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Vorwort

Der Dogmenbhistorische Ausschufl des Vereins fiir Socialpolitik widmete seine
18. Tagung, gehalten in Stuttgart-Hohenheim im Mai 1997, dem Okonomen Knut
Wicksell.

AnlaB3 zu dieser Themenwahl war die hundertste Wiederkehr der Publikation
von ,,Geldzins- und Giiterpreise* (1898), vielleicht Wicksells am breitesten wirk-
sames Buch.

,,1f economists ran a popularity contest among themselves, the chances are Knut
Wicksell would be the easy winner* (P. Samuelson); ,,the economist’s economist*
Wicksell also, wie er genannt wurde. Er verkorpert ,,the paradigm of marginalist
economics at its best“ (J. Niehans) und ,,conveys the intellectual excitement of
economic theory as an on-going concern* (M. Blaug).

Viele seiner Aussagen sind hochst modern. Das hat den Ausschuf8 fasziniert.
Vielleicht aber sollte man auch noch betonen, dal Knut Wicksell wohl der groSte,
sicherlich aber der letzte auslindische Okonom ist, der einen guten Teil seines
Werkes auf Deutsch schrieb. Nicht nur das: Er verkorpert gewissermaflen auch ei-
nen zentralen Zweig gerade der deutschsprachigen Okonomie. In die englische
okonomischen Tradition ist er — mit Ausnahme der public choice Literatur — nie so
voll eingedrungen, wie in diesem Band gerade der wertvolle Gastbeitrag von Da-
vid Laidler verdeutlicht.

Der Ausschuf3 befafite sich eingehend mit den drei Hauptarbeitsgebieten von
Wicksell: Zuerst mit der Geldtheorie — oder vielleicht besser mit der monetéren
Makrookonomie — die zumal auf ,,Geldzins und Giiterpreise* zuriickgeht. Ihr sind
die Beitrdge von Laidler, Loef-Monissen und Klump gewidmet; zweitens mit seiner
Kapital- und Kapitalzinstheorie, représentiert durch die Beitrédge von Sandelin,
Kurz und Schneider; schliellich, ,,but not least”, mit seiner ganz neuen und noch
immer kriftig nachhallende Tone anschlagenden Finanztheorie, hier dargestellt
von Grossekettler. Der Leser wird feststellen, dafl die zur Publikation vorgelegten
Beitrige ein erfreulich abgerundetes Bild der heutigen Bedeutung dieses grofien
Okonomen bieten. Abgeschlossen wird der Band durch den kommentierten Ab-
druck einer von Hagemann aufgespiirten, bisher noch unpublizierten Arbeit von
Wicksell selbst.

Der Ausschuf fiihlt sich geehrt, da dank der Bemiihungen des ortlichen Ta-
gungsleiters Harald Hagemann ein so prominenter Geldtheoretiker wie David
Laidler zur Mitarbeit gewonnen werden konnte, wenn freilich es ihm infolge von
akuten Bandscheibenproblemen im letzten Moment dann nicht méglich war, an
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den miindlichen Verhandlungen teilzunehmen. Doch flossen die intensiven Diskus-
sionen seines schriftlich vorliegenden Beitrages in dessen endgiiltige Ausarbeitung
ein. Laidler zeigt, daB3 ,the role of the interest rate in coordinating, or failing to
coordinate, agents choices’ als zentrales Problem Wicksells annéhernd gleichzei-
tig von zahlreichen prominenten Autoren angegangen wurde, wobei Laