989b) suggests that the General Theory had little direct influ-
ence during Keynes’s own lifetime. In the academy, something that came to 
be understood as Keynesian economics became generally accepted but the 
General Theory itself was never widely understood. Even the Keynesian 
neo-​classical synthesis remains impenetrable to most non-​specialists and 
‘had little immediate political impact’ (Clarke, S. 1988: 241). Any diffusion 
of Keynesian ideas was necessarily highly qualified and highly mediated.

Particular state forms could be important to this mediation. Weir argues 
that the nature of different states made them more or less susceptible to 
Keynesian influence (Weir 1989, Weir and Skocpol 1985). The British pol-
itical system was hierarchical, making it both hard for Keynesians to win 
influence and also then hard to remove them. Having fended off Keynesian 
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ideas until 1941, once captured, the British Treasury could become a vehicle 
for their propagation. Winch argues that ‘[i]n the case of Britain one could 
argue that the required changes in the state’s capacity to adopt and imple-
ment Keynesian polices were in fact minimal’ (1989: 111). By contrast, the 
more open character of the US state allowed the earlier appointment of 
Keynesians to positions of influence, and several economists influenced by 
Keynes already played a key role by the late 1930s (Hall 1989a, Harrod 
1951, Salant 1989). Compared with the UK, the US system also allowed 
the Keynesians’ easier subsequent removal, particularly with the onset of 
the Cold War. This was most dramatically illustrated in the accusations 
of spying levelled against White but also reflected in the rejection of full 
employment as a policy objective (Hansen 1953) and the passage of the 
Taft-​Hartley anti-​union laws. By a similar token, Kennedy could later bring 
leading Keynesians back into government (Backhouse and Bateman 2011). 
But if different institutional arrangements facilitated or obstructed the ascent 
of what came to be known as Keynesianism, this too has implications for 
the meaning of the term. As Minsky argues, ‘regardless of the view of what 
Keynes is all about, it must be agreed that, to the extent that our institu-
tional arrangements were, in the main, set prior to 1936, our basic institu-
tional arrangements were not enlightened by perceptions drawn from the 
Keynesian revolution in economic analysis’ (1986: 8).

Of course, already by 1941 Keynes himself was firmly ensconced in the 
British Treasury and influencing policy. The old ‘Treasury View’, insisting 
on balanced budgets, was decisively broken. More than this, Keynes had 
helped to establish that the Treasury and the budget should be economic 
tools, not merely a set of government accounts (Skidelsky 1992). As 
mentioned in Chapter 1, however, wartime conditions meant that the sort 
of policies which have come to be associated with Keynesianism were no 
longer needed and Keynes himself no longer advocated them. Even before 
the war, Keynes had stressed that in the changed conditions of rearmament, 
policy should change accordingly. During the war his views became firmly 
anti-​inflationary, and more radical friends discerned regress and reconcili-
ation with the establishment (Clarke, S. 1988, Skidelsky 2000). Keynes 
remained a Liberal Party member but favoured coalition, apparently par-
ticularly comfortable as an advisor to the Conservative-​led wartime coali-
tion. Keynes did support the Beveridge proposals for the post-​war welfare 
state in Britain but contributed to their moderation, including postponing 
rights to higher old-​age pensions (Harrod 1951, Moggridge 1976).

Keynes had more serious misgivings about the post-​war Labour gov-
ernment and its more ambitious reforms. The General Theory famously 
concluded with a call to control or ‘socialise’ investment. On the one 
hand, this was explicitly couched as an alternative to the nationalisation 
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of production. The major nationalisations of mines and railways were 
completed after Keynes’s death, but the chronically shambolic state of these 
industries meant he had been little opposed. He was apparently furious 
with the Labour government’s nationalisation of road hauliers, although 
even here he added ‘[y]ou must not count on my opposition as a settled 
policy’ (cited in Harrod 1951: 641). On the other hand, Keynes did advo-
cate socialising investment through state control of finance, and here the 
Labour programme did little, giving the private sector a relatively free hand. 
The state was ‘enabling, rather than directive [it] … had no mechanism by 
which to directly control the rate of allocation of investment’ (Clarke, S. 
1988: 297). The Bank of England was nationalised but it never became a 
vehicle for directed investment policy, as would be the case, for example, in 
Japan. So, on this count too, reorientation was hardly Keynesian.

Weir’s comparison of Britain and the US suggests that ‘political factors 
mediated the meaning of Keynesianism in each country’ (Weir 1989: 85). 
The depression was experienced in distinct ways and already met with 
different responses. Hall (1989a) suggests that in the US, even pre-​dating the 
Keynesian appointments, specifically Keynesian policies were implemented as 
a response to the 1937–​38 recession. This Keynesianism without Keynesians 
would seem to confirm the point made in Chapter 1 that Keynes’s own 
ideas developed as one strand amongst a broader response to the failures 
of laissez-​faire. Weir (1989) also argues, however, that whereas in Britain 
Keynesian ideas met little opposition from financial interests, in the US, by 
the end of WWII, the Chamber of Commerce, the National Association of 
Manufacturers and the Farm Bureau joined forces to effectively oppose the 
1945 Full Employment Bill.

Beyond the US, Britain and Canada, it is still harder to trace direct 
connections from Keynes to economic practice. Ideas of demand man-
agement, which themselves pre-​dated Keynes, were influential but existed 
alongside and to some extent in competition with alternatives like direct eco-
nomic planning and nationalisation. By the late 1940s, more radical plans 
and explicitly socialist influences were largely defeated, particularly with the 
influence on European countries of the US and of Marshall Aid. A broad 
policy consensus in Europe could emerge, however, shared by ‘the political 
moderate Left and the conservative Right … British Labour politicians, as 
well as French Gaullists and Christian Democrats in Germany and Italy’ 
(Berend 2006: 213). Many sympathetic commentators accordingly accept 
it as misleading to associate with Keynes the resultant general widening of 
the role of state intervention. The welfare state and a general encroachment 
of the government into economic life, let alone systematic wage rises, were 
not part of the programme (Bateman 2006, Dostaler 2007, Hansen 1953, 
Peden 2006, Tobin 1986). In France, bank nationalisation afforded the state 
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financial control, and Boyer argues that this facilitated a radical reforming 
Keynesianism rather than the ‘bastard’ approaches elsewhere (1986: 82). 
But it becomes harder still than in the anglophone countries to attribute 
this to a direct influence from Keynes’s ideas rather than older dirigiste 
traditions. The General Theory was translated into French in 1939 but not 
widely disseminated (Skidelsky 1992). Beyond bank nationalisation, policy-​
makers ‘worked within a framework that was clearly more anti-​liberal that 
that within which Keynesianism was situated’ (Rosanvallon 1989:  189). 
The rather different and more conspicuously anti-​Keynesian situation in 
the defeated countries, Japan and Germany, will be discussed below, but 
across most of the Western capitalist world, investment decisions remained 
overwhelmingly in the hands of the private sector, and private finance, 
rather than being squeezed as Keynes advocated, would subsequently grow 
at least as fast as the overall economy (Krippner 2011, Papadimitriou and 
Wray 2008).

The subsequent long boom was unforeseen and was essentially 
unplanned, in the sense that it was the unintended consequence of the post-​
war social settlements. As discussed in previous chapters, Keynes had rela-
tively little interest in production, and why what he called the marginal 
efficiency of capital might change. He did believe that the marginal effi-
ciency of capital and thence rates of investment would tend to fall, and 
this would not be borne out. Blaug argues that ‘the full employment and 
overall employment conditions of the 1950s and 1960s were everywhere 
attributed to the deliberate pursuit by governments of Keynesian policies, 
although it was in fact private investment that filled the postwar gap in 
effective demand’ (1997: 649). Of course, private investment itself involved 
high levels of planning within firms that Keynes’s General Theory orien-
tation on individual entrepreneurs tended to overlook, and this too might 
therefore be understood to go beyond its compass. But private investment 
now drove remarkable sustained gains in productivity. Blaug continues 
that the boom therefore falsified Keynes’s prediction of chronic deficiency 
of effective demand because ‘private investment was bound to fall behind 
full-​employment savings’ (1997: 650). It becomes quite a stretch to asso-
ciate the causes of the boom with the adoption of any specifically Keynesian 
orientation.

Issues of employment and unemployment could also run counter to 
Keynes’s prescriptions. Papadimitriou and Wray comment that ‘[r]ather 
than achieving full employment through job creation, policy offered welfare 
and Social Security to remove people from the labour force’ (2008: xiii). 
‘True enough, both the British and US governments “targeted” unemploy-
ment. But the targets were repeatedly revised downwards as actual results 
exceeded the targets. Low unemployment, it seemed, was not caused by the 
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pursuit of low unemployment targets; the low unemployment targets were 
caused by low unemployment’ (Skidelsky 2000: 500). Again, unanticipated 
economic success seemed to be the driver. Keynes, of course, had also argued 
that in conditions of full employment, the classical theory would come into 
its own. US unemployment levels, in particular, were never actually close to 
zero but, by Keynes’s own reasoning, low unemployment meant conditions 
close to those where the old economic orthodoxy he had challenged became 
adequate.

The boom also demonstrated that it was entirely possible for real wages 
to rise and for unemployment to fall simultaneously. This was a possibility 
Keynes, in agreement with the classics, if for different reasons, had rejected. 
Now, rising productivity was accompanied by real wage rises, which 
allowed the unique ‘Fordist’ arrangements of sustained rises in consump-
tion and economies of scale. Amongst other things, in many countries the 
war had also left the position of organised labour much stronger. Depictions 
of ‘tripartism’ between the state, capital and labour exaggerate this strength 
–​ labour was at most a junior partner in the post-​war settlements –​ but 
workers and their organisations won real concessions (Armstrong et al. 
1984, Gourevich 1989). Government and employer strategies for dealing 
with labour’s rise are widely interpreted as providing the context for the 
domestic Fordist settlements in the post-​war period (Rupert 1995, de Angelis 
2000, Eichengreen 2007). Of course, Keynes already objected to unions’ 
tyrannical self-​interest and sectional strength in the inter-​war period, when 
they had been much weaker than after WWII.

It is nevertheless possible to argue that policies could be ‘consistent 
with Keynes’s thought although not derived from it’ (Dillard 1986: 122). 
For example, labour’s relative strength may have contributed to greater 
income equality and thence to maintaining stability and effective demand 
in ways broadly compatible with Keynes’s ideas. He would also presum-
ably have approved the negotiated rather than more overtly conflictual class 
settlements.

In general, even with the return of peace and prosperity, states remained 
more economically interventionist than previously. Liberal myths about 
the free-​market economy contrasted more sharply than ever, at this time of 
unprecedented growth and prosperity, with a high level of planning. In the 
US, direct federal government spending spiked with the war but showed no 
sign of returning to the levels of the pre-​New Deal era. The state’s increased 
direct economic importance involved, amongst other things, underwriting 
welfare and thence consumption norms in ways that would have been 
quite foreign to the earlier liberal settlements but to which Keynes seems 
likely to have been sympathetic. It was suggested in Chapter 3, however, 
that Keynes’s supported increased state intervention on essentially liberal 
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grounds, merely raising the level of what he believed to be the necessary 
minimum. It is unobvious that he would have supported the sustained 
rises in state spending which the period witnessed. Nor is it clear how the 
very different levels of state spending in leading countries can be similarly 
Keynesian.

Monetary policy did appear to be able to control a trade-​off between 
unemployment and inflation; the Phillips Curve identifying this relation 
post-​dates Keynes and will be discussed in the next chapter but has, at least 
retrospectively, been widely perceived as providing a specifically Keynesian 
policy tool (Forder 2019). The role of confidence, so important to Keynes, 
also reasonably allows that the expectation that states would intervene when 
necessary also helped to sustain growth in a specifically Keynesian way, 
even without practical resort to such intervention (O’Donnell 1989, Brenner 
1998). Conversely, there is some irony, given the importance of unpredict-
ability to Keynes’s analysis, that it was precisely the predictability of the 
boom that allowed supposedly Keynesian policies to be practised. There 
was little evidence of the uncertainty and the volatility of liquidity prefer-
ence that Keynes had described and which warranted state intervention.

But Keynes believed that states could and should reduce the uncertainties 
and volatility of a market economy. He supported a more equal distribution 
on both positive and normative grounds, and in most rich-​country econ-
omies this was achieved through redistributive taxation and social spending. 
The many social and welfare programmes too, while clearly not specific-
ally Keynesian (Tobin 1986, Hall 1989c), can plausibly be included under 
the rubric of reform capitalism which he advocated. Hall argues that while 
Keynes cannot claim direct responsibility for the growth of the welfare state, 
his attack on the idea of the need for a balanced budget loosened fiscal 
constraints that allowed more generous social programmes (Hall 1989a). 
Keynes explicitly identified himself with a middle way between laissez-​faire 
and communism, and in this sense ‘Keynesianism’ could reasonably desig-
nate an ideology of social consensus, which urged national interests and 
‘responsible’ behaviour on both capital and labour (Rosanvallon 1989, de 
Angelis 2000). What became Keynesianism as a broad ideology and practice 
of the social consensus involved a more or less coherent mixture of specific-
ally Keynesian ideas and visions for wider reform.

One important if sometimes neglected area where Keynes’s influence 
can reasonably be claimed is in the development of the statistical appar-
atus and bureaucracies associated with national accounting and the more 
detailed management they allowed. Eatwell suggests that in the period to 
1951, ‘the major influence of Keynesian ideas was on the presentation of 
budgetary policy and the construction of the statistical apparatus that made 
that presentation possible’ (1986: 68). In France, it was even claimed that 
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‘Keynesianism is national accounting’ (Rosanvallon 1989:  185). Again, 
this work had begun before Keynes, particularly in the US (Salant 1989), 
and received a great boost from the imperatives of the war economy, but 
the rise of national accounting went along with an increasingly interven-
tionist policy and seems clearly something of which Keynes would have 
approved. A prerequisite for effective state intervention was being able to 
measure the economy, and state activity and the statistical work stimulated 
and legitimised each other (Negri 1988). This also reinforced a specifically 
national vision of the economy, a vision substantially aligned with Keynes’s.

Finally, an influential interpretation of Keynes sees governments as 
providing fiscal stimulus to counteract recessions, with states there-
fore developing budget deficits. By this criterion the period was clearly 
not Keynesian. Most governments ran consistent surpluses, recovering 
huge post-​war debts remarkably quickly (Eatwell 1986, Harman 1984, 
Matthews 1968). It was the expansion of private credit money rather than 
state spending that tended to accompany increasing aggregate demand 
(Davidson 2009). In a sense, however, this criticism is illegitimate. The active 
and effective use of monetary policy, to both stimulate and restrict, may 
not be specifically Keynesian but Keynes always envisaged states’ primary 
response as being through monetary policy, and only where this proved 
insufficient did he call for public works, and this rather than fiscal deficits. 
Keynes was also concerned with damping both sides of capitalism’s vola-
tility. Although stimulus measures were the thrust of his policy prescriptions 
in the 1930s, Keynes later made it clear that he also favoured a parallel set 
of policies restricting overinvestment (Harris 1953, Pilling 1986, Davidson 
2009). There was some countercyclical demand management (Hall 1989a) 
but it also seems clear that demand management, whether stimulating or 
restricting, played relatively little part in the boom. Hall’s (1989c) remark-
able collection, having set out to show their influence, concluded by iden-
tifying instead the high ‘the degree to which Keynes’ ideas about demand 
management were resisted or ignored in many countries’ (Hall 1989b: 367).

The overall state spending increases included huge military budgets. These 
have been described as producing a process of ‘military Keynesianism’. Cold 
War competition provided an ongoing stimulus, amongst other things with 
military spending acceptable to capital in a way that Keynes’s reforming 
ideas were not (Baran and Sweezy 1968). International comparisons suggest 
caution. The countries with the highest levels of military spending, the US 
and Britain (and of course the USSR), grew more slowly than Japan and 
West Germany, countries debarred from similar spending. And while an 
argument can be made that it was the systemic stimulus provided by US 
spending which was crucial, allowing the lower spenders to ‘free ride’, 
France presents an intermediate case, with high levels of military spending 
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and very strong growth. In any case, the unplanned character of military 
competition allows this as ‘Keynesianism’ in at best a very weak sense.

What came to be understood as Keynesian ideas emerged in the con-
text of heightened class struggles and were institutionalised in the social 
compromises at the end of WWII. Keynes’s ideas themselves can be seen 
as contributing to that class compromise (Hall 1989b). They contributed, 
however, alongside others, with Keynes’s ideas proving amenable to selective 
appropriation, ‘often used to justify a range of practices associated with the 
“mixed economy”’ (Hall 1989b: 367). For example, rising real wages, hardly 
part of Keynes’ original vision, could be assimilated to accounts emphasising 
the importance of effective demand. Social peace, which Keynes had largely 
assumed, could underpin popular support for Keynesian ideas (Salant 
1989). The meaning of ‘socialisation of investment’ could be stretched to 
include nationalisation. Finance grew rather than being repressed but it 
appeared to do so in a controlled way, resembling Keynes’s bubbles on a 
stream of enterprise. Everything could be claimed as Keynesian. Famously, 
by 1965 Milton Friedman announced that ‘we are all Keynesian now’ (cited 
in Dostaler 2007: 257) while Marxist political economists articulated the-
ories of under-​consumption bearing a close family resemblance (see Baran 
and Sweezy 1968). Opponents, both Marxist and liberal, were confined to 
the fringes or now revised their perspectives.

Bretton Woods and the international system

A second crucial dimension of the long boom was the unique inter-
national settlement. Some elements of this might reasonably be described 
as Keynesian, and Keynes himself voted for the basic structure both at the 
Bretton Woods conference and subsequently as its champion in the British 
House of Lords. Important elements of this system, however, were either 
anti-​Keynesian or Keynesian in at most a conditional and qualified sense. 
More broadly, the fact that the international system remained essentially 
competitive undermined the Keynesian desire to achieve a more managed 
capitalism. Starting from a low base, the post-​WWII regime facilitated a 
return to a more open, liberal order.

Before looking at the post-​WWII system, it is worth briefly sketching 
a few key elements of the earlier system and its demise, and of Keynes’s 
attitude to this. The world economy prior to WWI was generally under-
stood to operate on laissez-​faire principles. Levels of trade, foreign invest-
ment, capital movement and human migration were high. As ever, ideology 
was one thing, practice another. Amongst leading states, only Britain had 
practised anything approximating textbook openness for any substantial 
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time. Keynes (2011) pointed out some considerable discrepancies between 
theory and practice even in Britain, particularly in the conscious manage-
ment of the gold standard. Outside Britain, the supposed basics of an open 
economy –​ the gold standard and free trade –​ were accepted only for short 
periods (Broz 2000). Germany and the US had caught up with and over-
taken Britain while adopting protectionist and interventionist practices. 
Many parts of the world lacked even formal national sovereignty, remaining 
part of colonial empires.

Attempts to reconstitute the liberal world order after 1918 were 
undermined, particularly by the asymmetries of the Versailles settlement. 
They collapsed with the onset of the Great Depression. Even as formal 
cross-​border transactions declined, the rapid spread of the depression in 
the 1930s itself demonstrated an interdependent global economy. Even the 
US, the richest and most powerful country, for example, responded to gold 
outflows in 1932 in similar ways to those now deemed necessary to prevent 
capital flight, with sharply deflationary policies (Kenwood and Lougheed 
1992). What happened in one national economy had repercussions and 
required action by governments elsewhere. By 1931, even Britain had 
abandoned trade openness and the gold standard. By 1937 gold was uni-
versally abandoned. The attempt to shift the burden of unemployment onto 
other countries produced a predictable competitive inward spiral. Not least, 
economic competition increased military competition, which finally pressed 
budgets towards deficits and the adoption of what might be seen as more 
Keynesian policy in many countries (Lee 1989).

It was suggested in Chapter 3 and elsewhere that Keynes exaggerates the 
power of states within their domestic economy but that he was well aware 
of international constraints on state power. He made his name through his 
denunciation of the Versailles Treaty, amongst other things arguing that the 
success of laissez-​faire depended on maintaining a balance of international 
forces and that demands for reparations from Germany would prove unsus-
tainable (CWII, Davidson 2009). He opposed the ‘despotic control’ of the 
gold standard almost from the beginning (Lekachman 1986). At times, at 
least, he opposed free trade, not least because conventional Ricardian trade 
theory was invalidated by its assumptions of full employment. His views 
changed, but as early as 1933, Keynes had argued that he sympathised ‘with 
those who would minimise, rather than with those who would maximise, 
economic entanglement between nations … let goods be home-​spun when-
ever it is reasonably and conveniently possible … It should not be a matter 
of tearing up roots, but of slowly training a plant to grow in a different dir-
ection’ (CWXXIII: 236). Free capital mobility allowed damaging outflows 
from Britain (Keynes 1973: 21). Keynes’s arguments put him at odds with 
the then dominant laissez-​faire ideology of unrestricted free markets. His 
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opposition, however, was a pragmatic, and pragmatically British, one. If the 
international system could be better organised, and preferably organised by 
the British, it could allow mutual gains.

International trade and financial imbalances between the US, Britain, 
France and Germany contributed to the debacle of 1929, while intensified 
competition contributed to the depth of the depression and the drive to war 
(Kindleberger 1973). As early as 1940, Keynes (CWXXV) was working on 
plans for an alternative post-​war order involving international coordination. 
As at the domestic level, Keynes advocated a more thoroughly organised 
system. His proposals and his personal interventions would be a major fea-
ture of the Bretton Woods conference of 1944. Keynes’ visions, however, 
were at best partially realised (Williamson 1985). White and the US were 
largely able to persuade their allies to adopt their plans for the post-​war 
world. Reorganisation could only happen under US direction. Two world 
wars, a depression of unparalleled depth and breadth, and the presence of 
an apparently viable communist alternative left the US in a uniquely strong 
position within the Western world-​system. Balogh only exaggerates when he 
says that Bretton Woods was imposed on Britain by diktat, because ‘Britain 
was bankrupt’ (Balogh 1976: 74).

US attitudes themselves had shifted from those of the inter-​war period. 
Perhaps above all, the relative and absolute wealth of the US and the prod-
uctivity of US capital were unparalleled. The failures (particularly the failure 
to prevent war) and the outcome of the war had also refashioned post-​war 
responses and the meaning of liberal world order. On the one hand, fascism 
was discredited. On the other, any ‘communist threat’ was transformed. 
Previously, notwithstanding the efforts of the Comintern and any number 
of red scare stories, in geopolitical and economic terms the USSR was 
isolated and contained. By the end of the war, its influence stretched to the 
Elbe, while radical, sometimes communist-​led, social movements emerged 
within several leading countries. The communist threat was more plausible. 
This too appears to have been conducive to a greater consensus between 
leading capitalist powers. The Cold War also increased the relative strength 
of the US amongst its allies and the preparedness of America to assume 
the leading role it had previously been ‘unwilling’ to assume (Kindleberger 
1973). In some tension with his claims for the boom as Keynesian cited 
above, Davidson sees ‘a strange confluence of forces occurring after World 
War II’, involving mathematisation and anti-​communist politics, which 
overturned Keynes (2009: 169). The point, once again, is that the outcomes 
were Keynesian in at most a qualified sense.

The Keynesian elements to the post-​war agreements included a general 
acceptance of national states’ responsibilities for managing their econ-
omies within the international system. Bretton Woods allowed capital 
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controls between countries permitting governments to set interest rates pri-
marily according to domestic policy requirements without this producing 
hot-​money flows and rapid swings in foreign exchange values. It therefore 
afforded more scope for domestic policy autonomy than either the gold 
standard or the era of financial mobility which would develop from the 
1970s. There were restrictions on finance, even if these hardly threatened 
the euthanasia of the rentier (Konings 2010). The US, however, did not 
apply capital controls and by the 1960s, large volumes of dollars circulated 
beyond US borders. By the 1960s the UK and US governments were at least 
tacitly accepting the growth of these Eurodollar markets and the restoration 
of the City of London as a global centre of deregulated finance (Helleiner 
1994, Strange 1986, 1998). Dissent at the proliferation of dollars, essen-
tially unpaid US debts, grew, notably from France. But at least until the late 
1960s, US leadership would be more or less readily accepted by its allies.

Similarly, in relation to other issues, there were at most compromised or 
semi-​Keynesian practices. Keynes had proposed to overcome the restrictions 
of gold through an international currency, which he called ‘bancor’, which 
could be bought but not sold for gold. ‘Keynes’s main object was to enable 
exchange-​rate adjustments to be made in an orderly way, and to help coun-
tries with balance of payments troubles’ (Kahn 1976:  15). Instead, the 
system centred on the US dollar, itself fixed against gold at $35 an ounce and 
with other currencies then pegged against the dollar. The dollar potentially 
provided more liquidity than a strict gold standard, but in common with the 
gold standard, it prioritised exchange-​rate stability. In practice, America’s 
‘benign neglect’ of the value of the dollar meant that the IMF did allow 
other countries to adjust their pegged values downward, to devalue their 
currencies. But, as discussed below, the gold-​dollar focus militated against 
unilateral dollar adjustments and involved an anti-​Keynesian asymmetry 
that would become important to the system’s unravelling.

Keynes also advocated an international bank or what he called a ‘Clearing 
Union’. The Bretton Woods institutions, the IMF and World Bank, looked 
rather different. The IMF and World Bank did typically push a qualified or 
‘embedded liberalism’ (Keohane 2005). For example, during this period, 
World Bank lending encouraged state-​led development projects in poorer 
countries. Their institutional power, wealth and bureaucracies meant that 
the institutions developed discrete organisations and dynamics, which were 
not reducible to the interests of leading states. Nevertheless, there was an 
unmistakable US dominance. Keynes wrote to Kahn on 13 March 1946 that 
‘[t]he Americans have no idea how to make these institutions into operating 
international concerns, and in almost every direction their ideas are bad. Yet 
they plainly intend to force their own conception through regardless of the 
rest of us’ (cited in Kahn 1976: 25). Ultimately, the US controlled most of 
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the International Financial Institutions’ votes because it controlled most of 
the funding, although the overall level of funding was also much lower than 
Keynes had wanted.

When the US did fund post-​war reconstruction in Europe it did so dir-
ectly through Marshall Aid, which came with anti-​communist strings 
attached. De Angelis writes that it was ‘not a coincidence that the Marshall 
Plan was announced in the same month as the [anti-​union] Taft-​Hartley 
Act’ (2000: 73). The role of Marshall Aid in European recovery has been 
much disputed (Eichengreen 2007) but amongst other things, it provided 
dollars with which Europeans could buy US goods, and as European econ-
omies recovered they bought more. US trade surpluses grew throughout the 
1950s, only partially offset by increased foreign investment.

One aspect of the post-​war regime was strongly anti-​Keynesian. The 
Bretton Woods and IMF arrangements punished only countries running 
trade deficits, forcing their deflation, without comparable constraints 
on the surplus countries. This contrasted with Keynes’s proposals for a 
series of punishments of creditor countries, including the confiscation of 
surpluses beyond a certain level (CWXXV, Thirlwall 1976). Such a plan 
would have required adjustments of both deficit and surplus countries, the 
surplus increasing domestic consumption, rather than deficit ones merely 
consuming less. The alternative, one-​sided emphasis on deficit countries’ 
adjustment also contained the seeds of the system’s downfall.

Prolonged prosperity changed the priorities of Western capitalist econ-
omies. As international economic entanglements grew and prosperity 
continued, they fostered complacency about the dangers of this. The story 
of the inflexibility and eventual unravelling of the post-​war Bretton Woods 
regime is well rehearsed. A crucial anti-​Keynesian element of the story is the 
rise of Japan and Germany. Of course, in both countries there was organisa-
tion rather than individualism and the free market. In Germany the ‘social-​
market’ economy has been seen as pre-​empting Keynesian ideas and policies 
(Allen 1989: 264), although Hall (1989a: 23) argues that association with 
similar policies under the Nazis had discredited more obviously Keynesian 
policies. In Japan, state policy direction became a vital feature of a distinctive 
‘model’ of capitalism alongside the close collaboration between major 
firms and state agencies (Coates 2005, Johnson 1982). One institution, the 
Economic Planning Agency, responsible for national income statistics and 
for developing economic plans, was avowedly Keynesian (Hadley 1989). 
Finance could be directed towards strategic industries by the Ministry of 
Finance, the Bank of Japan and the Ministry of International Trade and 
Industry. But these semi-​Keynesian aspects sat alongside restrictive fiscal 
policy. The victorious powers, principally the US, imposed strongly anti-​
Keynesian budgetary constraints with a tight money/​anti-​inflationary bias 
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on the defeated countries. The separation of the German central bank from 
political control and the constitutional requirements of sound ‘ordo-​liberal’ 
(Blyth 2013) monetary policy were firmly established. Only in the late 
1960s and early 1970s under the ‘Grand Coalition’ and Brandt’s SPD gov-
ernment were explicitly Keynesian ideas briefly popular (Allen 1989: 263). 
Even then, they were much constrained by the constitutional settlement. In 
Japan, Ishibashi, the finance minister in 1946, favoured Keynesian policies 
but was purged by MacArthur’s headquarters (Hadley 1989), and legislation 
requiring balanced budgets would only be amended in 1966 (Hall 1989a).

Both Japan and Germany initially had significantly lower wages and 
relative levels of domestic consumption, justifying low currency values. 
Also, with lower levels of military spending, again imposed by the vic-
torious powers, a higher proportion of their surpluses could be retained 
in civilian investment and put into research and development. This is 
only part of the complex story of catch-​up but, for whatever reasons, 
productivity growth was more rapid than in the US, and this gradually 
undermined the fixed-​exchange-​rate regime. Low levels of domestic con-
sumption and restrictions on expansionary policy meant that export 
markets were correspondingly more important. The asymmetries of the 
system, which initially allowed US surpluses to go unpunished, by the 
1960s allowed German and Japanese surpluses to grow. US trade surpluses 
declined. There was little imperative for Germany or Japan to revalue 
their currencies and no mechanism for the US to devalue; the dollar was 
fixed against gold. Along with rising costs, particularly associated with 
the war in Vietnam, the overall US balance-​of-​payments position became 
strongly negative and its gold reserves diminished. The overall levels of 
imbalances that developed by the 1970s seem slight by recent standards 
but they contributed to the accumulation of dollars outside the US and to 
undermining the fixed-​exchange-​rate system.

It is reasonable to maintain that the boom owed something to more inter-
ventionist policy and economic coordination at both national and inter-
national level. The unique dynamics of capital accumulation and class 
relations, however, were not reducible to this. Arms spending may have 
produced Keynesian effects but for un-​Keynesian reasons. The forms of 
organisation, accumulation and class struggle and the ideas invoked by 
policy-​makers varied hugely even across leading Western capitalist coun-
tries. The incorporation of all of this hotchpotch of social relations, restruc-
turing and policy reorientation as ‘Keynesian’ dilutes the term’s meaning 
to something close to ‘not laissez-​faire’. The post-​war practice was at most 
Keynesianism conceived very broadly and very moderately.
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The crisis, and the crisis of Keynesianism

By 1974, the global economy had entered its first major recession since the 
immediate post-​WWII years. After years of boom, where Keynes’s rem-
edies from the 1930s appeared unnecessary, now the Keynesian moment 
appeared to have returned. A period of severe crisis (interrupted by brief 
spurts of growth) continued for something like eight years. Nor would there 
be any return to the growth and stability of the long boom. As might be 
expected, interpretations of why the boom ended and of the adequacy of the 
policy responses vary considerably.

Mainstream, liberal accounts, which had been marginalised during the 
boom, could now rediscover that government interference in the market 
was the root of at least most of the evil. For anti-​Keynesians, any credit 
for the boom is ceded to interventionist policy at most partially and grudg-
ingly. Increases in international trade or in productivity, generated or spread 
essentially exogenously, are more important. Conversely, the collapse of 
the boom is readily attributed to bad policy. The Bretton Woods currency 
regime built rigidity into the system, while the ‘stagflationary’ spiral now 
demonstrated the fallacies of the Keynesian reflationary strategy. Little of 
this narrative is plausible. Ideas that too much government intervention 
within national economies was directly responsible for the crisis seem hard 
to sustain except in the most catch-​all sense that government intervention, 
and especially state-​run enterprise, is inherently inefficient and that those 
inefficiencies are bound to reveal themselves eventually. As above, until the 
crisis bit, governments were running modest fiscal surpluses, so conventional 
arguments against ‘crowding out’ hardly seem germane. Levels of govern-
ment spending were high, but in the US they declined significantly in the 
years immediately preceding the crisis, from 18.1 per cent of GDP in 1970 
to 16.9 per cent in 1973 (World Bank 2018). The monetary system’s inflex-
ibility many have ended in sharp dislocations but, at least in principle, the 
system had also already been abandoned prior to the economic crisis. The 
nominally market-​based system would not prove conducive to a more stable 
international currency regime in the years that followed. The crisis itself 
would discredit suggestions of a Phillips Curve trade-​off between unemploy-
ment and inflation, widely perceived as an effective Keynesian policy tool, 
but, to paraphrase Keynes, a properly brought-​up classical economist can 
hardly admit this failure as a cause of the crisis because money is supposed 
to be neutral, so inflation cannot cause real economic problems.

The response from the Keynesian side is more interesting, if also some-
what contradictory. Keynesians who had claimed credit for the boom 
now distanced themselves from the downturn, which could be attributed 
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to a misapplication or an insufficient application of Keynes’s ideas. For 
example, Davidson writes of the downturn that post-​war ‘economists failed 
to adopt the logically consistent innovative theoretical framework laid 
down by Keynes’ (2009: 19). According to Bateman, Keynes himself had 
not argued for many of the things that the right were attacking, and so 
the attacks against ‘Keynes himself were misplaced and aimed at a straw 
man’ (2006:  287). Keynes, for example, had never advocated the wide-
spread nationalisation of industry, as had occurred in much of Europe. He 
had advocated a repression of finance, which had not occurred. For the 
more radical, perhaps more consistent, followers, this involves an important 
admission that Keynes’s ideas had not been applied, as suggested in the first 
section of this chapter. One implication, however, would be that any claims 
to economic superiority remain theoretical. Keynesianism retreats from the 
corridors of power to a narrow academic heterodoxy. At the very least, the 
crisis raised important questions about the relation between the original 
theory and what had become conventional Keynesian economics and about 
the adequacy of ideas, developed in the Great Depression, which had gained 
acceptance in times of prosperity.

With the crisis, it looked as if something closer to Keynesian policy 
prescriptions were attempted. Again, it is possible to claim that these 
responses involved a misapplication of Keynes. Papadimitriou and Wray, 
for example, agree with the liberal critics that by the 1970s, neo-​classical/​
Keynesian synthesis policies ‘made matters worse’ (2008: xiv). It is always 
possible to contest the details, but real interest rates turned very low, often 
negative. There were substantial increases in state spending, if seldom the 
‘public works’ Keynes advocated. Direct intervention in the form of price 
and wage controls were implemented. By many measures, the responses were 
found wanting. Growth remained sluggish and unemployment increased. 
Instead of a trade-​off between the two, both unemployment and inflation 
jumped. It is, of course, also impossible to know either what would have 
happened without the stimulus measures that were pursued or what would 
have happened had they been pursued more determinedly.

In this context it is important to stress that the failures should not be 
exaggerated. At least in rich-​country economies, there was no return to the 
horrors of the Great Depression. Table 10.1 contrasts the changes in per 
capita wealth for the G7 countries between 1929 and 1933 and between 
1973 and 1977. The 1970s was a period of recession but there was still 
overall growth. Unemployment rose but, amongst these G7 countries, to 
rates above 7 per cent only in Canada and Italy, nothing like the 20 and 
30 per cent levels of the 1930s or the double-​digit levels that would again 
become normal in much of Europe in the twenty-​first century.
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One important aspect of the crisis of the 1970s which made it very different 
from the 1930s was that where that earlier crisis had been deflationary, now 
prices continued to rise, despite recessionary conditions and high levels of 
unemployment. Questions of inflation raise particularly important issues for 
Keynesian thinking. Rising prices could most easily, most conveniently, be 
explained in terms of the ‘oil shock’, through which the exporting countries 
in the Organization of Petroleum Supporting Countries (OPEC) restricted 
output and achieved price rises. The argument goes that these were then 
passed on to the wider Western economies. A less deliberate rise in oil prices 
followed the 1979 Iranian revolution. However, while oil and oil prices had 
become very important to the Western economy, there are reasons to doubt 
this as an adequate explanation. First, prices had begun rising prior to the 
oil shock. Second, rising oil prices actually moved money out of the Western 
financial system, to the exporting countries, even if much of this was then 
recycled as ‘petrodollars’ to the Western banks (Galbraith 1995). Third, the 
ability of firms to pass on rising costs in any straightforward way involves 
some heroic assumptions about monopoly pricing and raises questions why 
firms did so only now in response to oil prices, when they might presum-
ably have done so before. The oil price rises seem to be better understood as 
at most ‘triggers’ rather than ‘causes’ of either the crisis or its inflationary 
nature (Jayawardena 1990: vi).

States, after 1971 freed from the gold-​dollar constraints of the Bretton 
Woods period, at least facilitated rising prices through easy-​money policy. 
Krippner (2011) argues that inflation was a strategy. As seen in Chapter 4, for 
monetarist interpretations of the quantity theory, which Keynes confronted, 
there is a straightforward relation between the money supply and the price 

Table 10.1  Changes in GDP per capita in the 1930s and 1970s 
(calculated from Maddison 2003, World Bank 2018)

1929–​33 1973–​77

Canada -​31 +7

France -​10 +9

Germany -​12 +10

Italy -​6 +11

Japan +5 +5

UK -​4 +1

US -​31 +5
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level, hence rising prices must be the product of a rising money supply. 
Keynes questioned this relationship, agreeing that the authorities could con-
trol the money supply but seeing any effects of this on prices as indirect, 
achieved via changes in the interest rate, with increases in employment 
likely to absorb (at least much of) any extra money. However, if liquidity 
preference were to remain unchanged, increases in money would lower the 
interest rate, with stimulating effects, increasing demand and thence prices. 
So states could influence prices and deliberately stimulate inflation, but by 
means of highly mediated and uncertain relations.

As will be discussed in the next chapter, many of Keynes’s followers, 
unwilling to accept state profligacy as responsible, took a more radic-
ally anti-​monetarist position, and instead attributed rising prices to rising 
wages. Dean argues that Samuelson and Hicks as well as the ‘revolution-
aries’ like Kaldor and Robinson all shared the ‘emphasis on wage-​sourced 
inflation’ (1980: 21). ‘As inflation persisted while unemployment and over-
capacity rose, it became clear to the Keynesian mind that inflation could 
not simply be the result of “overfull” employment, but could only be the 
result of the ability of militant trade unions to enforce inflationary pay rises 
on employers’ (Clarke, S. 1988: 302). Wage rises could also now be held 
responsible for falling profits and the wider crisis. As often, it was possible 
to find some textual support although ‘Keynes’ allusions to it were spor-
adic and tentative’ (Dean 1980: 33). Keynes had also argued than nominal 
wage rises would be more than cancelled by price rises as they increased 
demand. Any such demand-​pull was clearly not occurring in the conditions 
of ‘stagflation’ in the 1970s, when rising wages and prices coincided with 
high levels of unemployment. The new wage-​push theories raise awkward 
questions about why workers suddenly demanded and won much higher 
nominal wages rises in the early 1970s, where they had not done so previ-
ously. The situation in France in 1968 was exceptional; for capital, wage 
rises became a price worth paying to buy off the apparently revolutionary 
threat. Elsewhere, until the mid-​1970s, wage demands ate into profits 
without having major inflationary consequences. In the US, the labour 
share of income peaked in 1969. The peaks occurred somewhat later in 
most European countries but wage shares were falling even as prices rose 
in the late 1970s. It seems clear that by then, unions were largely playing 
‘catch-​up’, factoring existing price rises into wage claims but doing so with 
increasing difficulty and decreasing success. Figure 10.1 shows this take-​off 
of inflation in the early 1970s, particularly from 1973 and 1974 –​ that is, 
after the high point of labour militancy in most countries. Of course, unions 
had not yet begun their headlong retreat of later decades and rising nom-
inal wages no doubt contributed to spiralling inflation, but the depiction of 
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labour as prime mover seems empirically wrong, theoretically ill founded 
and deeply politically loaded.

As Krippner’s (2011) work on the US shows, the state was able to deflate 
its own debt but real-​economy corporations also gained from inflation as 
debts were reduced and as real wages fell. Keynes had advocated deflating 
real wages in the 1920s and 1930s, but the levels and details of the 1970s 
inflationary experience are hard to square with his proposals. States were 
unable to achieve particular desired rates of inflation and avowed targets 
were repeatedly missed. However, states were broadly tolerant of high 
levels. Predictably, opposition developed from financial interests, which 
saw their assets devalued. As real-​economy corporations, given reces-
sionary conditions, became less willing to invest, they too had less interest in 
borrowing even at very low real interest rates and they also became savers, 
increasingly financialised and accordingly less tolerant of inflation.

The negative proof of this change in corporate attitudes comes in their 
(sometimes grudging) acceptance of the effective (if equally ad hoc and 
imprecise) monetarist reaction. The official abandonment of Keynesianism 
in the UK came in 1976 with acquiescence to IMF loan conditions and 
Labour prime minister Callaghan’s notorious pronouncement: ‘We used to 
think you could spend your way out of a recession but I have to tell you in all 
sincerity that this is no longer the case’ (cited in Ormerod 1994: 123). Two 
things are notable here. First, the IMF was essentially following its standard 
practice, even if this had not previously been required of major rich-​country 
economies. Second, ‘[f]ar from imposing deflationary policies on a reluctant 
government, the [1976] IMF loan provided an alibi with which to head off 
mounting political opposition’ (Clarke, S. 1988: 314–​5). Powerful domestic 
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class interests welcomed austerity. The period of heightened class struggle 
from 1968 revealed the ‘social consensus’ to be very thin.

In the US, the decisive deflationary turn came a little later, with the 
‘Volcker shock’ officially signalling the introduction of monetarism if in 
practice using very high interest rate rather than monetary adjustments to 
induce recession. French attempts at stimulus continued into the early years 
of the Mitterrand government but were then reversed. By the mid-​1980s, 
‘neo-​liberalism’ became the norm in most rich countries, although this too 
varied to such an extent that it is again questionable whether the single term 
can adequately capture the diverse practice. Fine and Harris argue that:

Keynesianism ignores the fact that the capitalist state, responsible for the 
reproduction of capitalist relations, is forced to permit and even at times pre-
cipitate crises. For crises are not only disastrous for sections of the bourgeoisie 
and, of course, the working class; they are also the preconditions for renewed 
capitalist accumulation. (1979: 133)

The crisis and its resolution severely damaged the core Keynesian idea that 
states were wise, impartial managers (Skidelsky 1992).

Conclusion

The boom involved a mix of practices; it was much less laissez-​faire than 
the pre-​WWI era and some of the transformation can reasonably be 
characterised as Keynesian. There were, in general, higher levels of govern-
ment intervention and oversight and there was income redistribution. Of 
course, no government followed the letter of Keynes’s prescriptions. Perhaps 
if we compare the numerous regimes that have been labelled ‘Marxist’, 
either by themselves or by others, the discrepancy between theory and prac-
tice may not seem too great. Avowedly ‘liberal’ and ‘democratic’ regimes 
similarly stretch the meanings of these terms to breaking point. It does seem 
likely that Keynes would have been comfortable with much of post-​war 
policy in many rich countries, not least Macmillan’s ‘Middle Way’ in Britain. 
None of which is to suggest that the policies were ‘caused’ by Keynes, while 
the great international variety, for example in the levels of state spending 
and commitments to combating unemployment and fiscal responsibility, 
suggests that it cannot all have been equally Keynesian.

It is correspondingly hard to attribute the boom to the adoption of 
Keynesian policies in any straightforward way. Higher levels of state 
involvement may have contributed, especially to uncertainty-​reduction and 
stability. The fundamental transformation of the period, however –​ levels 
of capital accumulation and productivity increases that allowed both profits 
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and real wages to increase simultaneously –​ runs not so much counter to 
Keynes as outside the scope of his system.

Similarly, Keynes may have lost important battles at Bretton Woods 
but the international system had Keynesian elements, in allowing states to 
impose capital controls and more broadly in its managed nature. However, 
it also contained strongly anti-​Keynesian characteristics, in its general 
encouragement of increasing economic entanglements and its specific defla-
tionary biases. These two characteristics contributed to imbalances of the 
sort against which Keynes warned and which contributed to the breakdown 
of the system. In short, it is possible to attribute both the successes and the 
failures to Keynes or to not following Keynes (Boyer 1986) but it is implaus-
ible to claim all the evidence on one side.

The responses to the crisis were at best partially Keynesian and at best 
partially successful. Again, it is impossible to determine definitively the cor-
respondence between the parts. As with the boom, the period was Keynesian 
only in a rather broad or general sense. Some of the practices match Keynes’s 
prescriptions quite closely, some can be read as following the spirit if not 
the letter, some operate outside Keynes’s system and some run counter to it.

All of this suggests caution in advocating a return to Keynes. These are 
themes to which Chapter 12 returns, but the conditions which created the 
long boom no longer exist. This is not to discount the possibility of some 
kind of reformed capitalism emerging, but this would surely be of a different 
stripe from the original Keynesian practices, if just as much an unintended 
consequence of contested social struggles.
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Keynesian theory after Keynes

Introduction

Keynesian scholarship is enormous and diverse. It is impossible to 
know, much less to present, this contradictory richness in a single 
chapter. Rather than feigning an overview of the literature, the 
chapter sketches three broad trajectories to make an argument that 
each of these strands of the Keynesian critique remain limited by an 
ambiguous and unsatisfactory break with neo-​classical economics. 
The problem can perhaps be couched in terms of the analogy with 
physics mentioned in the Introduction. Keynes saw his theory as gen-
eral in the same sense as Einstein’s general theory of relativity. This 
incorporated not only special relativity but also the earlier Newtonian 
physics as a special case. Newtonian physics is imperfect but still 
useful, from civil engineering to rocket science. This is not true of neo-​
classical economics but much of the Keynesian theory behaves as if it 
were. A better physics analogy might be pre-​Copernican astronomy, 
which accepted the basic Ptolemaic system of orbit around the earth, 
even as it better explained the observed discrepancies by adding ever 
more epicycles to the theory. Again and again, for Keynes himself and 
for his followers, the neo-​classical world of rational individualism 
and free markets remains the centre of the analytical universe, even as 
more epicycles are added to explain how the real world deviates from 
this, often quite drastically.

The chapter first considers neo-​classical synthesis Keynesianism, 
associated with Samuelson’s textbook introduction to economics, the 
IS/​LM models of Hicks (1937) and Hansen (1953), and the Phillips 
Curve interpretation of inflation. As Hicks’s (1937) title, ‘Mr. Keynes 
and the “Classics”’, would have it, here the attempted reconciliation 
with the mainstream is overt and Keynes’s criticisms become a special 
case of the system he was criticising.

Second, the chapter looks at market imperfections, considering 
alternative New Keynesian and ‘post-​Keynesian’ accounts, with briefer 
notes on money and financial instability. Despite declarations of 
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mutual hostility, the relatively moderate New Keynesians and the putatively 
more radical post-​Keynesians have much in common. As Shaikh (2016) 
has argued, the emphasis for both remains on imperfections, implying that 
the unreal neo-​classical world of perfect competition remains central to the 
vision, even if as a focus of antagonism. There is often common ground 
too in hopes that states can reduce the imperfections or ameliorate their 
consequences.

Third, the chapter considers another strand of post-​Keynesians, which, 
with more emphasis on time and uncertainty, can accuse the other currents 
of misappropriating Keynes and losing sight of his more radical criticisms. 
Once again, there are profound insights but their analytical power tends 
to be reined in as they are marshalled for an in-​house squabble with main-
stream economists aiming to provide better advice to existing rulers. Even as 
a more fundamental critique, the identification of radical uncertainty shows 
the follies of much of the existing economic formalism without providing 
the basis for an alternative political economy.

In making this critical argument, I am aware that I am committing hor-
rible crimes of omission and commission. Even if the general criticisms are 
valid, there is, of course, a vast scholarship saying much that is eminently 
useful, and containing counter-​examples to the case made here. If I cannot 
do justice to the literature as a whole, I hope at least to fairly characterise 
some important problems.

The Keynesian mainstream

Keynesian economics quickly became orthodoxy in the years after WWII, 
at least in the Anglo-​American world. There are many powerful criticisms 
of this new orthodoxy and important claims that it misrepresents Keynes. 
It is worth emphasising, however, that during the boom years, few seemed 
to notice the discrepancies (Skidelsky 1992) and, as suggested in the pre-
vious chapter, if the post-​Keynesian critique is correct, policy was never 
Keynesian and his supporters can no more claim credit for the boom than 
they can accept blame for its breakdown. In as far as Keynesian ideas did 
influence policy, it was this moderate version. Throughout the period of the 
Keynesian boom, the neo-​classical Keynesian synthesis was Keynesian eco-
nomics, an economics which purported to reincorporate Keynes’s General 
Theory as a special case of classics.

Samuelson coined the term ‘neoclassical synthesis Keynesianism’ 
(Davidson 2007:  208) and provided the textbook version. Republished 
in multiple editions, the textbook became the standard introduction to 
economics in most English-​speaking universities, while also being widely 
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translated. It is impossible to go into detail. Linder (1977) provides an almost 
line by line dissection. The focus here will instead be on two key ideas, IS/​
LM and the Phillips Curve. The IS/​LM framework ostensibly transcends the 
binaries: of orthodox quantity theory, for which money has no influence 
on the real economy, and of a Keynesianism for which the real economy 
has no influence on the monetary. But it does so at the cost of suggesting 
a neat equivalence and potentially stable equilibrium. The Phillips Curve 
recognises the reality of unemployment but recasts it in terms of mechanical 
balance with inflation.

The idea of IS/​LM begins with Hicks’s (1937) elegant paper ‘Mr. Keynes 
and the “Classics”: a suggested reinterpretation’. Keynes apparently read 
the paper and approved (see e.g. Backhouse 2006). Against the elevated 
status it would later assume, Hicks was quite modest in his claims for his 
‘little apparatus’ (1937: 156), describing it as a ‘rough and ready sort of 
affair’ (1937: 158) and one which, ignoring questions of distribution, price 
changes and timing, was intended like Keynes’s book before it as ‘neither 
the beginning nor the end of Dynamic Economics’ (Hicks 1937: 157). He 
acknowledged that ‘[t]here is indeed much more in the General Theory of 
Keynes than this formal model, and very much more in some of Keynes’s 
other writings, which can quite properly be used to elucidate his work’ 
(cited in Tily 2007: 285). So criticisms may be better directed at what IS/​LM 
became than at its original purpose, but Hicks is explicit that the General 
Theory argument should be seen as offering only a ‘special theory’ and that 
‘The General Theory is something appreciably more orthodox’ (1937: 152).

Keynes in the General Theory provides a powerful critique of the clas-
sical views which see money as neutral. Economists had seen interest as 
determined by supply and demand within the real economy, bringing con-
sumption and production into equilibrium, and leaving monetary variables 
little or no independent role in determining production and consumption. 
Sympathetic critics like Hicks (1937) and Hansen (1953) were quick to point 
out that Keynes appeared equally one-​sided. He had monetary variables, 
and particularly expectations of the rate of interest, determining investment. 
But these monetary variables were themselves independent of those in the 
‘real’ economy. As discussed in Chapters 5 and 8, Keynes equivocates and 
at times admits a reflux, some mutual determination, but he would broadly 
continue to maintain that there was no clear line of causation between levels 
of profitability and levels of interest (CWXIV: 11–​12).

Hicks frames his famous IS/​LM model as overcoming both forms of one-​
sidedness, as an integration of Keynes and the classics. ‘[Classical] theory 
descends from Ricardo, though it is not actually Ricardian; it is probably 
more or less the theory that was held by Marshall. But with Marshall it 
was already beginning to be qualified in important ways; his successors 
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have qualified it still further. What Mr Keynes has done is to lay enormous 
emphasis on the qualifications, so they almost blot out the original theory’ 
(Hicks 1937: 150). Hicks’s claim is that Keynes’s theory is in fact not gen-
eral but specific.

Hicks referred to the monetary side of his diagram as LL. What follows 
sticks fairly closely to Hicks’s formulations but uses the now standard ‘LM’ 
(liquidity money) terminology adopted by Hansen (1953). According to the 
quantity theory, money (M) is proportionate to income (Y). For a given 
income, there is a given amount of money. The rate of interest is the means 
of bringing savings and investment into line and is not itself affected by 
income. This simple classical relation can be represented graphically by a 
vertical line in an ‘interest/​income’ space. Keynes, by contrast, describes a 
more mediated set of relations. He agrees that money is supplied by the 
authorities but sees demand for money as determined by the interest rate, 
and this is at most indirectly related to income. Fundamentally (neglecting 
many equivocations) for Keynes, this is determined by liquidity preference 
and not by income. So the demand for money could be depicted as a hori-
zontal line in a similar interest/​income space.

For Hicks, the demand for money depends on both transactions and 
speculative motives, on income and on the rate of interest. He draws a 
curve LM, such that the demand for money increases with both interest and 
income; see Figure 11.1. So instead of horizontal or vertical lines we have an 
upward-​sloping curve. But rather than there being a smooth upward slope, 
and therefore contrary to modern textbook presentations (e.g. Sloman and 
Norris 1999), there are clear minima and maxima. There is a minimum 
rate of interest, absolutely at zero and in practice at some margin above 
that, which makes it worthwhile to lend. There is also a maximum level 
of income which can be financed by a given quantity of money. Even if 
the quantity theory is rejected as an absolute (because not all the money 
is used to increase income) money is limited to the level of income. So the 
LM ‘curve’ has two relatively straight sections. At lower levels of interest 
and income it resembles Keynes’s depictions, at higher ones it converges 
with the standard quantity theory view. This curve a is a ‘schedule’ or what 
Colander (2013) describes as a ‘money market equilibrium curve’, depicting 
the points where there is an equality of the demand for liquidity and the 
supply of money.

The second step in Hicks’s argument is to insist that this monetary 
economy interacts with the ‘real’. The LM curve interacts with a goods 
market equilibrium curve (IS or investment = savings), which incorporates 
the effects of changes in the rate of interest on rates of investment (Colander 
2013). For the classics, rising income just makes everybody richer, with no 
effect on other variables like the rate of interest, while the rate of interest 
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needed to bring saving and investment into equilibrium does not change 
with income. Hick outlines how this is likely to play out in terms of the 
proportional demand for employment in the investment and consumption 
goods sectors so that the IS curve is horizontal in the same interest/​income 
space. For Keynes, by contrast, there is a tendency for the propensity to 
save to increase with income. As income increases, lower rates of interest 
are needed to sustain investment. Hicks accepts that particularly if there 
are high levels of unemployment, ‘IS can be relied on to slope downwards’ 
(1937: 158).

This second curve can then be drawn in the same space as the LM curve; 
see Figure 11.1. The point where the LM and IS curves cross now gives a 
determinate level of interest and income. Hansen (1953) puts some numbers 
on his axes but these are purely illustrative and, as with Hicks’s original 
formulation, the schematic presentation does not yet establish the values or 
where the curves intersect, and it is the diversity of possibilities that gives IS/​
LM much of its attractiveness. If the intersection lies ‘upon that part of the 
(L-​M) curve that is decidedly upward-​sloping, ‘the classical theory will be 
a good approximation’. If it lies to the ‘left’, ‘Mr. Keynes’ theory becomes 
valid’ (1937: 154).

IS/​LM purports to add to the generality of the General Theory. For 
mainstream economists, it also has a reassuringly familiar shape. It allows 
‘macro’ to look like ‘micro’ and to be analysed in the same basic way. It 
provides a simple device for simultaneously analysing the real and the mon-
etary economy, for establishing the equilibrium income and rate of interest 
for every level of money. It also provides the basis of a straightforward 
policy instrument. Monetary policy can shift the LM curve or fiscal policy 
can shift the IS curve. Assuming in both cases that the object is to increase 
income, this can be seen as moving the curves to the ‘right’ in the interest/​

interest

income

LM

IS

near classical

near Keynesian

Figure 11.1  IS/​LM (after Hicks 1937)
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income space in Figure 11.1. Where LM becomes vertical, no shift in IS 
can increase GDP, for the income velocity of money has reached its limit 
(Samuelson et al. 1973). Where LM is horizontal, if IS is nearly vertical (very 
Keynesian, for example with high levels of unemployment), changes in LM 
will make little or no difference but changes in IS will make major additions 
to income, and it becomes time for Keynesian intervention. Whatever its 
limits, the IS/​LM posits mutual determination rather than seeing interest 
rates as set purely either by the requirements of real-​economy equilibrium 
or by liquidity preference, and then impacting on the other variables in a 
mono-​directional process (Coddington 1983).

But if IS/​LM became Keynesianism, more radical interpreters could point 
out sins of both omission and commission. The IS/​LM formulation substan-
tially leaves out uncertainty, or at least safely quarantines it as an apparently 
stable influence on liquidity preference. IS/​LM also omits any mention of 
the institutional specificity of money in terms of the relation between private 
banking and the monetary authorities. Money remains ‘exogenous’. The dis-
cussion in Chapter 8, above, suggests that this does little violence to Keynes, 
but without either uncertainty or these institutional specificities the device 
lends itself to a view of stable equilibrium. IS/​LM provides no sense of finan-
cial volatility, which for many Keynesians remains central. Keynes’s finance 
motive had already incorporated investment demand, if somewhat vaguely. 
The implication is that the IS and LM relationships cannot be understood sep-
arately and then combined but should be seen as interdependent, implying that 
there need be no unique equilibrium position (Minsky 1986, Arestis 1996). 
Hicks himself would later become critical, particularly of the mechanical ways 
in which IS/​LM was interpreted (Davidson 1978).

Alongside IS/​LM, the Phillips Curve provided a second Keynesian device, 
now for managing inflation and unemployment. It reports, or proposes, a 
simple, non-​linear inverse relation. Less unemployment means more infla-
tion, and vice versa. This has antecedents in Keynes, who had at least hinted 
at such an inverse relationship. As discussed in Chapters 5 and 6, a part of 
Keynes’s understanding of unemployment involves frictions in the labour 
market. In the jargon, wages are sticky-​downwards and inflation can unstick 
them. Reducing real wages can increase employment (1973: 267). The dis-
cussion of stickiness in the General Theory suggests possible, provisional 
relations and that these alone are insufficient to account for unemployment, 
but later Keynesians would turn the relation into a much more mechanical 
affair.

Phillips (1958) initially presented his curve as an empirical observation 
of wages and unemployment in Britain, but it suggested a policy trade-​off 
(Weeks 2011:  18). He detected a reasonably stable relationship between 
the level of unemployment and the change in money wages over time, first 
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between 1861 and 1913 then extended to 1957. Phillips’s data for 1861 to 
1913 produced only six points, all sitting very close to his proposed curve. 
Later data fitted less well (Leeson 2013a). Phillips admitted his results were 
tentative and in need of further investigation (1958: 299). He nevertheless 
concluded that unemployment of about 5.5 per cent was associated with 
money wage changes of about zero. Unemployment rates about 2.5  per 
cent were associated with money wage changes of about 2 per cent. That 
2  per cent rate was roughly equal to the growth of productivity, so the 
2.5 per cent unemployment rate was compatible with price stability (Vane 
2013). As in the quantity theory, if income or the number of transactions is 
increasing, people should be becoming richer in real terms. There is a need 
for more money and for increasing real wages simply to maintain price sta-
bility. But wages should only increase in line with productivity. Much like 
Keynes, Phillips himself wrote that ‘I would question whether it is really 
in the interests of workers that the average level of hourly earnings should 
increase more rapidly than the average rate of productivity, say about 2 per 
cent per year’ (cited in Leeson 2013b: 538).

Other studies soon produced similar results, including for other countries 
such as the US. Particularly by the post-​war period, the relationship also 
occurred over a relatively narrow range of values, although levels varied a 
bit between countries (Ormerod 1994). For example, Shaikh (2016) shows 
quite a close fit in the US between 1955 and 1970 but with higher unemploy-
ment than in the UK, in the range of 3 to 7 per cent and inflation between 
1 and 6 per cent.

Other economists soon formalised the Phillips Curve as a causal eco-
nomic relation rather than just an empirical association. An excess demand 
for labour, the result of frictions in the labour market, led to increased 
money wages. The wage rises were translated into a general inflation 
through assumptions that prices are tied to marginal or average costs, 
of which wages were the major component (Shaikh 2016). Both of these 
assumptions, of labour-​market frictions and mark-​up pricing, imply imper-
fect markets, discussed in the next section. Here, however, increased income 
is seen as leading to excess demand for labour, which increased demand 
causes unemployment to fall. But the relationship is non-​linear; unemploy-
ment cannot be less than zero so the decreases in unemployment occur by 
increasingly small amounts (Vane 2013). The theories, notably by Lipsey 
in 1960 and Hansen in 1970, had the effect that the curve could be lifted 
out of the empirical evidence and employed quite independently of (and 
indeed sometimes in frank contradiction to) it (Shaikh 2016). Versions of 
the Phillips Curve became widely accepted.

In one sense, the conclusion was pessimistic. ‘Macro-​economic policies, 
monetary and fiscal, are incapable of realizing society’s unemployment 
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and inflation goals simultaneously’ (Tobin 1972: 252). Policies to reduce 
unemployment brought higher inflation, and vice versa. On the other 
hand, the Phillips Curve provided policy-​makers with a useful tool. Indeed, 
‘much of the subtlety of Phillips’ analysis was replaced by wishful thinking 
about the potency of macroeconomic manipulation’ (Leeson 2013b: 533). 
Assuming a stable relationship provided a choice between unemploy-
ment and inflation. Although it had Keynesian origins, some monetarists 
could accept the trade-​off. They shared the view that states could control 
the money supply and therefore, at least indirectly, prices and the level of 
unemployment. Government control over the quantity of money becomes a 
justifiable exception to laissez-​faire (Cagan 1987).

Any empirical relationship between unemployment and inflation 
appeared to break down in the 1970s, prompting criticisms and Keynesian 
responses, which will be considered below. ‘The fact that the monetarists 
could be shown to be wrong or cheating in their arguments represented no 
solace. Both the monetarists and the Keynesians have been proven com-
pletely wrong by recent events’ (Balogh 1976:  85). The Phillips Curve 
nevertheless continues to be invoked by both Keynesian economists and 
mainstream institutions (Palley 2015, BIS 2017, 2019). It is more subtle 
than a simple dogma that unemployment cannot exist, and it justifies pro-​
unemployment policies in the name of fighting inflation. Even where Phillips 
fell into disfavour, the economic mainstream had to recalibrate, away from 
assumptions that unemployment did not exist, to assumptions that it had a 
natural or a ‘non-​inflationary’ level.

Finally, it is notable that Phillips Curve interpretations treated inflation 
and unemployment as unambiguous economic and social evils. There was 
some evidence that governments of the right preferred unemployment, those 
of the left preferred inflation. As discussed in Chapter 6, Keynes is clear 
that unemployment is an evil, if less clear about what exactly constituted 
full employment. He was much more ambivalent about inflation, some-
times favouring moderate inflation and always thinking this better than 
equivalent deflation. The Keynesians who accept the Phillips Curve may see 
unemployment as the greater evil than inflation but do nothing to dispel the 
general mainstream view that inflation was also an unqualified evil. This is a 
hugely conservative assumption, unsupported by evidence either of national 
growth rates (Pollin and Zhu 2006) or effects on equality, but, as will be 
discussed below, it is an assumption that several of the putatively more 
radical Keynesians would accept. As inflation took off in most rich-​country 
economies in the 1970s, many Keynesians became vehement opponents of 
inflation and supporters of anti-​labour policies to combat it.

Mainstream Keynesianism was therefore more subtle and more useful to 
policy-​makers than pre-​Keynesian orthodoxy. But this subtlety and utility 
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were substantially conservative. Most broadly, this version of Keynesianism 
established macroeconomics as a world apart from the micro-​world of the 
marginalists. In a sense this was a great advance. Policy-​makers no longer 
had to work on the basis of theories that assumed either that policies made 
no difference or that the differences they made were bound to be deleterious 
(Minsky 1986). But the split involved conceiving the state as extra-​economic 
or able to influence the economy ‘exogenously’, to turn on a monetary tap 
at will. National income could now be conceived as the sum of consump-
tion, investment and government spending, as if governments themselves 
were doing something else entirely, obeying a separate rationale while con-
sumption and investment continued to be understood as determined by the 
actions of utility-​maximising individuals. The separation allowed the inco-
herent, individualist micro, which Keynes had done so much to contest, to 
continue substantially unchanged, only later to challenge the separation on 
its own terms, to recolonise the macro with claims that it needed to be given 
micro foundations.

Imperfect competition

This section considers the ideas of three sets of scholars –​ new-​Keynesians, 
theorists of monetary instability and post-​Keynesians –​ most of whom 
would be unhappy to be lumped together. Despite many antagonisms, they 
share an emphasis on market imperfections and see the state as the vehicle 
for overcoming these.

New Keynesianism emerged in the 1970s, accepting much of the 
neo-​classical critique of IS/​LM and the Phillips Curve. In as far as New 
Keynesians remain distinctively Keynesian, it is in their stress on market 
‘failures’, ‘frictions’ and ‘imperfections’. Of course, such things had always 
been an important trope of the economists Keynes was criticising, quite 
explicitly in Marshall and Pigou. However, the insistence that markets are 
imperfect has a textual basis in Keynes and again helps to bring essentially 
conventional economic thinking closer to the real world. For the New 
Keynesians there are therefore conventionally understood pressures towards 
equilibrium but pervasive imperfections mean that any movement can be 
sluggish, and that markets may not achieve abstractly optimal outcomes. 
Labour-​market imperfections are often a key concern (Gerrard 1988). These 
were discussed at some length in Chapter 6, where it was also argued that 
a language of ‘imperfections’ can be misleading because unemployment can 
be profoundly functional to capitalism but that frictions of various kinds 
and various degrees do indeed pervade capitalism.
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The emphasis on where the frictions and market failures lie varies con-
siderably in different accounts. Frictions can be conceived in different terms 
and can refer to differences between individuals, goods, access to credit, 
the nature of transactions and the availability of information (Bludnik 
2009, Mott 1989). Lavoie (2009) depicts three distinct strands. With some 
overlap, the first strand emphasises market imperfections, or ‘stickiness’, 
and how these can amplify economic fluctuation. The second strand stresses 
that this is true not only of nominal but also of real variables. The third 
strand identifies problems of coordination, here accepting a general equi-
librium analysis but, with more radical post-​Keynesians, ‘questioning the 
existence of a natural rate of unemployment’ (Lavoie 2009: 22). Here, the 
focus will be limited to questions of money, inflation and the critique of the 
Phillips Curve.

At this point it is useful to have a brief Friedmanite diversion. At 
monetarism’s core was the enduring faith in the quantity theory. Assuming 
a constant velocity of circulation, for Friedman, ‘inflation is determined 
by, and equal to, the rate of growth of the money supply minus the rate 
of growth of output’ (Vane 2013: 271). This too was thought reasonably 
stable. In the long run, money neutrality would assert itself. However, in 
the short run, it was possible to have a Phillips-​like relationship. Where 
Keynes’s ‘classics’ posited full employment, Friedman instead depicts a ‘nat-
ural’ rate of unemployment. It is then only profitable for firms to employ 
more than this ‘natural rate’ if real wages fall. For this to happen and add-
itional workers to become available, they must believe that their real wages 
will rise. In true ‘classic’ style, unemployment is assumed to reflect the sub-
jective preference for leisure or disutility of labour.

So, if prices rise (for some reason –​ but governments rather than unions 
are seen as prime mover) this also has the potential to increase profits, as 
price rises precede and exceed those in wages. Reductions of real wages 
occur as the prices of commodities are bid up to make production worth-
while for firms. Now, as Glyn writes, ‘price increases due to excess demand 
tend to feed on themselves … supplemented by speculation’ (1977: 150). 
Constant money wages mean falling real wages, rising employment and 
falling unemployment. Workers now demand higher money wages simply 
to ‘catch up’ and return the labour market to its ‘true’ equilibrium position. 
Such wage rises push unemployment back to its natural rate and a new 
short-​run Phillips Curve at higher prices.

For Phelps and Friedman, the Phillips relation thus only holds in the 
short run and what had originally been an empirically observed long-​run 
phenomenon becomes a short-​run theory. In the long run, there is instead 
a vertical ‘natural’ or ‘non-​accelerating inflation’ rate. Attempts to increase 
employment beyond this mean accelerating inflation financed by inflationary 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



235Keynesian theory after Keynes

235

monetary growth (Vane 2013). Monetary changes initiate inflation, which 
leads to rises in money wages and a vicious cycle if the monetary authorities 
try to accommodate. ‘Since the higher employment associated with price 
increases could not be sustained, a corollary was that zero inflation was 
the appropriate target for policy’ (Perry 2008: 413). Commitments to full 
employment meant governments’ responses to recessions produced rapid 
monetary growth with only ever temporary relief from unemployment and 
accelerating inflation. The response for Friedman was monetarism and a 
return to the need to restrict the money supply.

There are some conspicuous problems with the idea of a natural or 
non-​accelerating inflation rate of unemployment (NAIRU), which new-​
Keynesians identified. First, unemployment below its natural rate requires 
that firms are irrationally hiring more workers than they can profitably 
employ and/​or that workers are irrationally accepting jobs where they 
would be better off unemployed (Tobin 1972). Second, Friedman and the 
subsequent literature largely stress the perils of accelerating inflation but 
logic requires a parallel deflationary spiral. The triumph of Friedman and 
the monetarists ‘was also not consistent with flexible price accelerationist 
models which predict that prices and wages will fall when the economy 
is operating below its natural rate’ (Perry 2008: 413–​4). ‘By symmetrical 
argument, unemployment above the natural rate signifies excess supply 
in the labour market and ever-​accelerating deflation’ (Tobin 1972: 237). 
Needless to say, we have not witnessed this. In practice, nor was there 
accelerating inflation. History has seen a few devastating hyperinflations 
but these were associated with wars and revolutions, not wage rises (Tobin 
1972: 251). Third, there is huge variation over time and across countries. 
In particular, since the 1980s, converging low inflation has been achieved 
with diverging unemployment levels. Since inflation rates have held rea-
sonably steady over the past 30 years, with no hint of ever-​accelerating 
inflation or deflation, presumably this period has seen unemployment 
close to its ‘natural’ rate. We are therefore forced to conclude that this 
‘natural’ rate varies hugely across time and place. Greenspan acknow-
ledges that the NAIRU ‘has always proved elusive when estimated in real 
time’ (2008: 170).

Much New Keynesian thinking seeks to explain this empirical vari-
ation. Where Friedman sees the money supply as in the gift of the mon-
etary authorities, and sees causation running from money to prices (Glyn 
1977), New Keynesians suggest that the NAIRU was affected: by institu-
tional specificities, which of course are infinitely varied; by the actual rate, 
so there are hysteresis effects; and by aggregate demand, so a recession can 
pull the Phillips Curve ‘to the right’ (Stockhammer 2008, Vane 2013). The 
path is opened to multiple ‘non-​inflationary’ rates.
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Many New Keynesian (and post-​Keynesians) also reject monetarist 
claims of money’s source. Instead they accept the so-​called ‘new monetary 
consensus’ adopted by most central bankers, in Britain from as early as the 
1959 Radcliffe commission, that the money supply is endogenous, provided 
by bank credit in response to firms’ demands (Lavoie 2009). Central 
bankers can only control money’s price, the interest rate. New Keynesian 
theory could also incorporate government agency into a macroeconomics 
that augmented or could replace the neo-​classical Keynesian synthesis. Now 
assuming a natural or non-​inflationary rate of unemployment, the Phillips 
Curve is replaced by a formula in which inflation hangs on the central bank 
and its credibility, which while acting on imperfect information, is signalling 
its intention to achieve low inflation. Meanwhile, IS/​LM is superseded. The 
LM curve is replaced by a monetary policy operating rule, which, following 
Taylor, raises interest rates when inflation is above target and lowers them 
when it is below (Arestis and Sawyer 2002), narrowing the scope for inter-
vention to rule-​based, monetary measures. The IS curve is replaced by an 
aggregate demand equation derived from the equality between output and 
demand (Say’s Law returns) but incorporating both forward and backward 
adjustments accounting for sticky prices. In this scenario, there was not 
much that states could do but, like the monetarists, much of what states 
could do revolved around securing sound money.

Others saw a much bigger role for the state. For example, Stiglitz (2002) 
challenges the crude Washington Consensus measures imposed by the IMF 
on poorer countries, and Stiglitz (2010) and Krugman (2012) oppose post-​
GFC austerity and advocate more aggressive stimulus measures. Even here, 
it is worth emphasising that intervention is conceived as making markets 
work rather than as an alternative mode of economic organising. This, of 
course, seems quite consistent with Keynes’s own liberalism, but as Fine 
and Milonakis write of Stiglitz, his approach shares much with the main-
stream and ‘relies on the standard methodology and tools of the trade. He 
appears radical by comparison with neoliberalism but not relative to the 
Keynesianism of the postwar period, let alone interwar institutionalism’ 
(2009: 139). Arestis and Sawyer (2002) simply identify New Keynesianism 
with the ‘Third Way’ politics of Blair and Schroder.

In terms of theory, Lavoie (2009) depicts both the synthesis Keynesians 
and the different varieties of New Keynesians as now safely ensconced 
within the neo-​classical canon. They broaden the scope and plausibility of 
economists’ claims but in doing so, as Fine and Milonakis (2009: 66) write, 
the non-​market and non-​rational are explained as a consequence of ‘market 
imperfections’, and the ideal of perfect markets is reinforced as the analyt-
ical bedrock against which economics can increase its analytical compass. 
New Keynesians become particularly effective ‘economics imperialists’, able 
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to assert economic methods, an asocialised methodological individualism, 
onto other social sciences. Amongst other things, this vision of economics 
largely excises, or simply ignores, key Keynesian concerns with liquidity 
preference and financial volatility.

Alternative currents of Keynesian thinking have indeed applied 
imperfectionist insights specifically to financial markets. With Keynes, 
financial markets have a peculiar dynamic of their own which means there 
is no reason to expect them to obey laws of supply and demand. Probably 
the best-​known ideas here are associated with Minsky’s financial instability 
hypothesis and Soros’s theory of reflexivity. Minsky is usually seen as a 
post-​Keynesian while Soros (2013) sees himself as a philosopher, drawing 
on Knight as well as Keynes. Both sets of ideas, however, can be seen as 
important versions of ‘imperfectionist’ thinking.

Minsky builds on the logic Keynes described, according to which it 
becomes entirely rational in financial markets to make decisions on the basis 
of other people’s decisions. Rising asset prices are often an incentive to buy 
rather than to sell. Money and financial assets do not obey laws of supply 
and demand. As discussed in Chapter 7, money is not ‘produced’ by the 
private sector. Minsky (1986) depicts a scenario whereby stability breeds 
instability as past bubbles fade from the memory and rising asset prices 
encourage more precarious forms of borrowing, provoking bubbles which 
eventually collapse as crisis quickly turns euphoria into an opposite revul-
sion. Stringent financial regulation is needed to at least dampen financial 
volatility.

Echoing Keynes’s descriptions of economics as a moral science, in which 
people’s actions cannot reasonably be likened to those of falling apples, 
Soros (2013) insists that ‘participants’ thinking is part of the reality they 
have to think about, which makes the relationship circular’. Again with 
Keynes, people are fallible. There is no guarantee that experience brings 
perceptions and reality into some objective alignment. Instead, feedback 
loops can pull them further apart. As Shaikh describes, Soros’s theory of 
reflexivity involves the mutual interaction of expectations, actual prices and 
‘fundamentals’. ‘The end result is a process in which actual prices oscil-
late turbulently around their gravitational values. Expectations can induce 
extended disequilibrium cycles in which a boom eventually gives way to a 
bust’ (Shaikh 2016: 446).

The ideas of both Minsky and Soros represent a considerable departure 
from mainstream economic thinking, predicting cyclicity and volatility rather 
than a stable equilibrium. Nor is money neutral, so these disequilibrating 
processes have real and sometimes profound impacts on the wider economy. 
The break, however, remains a limited one. Notions of cyclicity and vola-
tility continue to be conceived in relation to an underlying equilibrium 
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position, around which the economy oscillates but to which it finally, if 
painfully, returns.

The conventional identification of market imperfections involves an insist-
ence that the world should shape up to the theory, that the imperfections 
should be ironed out by breaking labour organisations and eliminating 
state interference. As Piore puts it, orthodoxy explains ‘the behaviour of 
imperfections only in their absence. And, in their presence, it prescribes their 
elimination’ (cited in Hillard 1988: 10). Conversely, for Keynes, the recog-
nition that the economy does not work as mainstream thinking insists can 
legitimise non-​market practices, particularly state intervention, as needed 
to achieve socially useful objectives. But there is a similarity in that, as 
Coddington writes, for many Keynesians, ‘any discussion of market failure 
goes hand in hand with a parallel discussion of its correction by government 
action’ (1983: 35). Finance, in particular, should be thoroughly regulated 
(Minsky 1986). So this contrasts with a crude libertarianism, pervasive in 
the economic mainstream, but does not require an in-​principle difference 
with more subtle thinkers like Hayek.

A somewhat different line of imperfectionist thinking is important to a 
post-​Keynesian tradition. The term ‘post-​Keynesianism’ is contested and 
many scholars would be hard to pigeonhole. The next section looks at what 
Lavoie (2009) calls ‘fundamentalist’ post-​Keynesianism, associated with 
Davidson, which puts particular stress on uncertainty or non-​ergodicity. 
Here, the ideas of imperfect competition in the tradition of Kalecki and 
Robinson will be briefly discussed. Most post-​Keynesians see themselves 
as more radical, and as more Keynesian than their mainstream and New 
Keynesian counterparts. Mann, while also sympathetic to New Keynesian 
accounts, accepts that ‘[a]t an interpretive level, those who take the approach 
of attempting to align Keynesianism with Keynes’s own ideas –​ generally 
known as “post-​Keynesians” –​ win any match decided by historical or 
theoretical accuracy’ (2013:  2). Robinson, in particular, is highly critical 
of the misappropriation of Keynes’s thought by those she labels ‘bastard’ 
Keynesians (1978: 256).

Robinson’s work on imperfect competition pre-​dates Keynes’s General 
Theory. In some respects it represents a more profound departure. As noted 
in Chapter 5, there are ambiguities in Keynes and different readings, some of 
which suggest that he too was looking specifically at an economy dominated 
by large corporations (Kicillof 2018). My reading, following Dow (1996) 
and Dowd (2004), suggested instead that (for the most part) Keynes accepts 
the mainstream’s individualism, if only to enable him to engage with ortho-
doxy on its own terms. Robinson’s and later post-​Keynesians’ recognition 
that competition is not atomistic involves an important step away from 
the mainstream. Where Keynes almost always depicts individuals, the 
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Robinsonian tradition is more willing to look at structures, to go through 
Smith, Ricardo and Marx to identify market mechanisms ‘activated not 
by the wills of individuals, but independently of them’ (Milgate 1987: 45). 
Individual rational choices, even allowing that these may produce sub-
optimal economic outcomes, cannot be the basis of a realistic economic 
theory (Backhouse 2006).

More prosaically, emphasis is usually placed on ‘oligopolistic markets, 
where a few large firms, the megacorps, dominate a series of smaller firms’ 
(Lavoie 2009: 32). Neither the invisible hand of market forces nor a ficti-
tious Walrasian auctioneer set prices.

Prices are set by firms. If they are price takers, they will simply imitate the pri-
cing policies of the leading firms in the industry. The latter then are the price 
leaders. These dominant or barometric firms must decide on the price that they 
will charge, and this price becomes the benchmark for the rest of the market. 
(Lavoie 2009: 35)

The different price and production possibilities faced by firms, presented for 
example in the initial Keynesian economic textbook by Tarshis (1947), pro-
vide a more realistic starting point. Keynes himself acknowledged that taking 
the degree of competition as ‘given’ had been a mistake (Dos Santos Ferreira 
2019). More or less complex models are then developed to describe the 
distributions of power between firms and consumers (e.g. Reynolds 1987).

Robinson also recognised that capitalism was an inherently dynamic 
system and therefore, at least implicitly, criticised a Keynesianism which 
remained tied to a static, equilibrium approach (Baragar 2003). Kalecki, 
whose claims to have anticipated the General Theory are often accepted, 
explicitly uses Marxist terminology and had earlier described Keynes as 
a leading ‘bourgeois economist’ (Sawyer 2019:  369). Kalecki’s insights, 
particularly into the operations of corporate power, monopoly pricing 
and intra-​class distribution, have been embraced by important strands of 
Marxist thought (Baran and Sweezy 1968, Foster and McChesney 2012).

Again, even this strand of post-​Keynesianism is itself diverse (Lavoie 
2009), precluding any systematic review, and the critical comments that 
follow no doubt do injustice to particular accounts. There are, however, 
at least five respects in which this tradition remains limited and in which it 
shares much with its New Keynesian counterpart.

First, as Shaikh argues, despite the antagonism between New and post-​
Keynesians, ‘[t]he irony is that both sides end up viewing reality through 
an “imperfectionist” lens’ (2016: 4). The stress on imperfect competition 
again at least implicitly posits the perfection of the free market as the ideal 
from which everything else is a distortion. A perfectly competitive capit-
alism is imputed, either in some bygone age or as the standard according to 
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which organised capitalism must be judged. As above, Marx insisted that 
monopoly (at least as it is being understood here) and competition are not 
alternatives but the capitalist norm. Questions of corporate power, of its 
degree and its impacts, remain worth investigating, but positing these as 
primary explanatory variables only makes sense against the neo-​classical 
ideal of free markets and perfect competition. The Kaleckian identification 
of monopoly as a problem can be interpreted in an anti-​capitalist (or at least 
anti-​corporate) sense but it implicitly celebrates the entrepreneur and small 
business. This is consistent with Keynes and an important strand of his ana-
lysis of how dynamic pressures towards equilibrium are realised at most 
slowly and unevenly. The General Theory, however, in largely accepting the 
degree of competition as a ‘given’ (1973: 245), allows Keynes’s analysis to 
achieve much more than this.

Second, the Kaleckians also tend to adopt an equilibrium approach, 
albeit sometimes one of dynamic equilibrium. Kalecki himself referred to 
‘quasi equilibria’, to describe short periods in which there was a given stock 
of capital (Lopez and Assous 2010:  23), a similar manoeuvre to Keynes 
in the General Theory, if similarly limiting the analytical scope. The more 
dynamic approaches may recognise that it can be hard to sustain the neces-
sary conditions for balanced economic growth (Harrod 1939, Halevi and 
Kriesler 1992), and there are parallels in this work with Volume II of Marx’s 
Capital (Marx 1978, Fan-​Hung 1939). The underlying assumption, how-
ever, remains that such equilibrium growth is usual. Even cyclical deviations 
from equilibrium, which were the essence of Kalecki’s (1971) original con-
tribution, implicitly pose equilibrium as the healthy norm to which capit-
alism should and could return if only it were suitably managed.

Third, and largely congruent with this stress on equilibrium, money plays 
little independent role in most of the discussion of imperfect competition. 
Sawyer (1996) suggests that Kalecki’s model becomes essentially similar to 
those of the mainstream and New Keynesians (see also Davidson 2007). 
Money ‘is assumed to be credit-​driven fiat money, so that the money supply 
responds to the needs of circulation’ (Shaikh 2016: 191). ‘From a theoret-
ical perspective, many post-​Keynesians rejected the theory of liquidity pref-
erence. In doing so they denied the central component of Keynes’s theory 
as well as losing the route to interest rate manipulation through debt-​
management policy’ (Tily 2007: 286). The absence of money, at least as an 
active ingredient, is particularly apparent in a ‘neo-​Ricardian’ or ‘Sraffian’ 
approach, in which everything is conceived in ‘real’ terms. Lavoie argues that 
this Sraffian critique is effectively ‘an internal critique of neoclassical theory’ 
(Lavoie 2009: 21), although one might add a critique too of a particular 
interpretation of Marxist value theory (Steedman 1977). Ricardo was, of 
course, a major point of attack for Keynes for precisely these reasons. It 
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was by association with Ricardo that Keynes also damned Marx. As such, 
although often accepted as post-​Keynesian, these approaches have little to 
do with Keynes and probably go beyond the remit of this book. Perhaps as 
a consequence of accepting equilibrium and a neglect of the vagaries of a 
specifically money economy, there is also often a penchant amongst modern 
followers for highly formalised and mathematised approaches, contrary to 
Keynes’s and Kalecki’s own warnings (Lopez and Assous 2010).

Fourth, Kaleckians recognise the existence of classes but conceive them in 
distributional terms rather than in relation to production, with labour’s inter-
ference in the market often seen as reprehensible. Robinson’s (1964) sum-
mary dismissal of the labour theory of value was noted in the Introduction 
and, as Weeks writes, ‘[a] major empty box in mark-​up models is the theory 
of total profit, for while the degree of monopoly might be a plausible explan-
ation of differential mark-​ups, it cannot explain the average mark-​up for the 
economy as a whole’ (Weeks 1988: 200–​1). Some post-​Keynesians profess a 
political radicalism, notably Robinson in her Maoist phase. The bulk of the 
economic literature, however, seems to assume an abstractly rational capit-
alist system. Particularly in the 1970s, at a time of labour’s combativeness, 
post-​Keynesian interpretations of inflation put the responsibility on labour 
and called for disciplinary action. In this there is a parallel with moderate 
New Keynesians like Tobin, as ostensible radicals like Kahn and Kaldor 
explicitly endorsed wage repression. Having rejected the quantity theory 
and said that governments cannot influence inflation, they had to put the 
blame elsewhere (Dean 1980). ‘Inflation is primarily the result of unresolved 
conflicts over income shares. It is not a monetary phenomenon’ (Goldstein 
and Hillard 2009: 9). Galbraith similarly sees unions as prime movers but 
adds the normally implicit need for corporate power to pass on the wage 
rises (Galbraith 1995). The policy implication was (negotiated) wage repres-
sion, to the extent that ‘Post Keynesian economics was associated in the 
public mind with support for incomes policy and little else’ (King, cited in 
Davidson 2007: 233). One might object that the most fundamental market 
imperfections are those of wealth inequality, which compel most people to 
work for capital on conditions of capital’s choosing (Mott 1989). Ignoring 
these in theory, and opposing labour’s attempts to address them in practice, 
many post-​Keynesians joined the ranks of capital’s apologists.

Fifth, for most post-​Keynesians, the state may not be as ‘benevolent and 
class-​neutral’ as it was for Keynes (King 2015: 59). There is often acknow-
ledgement that corporate size involves power, which potentially undermines 
the authority of national government (Bhardwaj 1986:  79). For Kalecki 
(1943), specifically capitalist states could not tolerate full employment and 
were pressured by specifically pro-​capitalist rather than just neutral market 
forces. But states largely continued to be seen as capable of providing 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



242 Keynes and Marx

informed direction. Typically, the state remains at least relatively benign 
and able to reconcile social conflict: a vision of state capacities very similar 
to that of Keynes, the more orthodox Keynesians considered above and at 
least some of the more fundamentalist post-​Keynesians discussed below.

As above, dealing with a rich tradition of post-​Keynesian thought inevit-
ably does it considerable injustice. The critical comments are not intended 
as summary dismissal, and would be disputed by many who subscribe to the 
label. The discussion is intended instead as a warning of ostensible problems 
and to caution against thinking that a Keynes–​Marx synthesis is something 
the Kaleckians have already accomplished.

Post-​Keynesians mark II: money, time, uncertainty and analytical 
nihilism

This section briefly discusses post-​Keynesianism as Davidson understands 
it, adopting a ‘small tent’ definition. The tradition is particularly concerned 
with questions of uncertainty and non-​ergodicity. The section first discusses 
Davidson’s rather strict entry criteria: negatives whose critical content many 
heterodox economists, including Marxists, might accept, and positives which 
quickly shut out the radicals and bring Davidson’s approach back into close 
connection with mainstream economics. The section then discusses time 
and uncertainty more broadly, particularly in relation to Shackle’s interpret-
ation, suggesting that this anticipates a broader socio-​philosophical trad-
ition of postmodernism, in both its strengths and weaknesses.

For Davidson, to be a post-​Keynesian requires adopting what Davidson 
sees as Keynes’s fundamental premises. In the first instance, this involves 
embracing negatives, the rejection of ‘the classical axioms that Keynes threw 
out … (1) the neutrality of money axiom (2) the gross substitution axiom, 
and (3) the axiom of an ergodic economic world’ (2007:  217). In terms 
of faithfulness to Keynes, Davidson’s first two criteria seem straightfor-
ward. These are Keynes’s long-​standing criticisms of the quantity theory 
and Say’s Law. As others have done, Davidson sees Keynes as ‘primarily a 
monetary theorist’ (2007: 216), even if, as seen above, money falls into the 
background in the General Theory, it remains essential to the argument 
that money is not neutral. Say’s Law is invalid and, empirically, ‘substitu-
tion effects between subgroups are virtually nil. In fact, substitution effects, 
which are so central to neoclassical theory, are confirmed only when goods 
are similar to one another (fruit juices and sodas, for instance)’ (Lavoie 
2009: 28). Non-​ergodicity will be discussed below. It was not a term used 
by Keynes himself but relates to the importance of uncertainty in a more 
than probabilistic sense, so that the future cannot be induced from the 
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past. Again, as discussed in Chapter 2, it is not clear how far this insight 
is to be pushed, and much hangs on how far it is pushed, but it is clearly 
an important element of Keynes’s thought. As usual with Keynes there is 
room for disagreement, but the interpretation here accepts each of these as 
important elements of Keynes’s critique.

Davidson’s negative list imposes more restrictive entry criteria than most 
other post-​Keynesians adopt (see e.g. Lavoie 2009: 12–​15). It deliberately 
excludes those Davidson considers neo-​Ricardians and Kaleckians, for whom 
money and uncertainty play little or no part (Davidson 2007). Depending 
on how strictly the third point is interpreted, the list would not be sufficient 
to exclude many other heterodox economists, either institutionalists or most 
Marxists. (Davidson is happy to repeat Keynes’s and Robinson’s claim that 
Marx was a believer in Say’s Law, which would involve accepting gross sub-
stitution. As above, and despite its repetition, this is nonsense.) This negative 
list would allow that it remains possible, as King (2002) says, to generalise 
the General Theory. King is referring to attempts by Harrod and others to 
develop more dynamic growth models (see also Kregel 1976). But it poten-
tially becomes possible to interrogate much else that Keynes assumes, or 
assumes constant: for example his assumptions about psychology, capital, 
the national economy and so on. It becomes possible to argue, as in the pre-
ceding chapters here, that even where Keynes is substantially correct about 
these things, we need more –​ on class, on power, on the global economy and 
so on –​ in terms of capitalism’s historical concreteness. The arguments here 
are avowedly Marxist rather than Keynesian but would seem compatible 
with Davidson’s exclusions.

Perhaps sensing the difficulties, Davidson also introduces positive entry 
requirements. To be admitted to the post-​Keynesian canon it is also neces-
sary to accept ‘(1) Marshall’s and Keynes’s concepts as equilibrium ana-
lysis and their approach to supply and demand function analysis, and (2) 
the need for an axiomatic formal logical approach to developing a theoret-
ical framework’ (2007: 257). With this, Davidson yanks us rather abruptly 
back towards orthodoxy. The depiction of Keynes himself as a Marshallian 
has some plausibility. Keynes had enormous respect for his old teacher 
and often used partial equilibrium methods. But there was clearly much in 
Marshall against which Keynes rebelled. He names Marshall as a key rep-
resentative of the classics which the General Theory repudiated. Davidson’s 
second condition seems aimed particularly at winning the ear of more 
acceptable Keynesians like Tobin and Solow (Davidson 2007:  257). He 
insists it is ‘possible to beat the classical mainstream on their own playing 
field, if we can engage them in a debate’ (Davidson 2007: 247). Whatever 
the motivations, such a post-​Keynesianism seems doomed to a shadow 
life as a critique of orthodoxy, safely inoculated against engagement with 
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anything more radical. As Davidson can now insist, ‘there is not much in 
Marx that is applicable to Keynes’s analytical framework’ (2007: 243). This 
resonates with Keynes’s own horrors at an eclectic institutional approach 
and contempt for Marxism, but it simultaneously ignores Keynes’s repeated 
warnings against the limits of formal, mathematical approaches (1973: 162, 
CWXIV: 301).

Davidson’s insistence on formal supply-​and-​demand analysis also appears 
vulnerable to the challenges raised by uncertainty and non-​ergodicity. 
These are open to a range of interpretations, but for Davidson (2009) non-​
ergodicity means that we cannot extrapolate from past evidence; the vast 
bulk of economic statistics become useless as a guide to the future, if not 
completely worthless. Attempts to reduce the economy to sets of simultan-
eous equations become unsustainable.

Perhaps more remarkable in this context is that the state appears 
exempt from these epistemological problems, still able to leap in as saviour. 
Davidson writes that:

The endemic problem is … the impossibility of reliably foreseeing the future 
in a nonergodic world … Keynes and the Post Keynesians believe that the 
business cycle is not endemic to a capitalist system but rather the result of bad 
monetary (and fiscal) policies. (Davidson 2007: 234)

Policy-​makers appear to live in an ergodic world apart, able to advise wisely 
and to make good policy, free of capitalist imperatives and of Keynesian 
epistemology.

Shackle (1972) takes ideas of uncertainty further. From Keynes’s (1921) 
earliest writings on probability, he is clear that there is much that we cannot 
know. Economic life is fundamentally uncertain, particularly as we look fur-
ther into the future (1973: 147–​64; CWXIV: 109–​23). For Shackle, uncer-
tainty underpins liquidity preference (1972: 216), but its remit now extends 
much further. For example, ‘investment is a law to itself, dependent (if at all) 
on too elusive and involved a skein of subtle influences … to be ever captured 
in any intelligible, let alone determinable, equation’ (1972: 218). The whole 
system of conventional economic thinking collapses. In particular, Shackle 
recalls Keynes’s comment that ‘Equilibrium is blather’ (Shackle 1972: 233). 
There can be no search for underlying causes. Surface appearances are all 
there is (Fitzgibbons 1988). Shackle suggests a way forward, which he again 
attributes to Keynes.

Keynes solved this problem by a bold (if somewhat accidental) resort to what 
I have elsewhere ventured to label a kaleidic method. Situations are portrayed 
by curves (or their equivalent) in two dimensions, connecting at most three 
variables … But the meaning of these situations is that of momentary, ephem-
eral glimpses at selected and rare points of a mainly un-​adjusted, groping and 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



245Keynesian theory after Keynes

245

speculative process, involving vast numbers of variables subject in many cases 
to an inherent restlessness and precariousness. (1972: 72)

These momentary, ephemeral glimpses might be accepted as partial 
equilibria, and Shackle saw the system as one which spontaneously 
‘reconfigures and re-​equilibriates’ (cited in Littleboy 2019: 445). But such 
partial equilibria clearly operate in a much more restricted sense than 
Marshall envisaged.

There are some striking anticipations here of postmodern philosophy: of 
Lyotard’s (1984) rejection of grand narratives, of laws of history, while 
accepting small-​scale, particularist insights. Too much has undoubtedly 
been predicted too confidently by too many. On the other side of the coin, 
just as postmodernism could spin out into a vacuous nihilism (Callinicos 
1989b) the Shacklian strand of post-​Keynesianism seems to suggest that 
all attempts at big-​picture economic theory are unconscionable. Shackle 
embraced Coddington’s (1983) characterisation of this perspective as ‘ana-
lytical nihilism’ (Bateman 1987).

Such pervasive radical uncertainty seems hard to square with claims of 
faithfulness to Keynes, as discussed in Chapter 2. Bateman argues that it 
‘explains neither the years he put into producing The General Theory, nor 
the time he [Keynes] spent after its publication attempting to clarify its 
meaning and importance’ (1987: 117). Keynes confidently made both the-
oretical claims and policy recommendations (Coddington 1983: 98). More 
importantly, this view of radical uncertainty under-​estimates the real, know-
able compulsions of the capitalist economy.

Interpreting what Lavoie calls ‘dynamic historical time’ in a less destruc-
tive sense can usefully recognise that decisions taken at any one point have 
real implications; there is what Myrdal (1957) had earlier called a path-​
dependency or circular and cumulative causation. The short term affects the 
long term and it becomes necessary to map the path from one to the other. 
Lavoie gives an example of ‘historical time as applied to consumer choice 
theory: past choices will influence future choices. It is a kind of hysteresis 
effect: the current situation depends on the path taken in the past. The initial 
choice of, say, an X-​Box, will eliminate the need to purchase a DVD player 
in the future’ (2009: 31). In a similar vein, Krugman’s (1990, 1993) New 
Economic Geography identifies how past decisions, not an abstract current 
economic rationale, determine economic locations and trade patterns. The 
effects of particular actions become hard to predict, for example in terms 
of the contradictory effects on profits and aggregate demand of changes 
in wages. All this raises genuine epistemological puzzles, which cannot be 
addressed here. Minimally, as Keynes warned, it undermines any crude 
mathematical approach.
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Economic processes remain indeterminate, capable of being shaped and 
reshaped by human decisions and social struggles. But this need not leave us 
in a state of radical incomprehension. The histories, geographies, different 
economic forces, need not be put off-​limits to scientific investigation. It is 
necessary to be cautious in our claims to knowledge and to know that it is 
always imperfect, but it is unnecessary to capitulate to an admission of com-
plete ignorance of long-​term, big-​picture, structural processes and less still 
to expect unique reservoirs of wisdom within a benign state.

Conclusion

The different strands of after-​Keynes thought discussed in this chapter all 
make plausible claims to be based on Keynes’s own ideas, even as they 
take them in different directions. In a sense, it is testament to the creative 
importance of Keynes’s innovations that they should lead to a flowering of 
such different offshoots. The IS/​LM Keynesians and New Keynesians most 
clearly attempted a reconciliation with the economic mainstream. Even 
after 40 years of anti-​Keynesianism in politics and academic economics, 
many avowed Keynesians sit in high places and many of their ideas remain 
policy common sense. With the crisis of the 1970s, however, many appar-
ently Keynesian assumptions were challenged by a newly confident liberal 
orthodoxy. New Keynesians accepted that macroeconomics needed a micro 
foundation, reinstating individuals as the epistemological foundation of 
economics. Market imperfections, particularly informational asymmetries 
and frictions, continued to provide grounds for thinking that the invisible 
hand might not guide those individuals to socially or economically optimal 
outcomes, but the distance between many Keynesians and the neo-​classical 
tradition diminished. Post-​Keynesians discovered that much of what other 
Keynesians had been saying and which had been taken for Keynesian policy, 
after all, owed little to Keynes. A more radical economic rethinking was 
required. In particular, different post-​Keynesians stress imperfect competi-
tion, the role of money and questions of economic uncertainty. This chapter 
has suggested, however, that the radicalism can be exaggerated.

Consistently with Keynes’s own worldview, most Keynesians continue to 
see economics as capable of providing advice to rulers. Where in Keynes this 
is occasionally recognised as an avowedly bourgeois activity, most of his 
followers write in more naively non-​class terms, as if states could provide 
some abstractly better policy. For both New and post-​Keynesians, visions 
of market imperfections remain central –​ imperfections, that is, conceived 
according to the imagination of neo-​classical theory. For the more conserva-
tive, the real world should better conform to the theory; for the more critical, 
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the state should redress the attendant market failures. At the very least, the 
neo-​classical theory is reinstated as the pattern according to which the real 
economy is assessed. On a different track, more radical reinterpretations 
of uncertainty unsettle the conventional reference points but, in failing to 
provide an alternative epistemological basis, tend either to spiral out into 
a knowing acceptance of economic ignorance or to be reined back, once 
again, into an unsubstantiated faith in the supervening competence of states.
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The decline of Keynesianism and the 
prospects for return

Introduction

Because there are many interpretations of Keynes it is impossible to 
adjudicate definitely on the prospects for a return. Indeed, the first 
section of this chapter argues that there are grounds for saying that 
Keynes never went away. There have been major policy reorientations, 
and some of these, particularly more inegalitarian and pro-​finance 
policies, run against both the spirit and the letter of Keynes. But for all 
the liberalising achievements in major rich-​country economies, much 
of the economic practice of the post-​WWII boom period endures. 
Active monetary policy and low interest rates have become the norm, 
while budget deficits have reached new heights. The situation in many 
poorer countries is different but again ambiguous. The Washington 
Consensus policies imposed since the 1980s debt crisis provoked 
restructuring and some sharp policy turns but with great variation. 
Many large, poorer-​country states remain big and interventionist. So 
there are continuities, while some of the changes, in privatisations 
and restrictions on labour organisation, can only cautiously and with 
qualification be depicted as anti-​Keynesian.

The second section argues, however, that structural shifts have 
weakened national bases of economic organisation, potentially limiting 
the scope and efficacy, and crucially also the institutional supports, of 
Keynesian intervention. The growth of finance and of financial power 
alongside industrial ‘globalisation’ pull in an anti-​Keynesian direction. 
There is a vast, if contested, literature which suggests this restructuring 
also means that any future return towards Keynes becomes more dif-
ficult. There are, at least, powerful vested interests in maintaining an 
open economy.

The third section then briefly reflects on the experience of the global 
financial crisis of 2007–​09. The crisis confirmed that leading states 
retained the capacity to intervene effectively, although hopes of a more 
radical, long-​term reorientation were soon disappointed in policy 
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reversals which brought severe austerity, particularly in Europe. The pre-
ceding argument suggests there was an economic rationale for such a turn: it 
was bad, but not mad, as some of Keynes’s followers saw it.

The fourth section considers arguments that the growing environmental 
crisis requires an interventionist Keynesian response. There have been influ-
ential calls for a Green New Deal or simply green Keynesianism. There 
is a constituency for change in economic interests and a powerful social 
movement, but there are also dangers in a lowest-​common-​denominator 
approach which ‘greenwashes’ insufficiently radical reform, which can be 
undone by the dynamics of capitalist and inter-​state rivalry.

The final section argues that reining in capital in more consistently 
Keynesian ways would require a leap of political faith which probably 
goes beyond anything that Keynes’s own political philosophy would allow. 
Keynes’s vision of states providing stability to an unstable capitalist economy 
remains distant. This is not to discount the possibility of reform but suggests 
that its achievement requires going beyond Keynes.

The persistence of Keynesianism

The crisis of the 1970s has been widely perceived as achieving a sharply 
anti-​Keynesian turn. This section qualifies that view. Many changes were 
indeed anti-​Keynesian. An ideology of market efficiency and an antipathy 
to the state in general and to budget deficits in particular became perva-
sive. Policies encouraged financialisation and greater inequality. In prac-
tice, however, states remained interventionist, notably in both monetary 
and fiscal policy, often in ways that seem distinctly Keynesian. Many of the 
Keynesian structures established in the earlier period remained intact. Other 
liberalising changes were only very broadly or loosely anti-​Keynesianism.

A pervasive ideological shift has been widely acknowledged. According 
to Lucarelli:

The revival of pre-​Keynesian economic doctrines witnessed the revival of Say’s 
law of the market in its modern guise as the ‘efficient market hypothesis’. 
The ideology of these laissez-​faire doctrines was embellished with the dogma 
of budget surpluses, the abandonment of full employment policies and the 
winding back of the state. (2011: 5)

He continues:

In the absence of countervailing modes of state regulation and govern-
ance, market fundamentalism inevitably destroyed the post-​war Keynesian 
institutions and modes of regulation. (Lucarelli 2011: 5)
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Many others, including many Marxists, have similarly described such an 
ideas-​led, liberalising transformation (Harvey 2005, Lapavitsas 2013). 
Within the economics profession, the anti-​Keynesian reorientation seems 
well established. Under different guises, neo-​classical economics was 
reasserted. Keynesianism and particularly more radical post-​Keynesian 
approaches were exorcised. Macro approaches had to be built on micro 
foundations. In political discourse, the celebration of business and business 
imperatives came to dominate.

Helleiner’s (1994) influential account of the re-​emergence of global finance 
suggests that, at least initially, reorientation was a policy choice. As more 
countries took that choice, however, ‘competitive deregulation’ increased the 
pressures on others to follow. Once the genie is out of the bottle, as it were, 
it cannot easily be returned. With the collapse of communism after 1989 
and the apparent onward march of economic globalisation, free markets 
were widely perceived as having triumphed, finally so in Fukuyama’s (1992) 
famous formulation. Attacks on organised labour undermined the pre-
vious period’s gains, with Reagan’s defeat of US air traffic controllers and 
Thatcher’s defeat of British coal miners providing signal moments. By the 
1990s, many former social-​democratic parties distanced themselves from 
Keynesian ideas and embraced privatisation and deregulation.

The process, however, can be exaggerated. Even as ideology, the situ-
ation is ambiguous. Powerful liberal ideas, in Thatcher’s phrase that 
‘there is no alternative’ to the free market, worked alongside other con-
servative invocations of nationalism and tradition, the ‘Victorian values’ 
which Thatcher was also keen to claim (Pilbeam 2003). Much of Keynes’s 
intellectual influence endured, with nothing comparable to the marginal-
isation of the ‘cranks and radicals’ who had propagated proto-​Keynesian 
ideas between the wars. Keynesians of various stripes continued to publish 
hundreds of learned articles. Perhaps more fundamentally, the mainstream 
arguments of rational expectations and market efficiency are literally useless, 
except as ideology. As Backhouse argues, they imply that ‘[u]nless the gov-
ernment took private agents by surprise, the private sector would neutralize 
the effects of policy changes’ (2006: 30). Except where governments have 
special access to information, there is no possibility of policy activism (Dean 
1980). Such doctrinaire academic versions of economic liberalism could 
never inform the decisions of those who actually ran state machines. More 
fundamentally, Keynes’s vision of ideas-​led change was always problematic, 
and neo-​liberal ideology now fitted at best poorly with the achieved restruc-
turing or policy reorientation (Cahill 2014).

In terms of substance, any retreat from Keynes was highly uneven. As 
discussed in Chapter 10, the earlier period should be judged Keynesian only 
with caution and qualification; many aspects of the system had little to do 
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with Keynes and there were other aspects of which he would surely have 
disapproved. That said, there was a signal rejection of Keynes in the 1970s, 
with the British Labour government’s declarations against fiscal stimulus in 
1976 and the US ‘Volcker Shock’ of 1979. Again, it is debatable whether 
the policy practice ever followed the monetarist theory, which projected 
itself as the alternative to Keynesianism, but Volcker did succeed in pro-
ducing a sharp economic downturn and, after a considerable lag, an era of 
much lower inflation. Other countries followed suit, more or less enthusi-
astically. Volcker’s interest rate rises also pushed many indebted countries, 
especially in Latin America, towards default and thence eventually to the 
IMF and structural adjustment. There were also important anticipations 
of this liberalising turn in the ‘Chicago Boys’ experiments in Pinochet’s 
Chile, but this now became more general as ‘Washington Consensus’ pol-
icies were imposed in many poorer countries. Chapter 10 suggested that 
this too highlights continuities. The IMF agenda had long been liberalising. 
Meanwhile in Europe, it was the existing German ‘ordo-​liberalism’ (Blyth 
2013), emphasising central bank independence, sound money and fiscal 
restraint, which became the dominant model informing moves to European 
union and which became locked into the institutions of Europe after 1992, 
particularly with the adoption of the Euro.

There were also continuities in the opposite sense of large states inter-
vening effectively in broadly Keynesian ways. Glyn’s (2006) account of the 
preceding period does much to dispel the hyperbole around transformation. 
Figures for overall levels of spending and taxation by leading states show 
little evidence of retreat. At most, there was a levelling off of the rises which 
had characterised the previous period. Table 12.1 shows levels of govern-
ment spending of the G5 largest rich-​country economies as a percentage of 
GDP from 1925 to 2005. In each case, levels in 2005 were much higher than 
those of the pre-​Keynesian 1920s. In each country they were also higher 
than those of 1965 and at least comparable to those of the 1970s. Far 
from an absolute decline, even relative levels of social spending on average 
increased significantly across the OECD after 1980 (Glyn 2006). Poorer 
countries’ experiences were more uneven, but many upper-​middle-​income 
countries also saw consistent rises in taxation and spending (Ortiz-​Ospina 
and Roser 2018).

Much state intervention could also still look remarkably Keynesian. The 
Volcker Shock, lifting interest rates to induce recession, can indeed be seen 
as radically anti-​Keynesian (although Keynes continued to defend similar 
measures taken in the early 1920s). Some Keynesians then interpret the sub-
sequent period as one long Volcker Shock. Tily writes of ‘25 years of dear 
money’, that ‘[i]n the early 1980s, long-​term rates of interest rose rapidly 
and have remained at a high level ever since’ (2007: 8). But under Greenspan, 
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Volcker’s successor at the Federal Reserve from 1987 to 2006, US interest 
rates turned downwards, with a policy of responding to economic down-
turn with quick and decisive cuts, the ‘Greenspan put’. Rates continued to 
fall, until even radicals were crying foul (Brenner 2003). The arguments 
above in Chapters 8 and 9 suggested that states’ ability to determine interest 
rates is limited and, in the medium to long term, low rates should be seen as 
a consequence of low rates of profit. The evidence, however, confirms that 
across rich-​country economies, low not high interest rates became the norm.

In terms of fiscal spending, while the rhetoric turned against Keynesian 
strategies and the rules of the EU proscribed large deficits, the practice 
suggested little diminution. Indeed, while Volcker still had his foot on the 
economic brake, the 1980s soon saw this combined with the economic accel-
erator of reflationary budgets, the classic contradiction of ‘Reaganomics’. 
Reagan’s deficits were initially dominated by rather un-​Keynesian tax cuts 
for the rich and arms spending but, even with the end of the Cold War, 
budget deficits continued to rise in the US and many other rich-​country 
economies, at least until the retrenchment after the GFC. The US figures, 
shown in Figure 12.1, are broadly typical for those countries for which data 
are available, showing consistent but countercyclical deficits: rising in the 
crises of 1990, 2000 and 2008 but falling with booms and even achieving 
surpluses in the 1990s. Many ‘automatic stabilisers’ associated with large 
welfare states remained in place. Several Eurozone countries broke their 
own spending rules, even prior to the GFC. Meanwhile, from the 1990s 
Japan implemented massive state-​led spending policies: Keynesian stimulus 
to the point of ‘concreting over the archipelago’ (McCormack 2002, OECD 
2018). Across the OECD, budget deficits were, on average, higher as a pro-
portion of GDP in 2001–​04 than they had been in 1974–​79 (Glyn 2006).

Table 12.1  G5 government spending as a proportion of GDP, 1925–​2005 (Ortiz-​
Ospina and Roser 2018)

1925 1935 1945 1955 1965 1975 1985 1995 2005

France 15.9 24.8 23.3* 21.0 21.8 22.9 54.4 57.8 56.3

Germany 12.3 13.6** n.a. 30.3 29.4 51.8 49.6 58.4 49.8

Japan 2.2 3.7 12.3* 19.9 20.8 29.6 35.4 37.5 36.6

UK 26.5 26.0 71.7 32.5 37.6 53.1 53.8 47.5 46.2

US 4.2 10.0 45.7 18.0 30.0 36.6 39.9 40.6 39.0

*1946

**1934

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



253Keynesianism and the prospects for return

253

Many states did introduce more regressive policies, whittling away at 
welfare and statutory pensions and introducing means tests while reducing 
taxes on corporations and the rich. The US cut the top rate of income tax 
from 70 per cent in 1979 to 37 per cent in 2018. The UK figures are 83 and 
45 per cent (Ortiz-​Ospina and Roser 2018). Inequality increased in most 
rich countries. It seems fair to assume that rising inequality represents an 
anti-​Keynesian achievement (Piketty 2014) and Keynes’s arguments against 
regressive redistribution can reasonably be invoked. Keynes, however, had 
never opposed inequality as such, only the levels he encountered in the inter-​
war period. There was a moral element to this; like his teacher Marshall, 
he recognised that the utility of money was greater for the poor than for 
the rich. But Keynes was disdainful of Benthamite utilitarianism, so care is 
needed in translating this into an argument for the greater happiness in any 
straightforward way. Keynes’s arguments for redistribution were primarily 
economic. Reducing the consumption of the poor, who saved less, could 
have deleterious consequences on effective demand. Recent changes again 
make this a real concern. But at the same time, Keynes posed his arguments 
against what he saw as a one-​sided under-​consumptionism of New Liberals 
like Hobson, and it is unobvious that he would have opposed some tax 
cuts from the levels achieved in the boom period. Keynes also wanted to 
maintain profits. The income-​tax rises he supported in the 1930s were far 
below those achieved by the 1960s and early 1970s. Data on inequality are 
sparse for the pre-​Keynesian years, but it also seems likely that much of 
continental Europe and Japan remain considerably more equal than at that 
time and more equal than perhaps Keynes would have thought possible. 
Again the experiences of poorer countries in recent decades are more mixed, 
with some evidence of a tendency of rising inequality but with many more 
exceptions (Solt 2020).
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Figure 12.1  US government balances as a percentage of GDP, 1970–​2015 
(OECD 2018)
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Of course, the causes of within-​country inequality are disputed. A 
‘strong’ version of the globalisation thesis sees states as forced to adopt 
inegalitarian policies (Frieden 1991). There is evidence, however, that across 
the OECD, redistributive tax policies were still reducing inequality in 2008 
by, on average, 33.8 percentage points on the GINI index. Nor did large 
welfare states or significant deficits prove debilitating to national growth, as 
liberal discourses suggest (Garrett 2000), and more equal countries tended 
to grow more quickly in GDP per capita terms. The US was an outlier, in 
that taxation effected only a 16.6 percentage reduction in inequality, but as 
the largest and most powerful state, presumably through policy choices and 
not economic compulsion (Ortiz-​Ospina and Roser 2018).

Financialisation and globalisation are discussed below. Briefly here, 
the increasing size and wealth of the financial sector seems unambiguous, 
with sharp rises too in the level of international financial transactions. This 
seems straightforwardly anti-​Keynesian; Keynes saw rentier profits as a 
brake on the productive economy and he thought that finance, above all, 
should be primarily national. It should be emphasised, however, that it can 
be misleading to depict finance as having been repressed in the earlier post-​
WWII period; the size and wealth of the sector grew, if not as fast as it 
would subsequently (Konings 2010, Krippner 2011). As the next section 
suggests, it is unobvious that finance now escapes control.

Of course, large, rich states, particularly the US, have more financial 
power than poorer, weaker ones, and this touches on the broader point 
that the Washington Consensus policies imposed liberalisation on poorer 
countries, which had often previously adopted state-​led development strat-
egies (Backhouse and Bateman 2011). It brought a brutal austerity in which 
many countries suffered severe economic contraction and rising inequality. 
The subsequent picture, however, has typically seen a return to growth and 
been more mixed in terms of inequality. And while few developing-​country 
governments now espouse state socialism, the largest and most successful, 
like the famous BRICs –​ Brazil, Russia, India and China –​ clearly succeeded 
with, and arguably because of, strong, interventionist states.

Two other liberalising reorientations seem interesting in terms of Keynes 
because it is hard to suggest that they directly contradict his ideas. First, 
states privatised swathes of previously nationalised industry and public 
sector provision. Keynes probably would have been appalled at things like 
the privatisation of prisons and public utilities and the extent to which 
British governments were willing to ‘sell off the family silver’, to quote his 
friend Macmillan. In general, however, Keynes opposed state ownership of 
industry. Finance was another matter but, again, here little was nationalised 
to begin with, at least in the Anglo-​American world. There is an important 
sense in which all this becomes ‘extra-​Keynesian’. Keynes said little about 
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it, while the levels of state ownership in the supposedly Keynesian period 
varied widely across countries often considered similarly Keynesian.

Second, states also passed anti-​union laws. Keynes thought unions 
had too much power in the 1930s and would presumably have thought 
something similar in the 1960s and 1970s. To oppose this power he pre-
ferred policy manoeuvre and negotiation to confrontation, so the (failed) 
British ‘Social Contract’ and (successful) Australian ‘Accord’ better fit his 
prescriptions than the approaches of Thatcher and Reagan, but it is hard 
to call anti-​union policy anti-​Keynesian unless Keynesianism broadens to 
become a vacuous synonym for anti-​liberal.

Accordingly, the rhetorical negation of Keynesianism should be treated 
cautiously. What passed as Keynesianism –​ high levels of state intervention 
and of countercyclical intervention –​ persists across rich-​country economies. 
It remains substantially true, as Hall wrote 30 years ago, that ‘[n]o govern-
ment has yet been able to shed the responsibility for economic management 
that the Keynesian era bequeathed to it’ (1989b:  391). ‘Embedded liber-
alism’ still involves facilitating international transactions but simultaneously 
accepting the existence of domestic welfare states (Keohane 2005: 187).

Economic reorganisation

Economic reorganisation since the 1970s has been substantial. Categorical 
depictions of novelty always risk understating continuity (Lawson 1997, 
Vilar 1984) and claims of neo-​liberalism, globalisation, the new economy, 
financialisation are all potentially problematic (Gordon 2000, Henwood 
2003, Dunn 2009, 2017, Toporowski 2015, Venugopal 2015). But the 
world has changed. Two elements of the post-​1970s restructuring –​ the 
growth of finance and deepening international economic integration –​ seem 
particularly relevant to the question of the persistence of Keynesianism and 
the possibilities of return.

First, the size and power of finance has grown. New financial instruments 
and institutions have proliferated. And while financialisation has sometimes 
been characterised in terms of ‘disintermediation’, involving a decline in the 
role of bank lending, the burgeoning size and wealth of major banks was 
one of the period’s outstanding features. The power of finance can be direct. 
Depictions of ‘regulatory capture’ suggest that bodies like the US Securities 
and Exchange Commission became dominated by the interests of the industry 
they oversee. But, in terms of novelty, the more important claims are those 
of an economic, even technological, shift in which the power of finance 
to move money around the world instantly and in almost unlimited quan-
tities gives it power over people and institutions that are territorially bound, 
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particularly over nation-​states (Strange 1986, 1998, Frieden 1991). In the 
extreme, states simply transmit the dictates of global capital. Attempts to 
develop Keynesian policies, especially to run budget deficits, become deeply 
damaging (Cerny 1996, 2000, Cox 1996). The abolition of capital controls 
between countries has been amongst the more conspicuously anti-​Keynesian 
changes of recent decades. The possibility of adopting policies, particularly 
interest-​rate policies, to meet domestic needs diminishes as finance can arbi-
trage over the slightest differences, can flee to wherever it can secure the best 
return. State practices are apparently forced to converge.

There is a powerful logic to this argument of financial power, but more 
Keynesian-​minded scholars identify reasons to be cautious. Not only was 
it policy decisions that allowed finance to move money across borders 
in the first place, but there also remains little technical reason why more 
restrictive policies could not be reintroduced, at least by the more powerful 
states, should they so choose (Henwood 1998). States too have access to 
the new technologies, while finance, in practice, remains highly geograph-
ically concentrated:  tied to place and tied to other sources of wealth and 
power within major centres, particularly within rich-​country economies. It 
is also potentially misleading to see contemporary finance as ‘deregulated’. 
As argued in Chapter 7, money always hangs on questions of trust and 
authority, but more than ever, in a world of virtual, non-​commodity 
money, finance is embedded in rules and institutions and, where necessary, 
bankrolled by supportive states (Moran 1991, Aglietta 2018). Bank over-
sight and state lender-​of-​last-​resort functions still underpin new financialised 
forms of capitalism. The crisis of the 1970s affirmed Keynesianism rather 
than ending it, in the sense that central banks proved effective lenders of last 
resort (Boyer 1986), a role reconfirmed and extended in 2008. The contrast 
with the cascade of bank failures after 1929 is stark. Many poorer countries 
still impose controls on capital flows without conspicuously debilitating 
consequences. The need to rein in finance was, of course, already a major 
theme in Keynes’s thinking about Britain in the 1920s and 1930s and in his 
proposals for the post-​war system. This may remain economically advisable 
and technically possible, even if the growth in the size, wealth, power and 
mobility of finance do present substantial challenges.

The growth of finance is also inextricably connected to the decline of 
investment, particularly of industrial investment, in rich countries and to 
economic ‘globalisation’. The scare quotes stress that the spatial reorien-
tation is hardly global. Amongst other things, contrary to depictions of a 
race to the base, corporate relocation largely continues to ignore the poorest 
countries. There has been much hyperbole and there are reasons to be scep-
tical particularly about politically loaded narratives of state powerlessness, 
which tell workers and others that it is pointless to seek reform. Capital’s 
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mobility is neither intrinsically novel nor unlimited. However, if Keynes 
thought it best, where possible, to let goods be home-​spun, the world has 
moved far from that vision. The social and geographical distances between 
production and consumption have grown. Global integration produces 
powerful vested interests in preserving an open, liberal order. As exports 
increased, sustaining domestic markets became less important for capital, 
undercutting an important institutional support. Capital’s backing of the 
liberalisation of international economic relations, of its right to move goods, 
services and money across borders, becomes increasingly locked in the fur-
ther the process proceeds.

There are precedents for high levels of economic interdependence then 
being reversed, but contemporary globalisation reached new heights. Levels 
of gross capital formation (roughly equivalent to ‘investment’ in Keynes’s 
sense) across high-​income countries fell consistently from an average 
of 27.2 per cent of GDP in the 1970s to just 21.4 per cent in the 2010s 
(World Bank 2019). This potentially presents economic problems for states 
seeking independent policy. Keynes’s arguments for restrictions to trade and 
financial movement in the 1930s, if explicitly always couched in terms of 
‘national interest’, could implicitly also speak to, and for, a powerful bloc of 
domestically oriented capital, which in most countries is now much weaker.

The global financial crisis and its aftermath

There is now a huge literature on the GFC: on how the anti-​Keynesian or 
neo-​liberal turn of preceding decades led to the crisis, and on the subse-
quent policy twists, from financial rescues and apparently Keynesian fiscal 
responses to austerity as a means of recovering the resulting debt.

Without reviewing the literature, there are powerful reasons for seeing 
the liberalising policy and economic restructuring as the cause of the crisis 
(Dumenil and Levy 2011). In particular, growing inequality within the US 
fed the growth of finance, fed both borrowing and lending. Trade imbalances 
reflected changing economic structures but also fed into the dollar recycling 
and the American financial explosion. Policy reform encouraged mutually 
reinforcing processes at domestic and global levels, while global integration 
also meant that countries without domestic financial bubbles of their own 
were caught in the backwash, either directly, because financial institutions 
had jumped onto the US bandwagon, or indirectly as the financial crisis 
turned into a global slump (McNally 2011). Capitalism is essentially an 
international, or perhaps better an a-​national, system. ‘Planning’ at a 
national level is undermined by capital’s global character and by inter-​state 
competition. Dumenil and Levy (2011) also argue that the neo-​liberalism of 
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which this was a crisis can itself be seen as the outcome of the crisis of the 
earlier, regulated system, and that the crisis this time opened the possibility of 
another reorientation, returning us to a less liberal, more Keynesian world.

The responses to the crisis gave the lie to notions of state powerless-
ness. Initially, huge financial institutions went bust or teetered on the brink. 
Many real-​economy corporations went under. By 2009, there was a sharp 
economic contraction. States soon intervened effectively, throwing money 
at finance but then also introducing substantial fiscal stimulus measures. 
Globally, by the following year, recovery was well underway. This is not 
to make light of the appalling hardships that many people continued to 
suffer; there could be aggregate growth which left millions behind. Levels of 
unemployment remained high much longer after this contraction than most 
previous ones. For capital, however, what matters most is restoring profit-
ability and growth, and here government intervention appeared to work. 
Moreover, this appeared to be recovery without a crisis, in the sense of 
economic downturn becoming a fundamental turning point. The substance 
of the previous period seemed intact. Investment, particularly in manufac-
turing, continued to contract in rich countries while it rose in poorer coun-
tries. Trade and global finance stuttered a bit, but there was no generalised 
retreat. Stimulus policies gave way to austerity. States’ intervention sustained 
rather than changed the old trajectory.

For Keynesian critics this was at best a missed opportunity. The turn 
to austerity was ‘madness’ (Arestis and Pelagidis 2010, Krugman 2012), 
prolonging the misery, postponing recovery and leaving the world vulner-
able to a repeat experience. It is true enough that policy often appeared to 
follow the crudest neo-​classical schemas. To see this as ‘madness’, how-
ever, repeats the Keynesian fallacy of conceiving the economy and economic 
interests in abstractly general and national terms. A persistent and concerted 
global stimulus might indeed have been more effective in restoring growth. 
More equitable distribution and, as even the IMF (2011) acknowledged, 
the elimination of global imbalances would build a more sustainable tra-
jectory. What this overlooks, of course, is that powerful vested interests 
supported austerity. Cutting wages and benefits could restore profits. And if 
that potentially exacerbated demand problems, any one country could hope 
to increase competitiveness and sell abroad. The difficulties this competi-
tion introduced were felt particularly starkly in the Eurozone, without the 
cushion provided by currency adjustments. This is not to defend austerity 
policies, and at a global level, cutting aggregate demand is indeed counter-
productive. But there were real imperatives in inter-​state and inter-​capitalist 
competition which made it rational (Dunn 2014). As the previous section 
suggested, the extent of global integration today may not invalidate Keynes’s 
proposals of the 1930s, but the economic interests in maintaining openness 
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and the economic difficulties in changing course have become commensur-
ately greater.

Environmental Keynesianism and the Green New Deal?

The growing ecological crisis and a growing acknowledgement of this crisis 
have also raised demands for Keynesian responses. The climate catastrophe 
is the most acute of the environmental challenges, but there is a crisis of 
many other things, including water shortages, pollution, biodiversity loss 
and the destruction of marine environments. An awareness of environ-
mental destruction is not new. Marx, for example, already described how 
capitalist urbanisation created a ‘metabolic rift’ between people and nature 
(Marx 1975, Foster 2000). There has subsequently been a long and rich 
tradition of ecological economics, seeking to understand and redress the 
problems. It is impossible here to review this literature but there are diverse 
currents of green economics thinking. Some of this runs in considerable 
tension with Keynesian economics as it is usually understood. ‘Traditional 
Keynesianism is growth-​oriented, while ecological economics stresses limits 
to growth’ (Harris 2013: 1). However, the crisis gives ecological issues a 
new urgency and many proposals at both national and international level 
have a distinctly Keynesian flavour.

Demands for a synthesis of environmental and Keynesian ideas gained 
currency in the wake of the GFC and the stimulus responses. Several 
national packages included commitments to environmental projects. Some 
calls to go further reference other proximate traditions; notably, those 
advocating a Green New Deal invoke Roosevelt and the US experience, 
but several explicitly advocate ‘green Keynesianism’ (Cato 2013, Harris 
2013, Goldstein and Tyfield 2018). Initial calls for a Green New Deal came 
from oppositionists within Britain but were embraced by global institutions 
including the UN Environment Program (Barbier 2010, Aşici and Bünül 
2012, Cato 2013, Bauhardt 2014). The G20 pledged itself to ‘sustainable 
green growth’ (Barbier 2011). For their advocates, such policy responses 
were necessary to reverse environmental destruction but could also pro-
vide a vital economic stimulus. There could be an alignment of green and 
economic objectives, the latter reconceived as sustainable development of a 
new type based on technological innovation, green public infrastructure and 
recycling (Aşici and Bünül 2012).

There was a convergence too in the recognition, from both environ-
mental and economic perspectives, of institutional and market failures 
which showed that faith in free markets and conventional economic 
thinking are inadequate (Barbier 2011, Harris 2013). Keynes provides an 
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attractive alternative. Perhaps most broadly, Keynes foresaw a future of 
satiable material needs and short working weeks, while his views of the 
good life involved aesthetic principles rather than simply the pursuit of ever 
more material gains (CWIX: 321–​2, Cato 2013). More immediately, gov-
ernment intervention is needed both to regulate and as a driver of techno-
logical innovation. States can make the long-​term investment decisions 
to which private, risk-​averse firms cannot commit (Goldstein and Tyfield 
2018). But reform proposals also often assume a distinctly Keynesian fla-
vour in being couched as enabling rather than opposing private enterprise, 
as providing the right conditions in which private innovation is ‘crowded 
in’ (Aşici and Bünül 2012, Goldstein and Tyfield 2018). They champion a 
Keynesian middle way, between the destructiveness of business as usual and 
the difficulties of achieving radical overhaul. States can represent, or can be 
nudged towards representing, a general interest.

There were grounds for optimism, with reform proposals having poten-
tially powerful backers. Business interests declared for the green agenda. 
This extended beyond the obvious construction projects in wind farms and 
the manufacture and installation of solar panels. High-​tech industries, infra-
structure providers and major Silicon Valley firms portrayed themselves 
as part of the solution (Goldstein and Tyfield 2018). Corporations, even 
including major oil companies, acknowledged the need to shift to investments 
into renewable energy. Of course, this should not be exaggerated and there 
was often a ‘greenwashing’ of environmentally destructive practices. For 
example, the use of biofuels could be included in the lists of clean energy 
sources (Aşici and Bünül 2012) and electric cars celebrated as less dam-
aging than petrol-​fuelled ones while still leaving a huge environmental foot-
print. But there is at least a potential capitalist constituency for change. 
Beyond corporate capital, many smaller firms committed to producing in 
sustainable ways, with several authors identifying the rise of a grass-​roots, 
alternative or ‘solidarity’ economy, amongst other things concentrating on 
local economies to reduce the environmental costs of long-​distance trade 
(Bauhardt 2014). Crucially, a remarkable rise in environmental activism 
demanded action. Again there is a long history, with ebbs as well as flows, 
but the renewed activism, centred on school students and the example of 
Greta Thunberg, has put environmental demands at the centre of political 
agenda in many countries. This book is being completed in the midst of the 
coronavirus crisis, the lockdown associated with which has put the street 
protests on hold, and it is hard to anticipate how or in what ways they will 
resume. But, from the political fringes, the idea that environmental destruc-
tion could not be tolerated became mainstream.

There was a pressing need for state and inter-​state action. Again, recent 
experiences provide some grounds for optimism. As above, stimulus 
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measures in response to the financial crisis showed that despite many 
pronouncements of ineffectiveness, states remained capable of acting, and of 
acting quickly and effectively. The coronavirus crisis raises similar issues of 
the need for, and the possibilities of, effective intervention. It is far too early 
to pronounce on the causes, let alone the consequences, of the pandemic. 
But the economic interconnectedness at least contributed to the rapidity of 
the spread, most obviously in countries like the UK where no attempt was 
made to test or track people arriving from high-​incidence locations, while 
privatised infrastructure and health care made remedial action more dif-
ficult. Again, however, governments (with different strategies and degrees 
of competence) were able to act, both negatively in imposing restrictions 
and positively in increasing health and supply provisions and to mobilise 
resources in ways that had been deemed impossible in the previous decade 
of austerity. As lockdowns sent economies into recession, the alternative 
strategies for recovery, of austerity or of stimulus and redistribution, were 
again being articulated. For many people, the crisis also confirmed that a 
return to business as normal was insufficient, that what had become the 
business norms may both have contributed to the pandemic and created the 
conditions where the poorest and ethnic minorities were most vulnerable. 
But even the immediate responses showed the possibility of action and alter-
native futures.

The economic, ecological and health crises also demonstrate the need 
for international cooperation, if largely through their absence. For decades, 
international competition has bedevilled attempts to enforce environmental 
standards. There have been some successes, most obviously in the Montreal 
protocols limiting chlorofluorocarbons. But there have been more failures, 
whether on whaling, nuclear non-​proliferation or international trade 
(Barbier 2011). The World Trade Organization notoriously disallowed 
environmental concerns from impinging on national trade policies (Dunkley 
2004, Gallagher 2008, Harris 2013). International agreements on climate 
change were notoriously weak, even before the US rejection of the modest 
ambitions of Paris. There were some possibilities that competition could 
spur countries to adopt cleaner, ‘leapfrogging’ technologies and suggestions 
that this motivated the relatively high proportion of post-​financial-​crisis 
stimulus directed towards green projects in Korea and China (Barbier 
2010). Nevertheless, the need for international agreement if there is to be 
meaningful reorientation has been widely recognised.

Sadly, an enormous gap remained between the political urgency and 
effective action. Despite some robust declarations, environmental destruc-
tion escalated. The planet got hotter. Deforestation continued. Atmospheric 
carbon dioxide levels reached new peaks. The World Bank’s estimate of the 
economic cost of carbon dioxide damage had it rising from 0.64 per cent in 
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1970 to 1.48 in 2010 and further to 1.83 in 2018 (World Bank 2020). Crude 
oil production rose from 3.4 trillion tonnes in 2000 to almost 4.0 by 2018 
(OECD 2020). Motor vehicle production rose to a peak of 97.3 million in 
2017, up from 61.8 million just eight years earlier (oica.net 2020).

Car production perhaps best exemplifies the fundamental problem of 
attempting to reconcile ecological and capitalist ends. Capital needs to 
accumulate. Regulations to make individual cars less polluting, however 
important, are quickly negated by increased vehicle numbers (Tienhaara 
2014). And if not cars, capital must find something else to sell. Computers 
and mobile phones became big-​ticket items, requiring minerals produced in 
destructive ways and toxic chemicals, for example in semiconductor manu-
facture. They epitomise practices of built-​in obsolescence (Cato 2013) and 
more subtle problems of waste disposal and its cost determination (Herod 
2018). Capital’s imperatives also mean that greater efficiency in the extrac-
tion and use of natural resources can increase their demand. Even in Europe, 
with the strictest regulation, and where material consumption grew more 
slowly than GDP, it still grew (Levidow 2014). Only those good environ-
mental practices which pay are likely to be practised.

If this points towards the need for state intervention, it also suggests that 
the idea of the state acting with capital to achieve green objectives becomes 
problematic. There are likely to be more vested interests opposed to radical 
redirection than in favour, with recent experiences giving little indication 
of any diminution of corporate influence on policy. In practice the idea of 
‘“sustainability” was used as a pretext for the implementation of selective, 
targeted developmental programmes’ (Szalavetz 2015:  75). Perhaps the 
most egregious examples were the effective subsidies which rich-​country 
stimulus packages gave to car companies through schemes to replace older 
cars (Aşici and Bünül 2012). But a range of ostensibly green measures 
could actually harm the environment. The commodification of nature is 
encouraged by carbon pricing models, deepening the financialised model 
of capitalism, while the models allow carbon credits to be awarded for 
planting damaging crops like palm (oil) trees. Nuclear power is supported 
because of its gains in one dimension, but at the neglect of its costs in others 
(Levidow 2014). Korea could be seen as having the greenest of stimulus 
packages despite measures including a ‘controversial project to dam and 
dredge four major rivers, putting a number of endangered species at serious 
risk’ (Tienhaara 2014: 191). It is acknowledged that it is the competitive 
edge which stimulates apparently new green investments in both China and 
Korea (Barbier 2011).

This also points to analogous problems of competition at the inter-
national level. Emission levels improved for many rich-​country economies, 
particularly in Europe, which had tougher environmental regulation than 
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most other parts of the world, but that could neglect the impact of dein-
dustrialisation, which effectively meant off-​shoring much of the dirty work 
(Cato 2013, Levidow 2014). Ciplet and Roberts (2019) draw out some 
important tensions. Many developing countries make demands to prioritise 
development over environmental protection and for compensation to enable 
them to make any such protections. The G77 (a group of poorer countries 
grown to 134) also fractured. OPEC states and India remained committed 
to resisting any taxes on carbon emissions. But the Alliance of Small Island 
States (AOSIS) also remained vocal advocates of meaningful change. ‘While 
they develop, we die’, as Grenadian delegate Karl Hood is quoted as saying 
(Ciplet and Roberts 2019: 285). Even amongst the poorest and most vul-
nerable countries, there could be ‘intensified infighting over designations of 
vulnerability in order to access the scarce existing public funds’ (Ciplet and 
Roberts 2019: 293). As one of the principal promotors of a Green New Deal 
acknowledges, ‘[h]ow tax revenues are to be apportioned between national 
and international spending priorities may be difficult to resolve’ (Barbier 
2011: 241).

All this again raises questions of how the left should engage with Keynes 
and Keynesianism, and points to a ‘yes-​but-​but’ approach. Yes, it is right to 
point to the failures of existing capitalism and the need for resistance and 
change. State action to reduce or outlaw destructive practices, getting rid 
of fossil fuels, or at the very least getting rid of the current fossil fuel sub-
sidies, and encouraging sustainable practices, is welcome. Thinking about 
Keynesian responses to the environmental crisis also usefully directs attention 
to some profound problems in conventional economic accounting and the 
need not to distinguish between ‘growth’ per se and strategies of de-​growth, 
as deeper-​green ecologists would have it, but to think about those activ-
ities which are unsustainable ‘and those that can expand over time without 
negative environmental consequences. The latter would include large areas 
of health, education, cultural activity, and resource-​ and energy-​conserving 
investment’ (Harris 2013: 5). No doubt there is much to be done on the 
science of transformation (O’Brien 2012), working out exactly what can be 
done sustainably, but the fundamental obstacles are the vested interests, and 
the challenge of overcoming them is therefore a political one. And, as the 
green Keynesian thinking insists, there is scope for political change, there 
are alternatives, and states manifestly have the power to act even if forcing 
such action requires reinvigorated social movements whose ambitions soon 
go beyond supporting reforms to the need for a fundamental reorganisation 
of society (Schwartzman 2011).

But the environmental Keynesian or Green New Deal strategy is too 
limited, while the limits of the strategy also potentially disorient. The 
limits have been mentioned above. Emissions reduction targets are both 
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insufficient and insufficiently enforced. Some elements of the reform agenda 
can be counterproductive:  support for biofuels and nuclear power, sub-
sidies to slightly less destructive types of car production. What is done can 
also be undone by capital’s logic if it is not challenged more fundamentally. 
More efficient production stimulates more production. Bans on one form of 
destructive behaviour fail to deter the next innovation in another destructive 
domain. Capital is mobile, in the literal, geographical sense able to arbitrage 
over regulatory laxity but more fundamentally in its ability to shift from 
one activity to the next. National regulations are undermined by capital’s 
mobility but also by inter-​state competition. China and the US (with Xi and 
Obama directly involved) ensured that the 2009 Copenhagen agreement 
abandoned any meaningful commitments (Ciplet and Roberts 2019). As the 
climate catastrophe deepens, it becomes increasingly clear that many of the 
measures being proposed are far too little and too late. It is at least necessary 
to go further.

But also, as Goldstein and Tyfield (2018: 77) describe, the ‘middle para-
digm’ of Green New Deal proposals ‘can be and often is pulled towards 
the right’. The potential disorientation stems from entrusting power to cor-
porate and state bureaucracies which are part of the problem rather than 
the solution. ‘The Green New Deal takes the present conditions of indus-
trial capitalism as its point of departure. It does not question the basic 
functioning of capitalist production and reproduction’ (Bauhardt 2014: 65). 
It fails to challenge fundamental productivist assumptions, not least that 
green investment should be directed towards male-​dominated industries 
(Bauhardt 2014). Some of the best-​known proposals can be directly coun-
terproductive: for example, advocating the more accurate pricing of nature 
perpetuates the problem. Other proposals can compete with each other, and 
the more acceptable, moderate claims can displace the more radical. The 
lowest common denominator in terms of emissions reductions may be all 
that is politically achievable if the corporate and state interests are to be 
kept on-​side. Encouragement of the right sort of investment can displace 
‘proposals for more stringent environmental regulation’ (Levidow 2014: 3). 
Meanwhile, as Goldstein and Tyfield write, ‘[p]erhaps the most alluring 
aspect of a return to Keynesianism is the idea that the state will be able to 
function primarily in the public interest’ (2018: 88). This points to the fun-
damental problem with Keynesian assumptions of the need to work with 
private enterprise and of the perfectibility of governments which are built 
into much of the reform thinking, and which can misdirect and disarm the 
movement for change.
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Keynesianism’s return and Keynes’s political philosophy

This finally comes back to the impossible question of the prospects of a return 
to Keynes. It is impossible both because there are many versions of Keynes and 
because we live in a changed world. Any reapplication requires at least some 
creative reinterpretation. Keynes’s vision was one in which states could inter-
vene to provide some stability where the market was unstable, and in which 
states could encourage investment and growth where the private sector proved 
reluctant. In a world in which stability looks distant, perhaps more distant than 
ever, and in which rates of investment in rich-​country economies continue to 
fall, the case for a return to Keynes seems compelling. But in another sense, the 
instability and stagnation put Keynes further out of reach. The social and eco-
nomic constituency for nationally based solutions weakens while, for decades, 
states have been deeply implicated in the processes which have reshaped the 
global economy, creating new forms of instability, redistributive rather than 
dynamic growth and environmental destruction.

In terms of ideas, of course there can and should be a recovery. New 
generations can and should read Keynes, learn from him and criticise him. 
However, if we take Keynes’s own avowed political philosophy seriously, 
the difficulty of implementing Keynesian policies becomes particularly stark. 
Chapter 2 described the Burkean basis of Keynes’s political philosophy. This 
allowed at most cautious and gradual change, allowed changes not least to 
avoid anything more substantial. From this perspective, as the gap between 
where we are and where we might like to be increases, it becomes harder to 
justify the reforming leap of faith. To achieve even relatively modest reform, 
it may be necessary to risk more, to attempt more radical change, than 
Keynes would have countenanced.

Already three decades ago, Radice could write that ‘[t]he growth in trade 
as a proportion of national income, the internationalization of industrial 
and banking capital, the disorder in the world economy since the demise 
of the Bretton Woods system, have all undermined the efficacy of the con-
ventional Keynesian policy tools’ (1988: 153). There is an enduring appeal, 
and consistency with Keynes’s own political approach, in still attempting to 
win intellectual arguments and to affect a governmental change of heart. In 
some areas, as suggested above, Keynesian practices and institutions persist 
and reinforcing them seems entirely practicable. But there would appear 
to be greater institutional obstacles to major reorientation and vested 
interests opposed to reorientation even than in Keynes’s own times. There 
is a long history of hopes frustrated, of reformist plans withering in the 
face of economic and political opposition. But recent experiences, notably 
in the aftermath of the economic crisis of the 2000s, have reinforced the 

 EBSCOhost - printed on 2/12/2023 9:44 PM via . All use subject to https://www.ebsco.com/terms-of-use



266 Keynes and Marx

lesson very starkly. The uncertainty involved in attempting bolder reform, 
whether erecting trade barriers, resurrecting national bases of industry, or 
euthanising rentiers, continues to rise, and in terms of Keynes’s own polit-
ical philosophy, might well imply unacceptable risks.

It was also argued in Chapter 2, however, that Keynes’s ideas of uncer-
tainty, the Burkean argument and the principle of prudence can be spun in a 
more radical direction. If present horrors should not be contemplated in the 
name of only uncertain future gains, present horrors should not be suffered 
in the name of only uncertain future losses. A logic like this seems to have 
lain behind Keynes’s acceptance of the rationale for state intervention. But 
it might more broadly allow ending current horrors, the consequences 
of austerity policies and environmental destruction, even if this involved 
governments accumulating debts or implementing new economic trajec-
tories bearing unknowable long-​term consequences. The means and the 
ends, though never separable, would appear to be in tension.

This returns to questions of agency and the limits of Keynes’s state-​
centred political vision discussed in Chapter 3. It recalls that while elite 
opinion in the 1930s and 1940s did shift, the post-​WWII Keynesian trans-
formation was substantially achieved as the unintended consequence of a 
unique conjuncture of class struggle, capital accumulation and international 
competition which had little place in Keynes’s schema. Again, the disappear-
ance of such a conjuncture might augur pessimism about the prospects of a 
return to Keynes. But as capitalism continues to throw up new horrors, it 
fosters new struggles whose outcomes are unknowable. It creates new pos-
sibilities and difficult strategic choices.

An economics that Keynes thought ‘moderately conservative in its 
implications’ now itself throws up the need for radical change. And this 
raises questions about the possibilities of reaching further, pointing back 
to Marx and the Marxist understanding which informed this book’s cri-
tique of Keynes. Remembering Marx should not suggest ready-​made alter-
native economic analyses and solutions. On the contrary, it has been argued 
that many of Keynes’s insights about unemployment and investment, about 
money and the state, need to be incorporated, if sometimes in reworked 
form, into any adequate modern Marxism. Nor should remembering Marx 
imply that the reforming impulse of Keynes is conceived only in the negative, 
as the antithesis of revolution; rather, it should also be conceived in terms of 
the questions it raises about how to fight for a better world, where and how 
to struggle and where and why to stop. Indeed Mann (2017a) suggests that 
Keynesianism is always informed by the threat of revolution. Mann also rea-
sonably warns that the experiences of many revolutions have been sobering. 
It would seem that we must, as Keynes wrote in a different context, ‘believe 
and disbelieve, and mingle faith with doubt’ (CWXVII: 448). But it seems 
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hard to imagine recovering even the precarious Keynesian middle ground 
without recovering the revolutionary impulse.
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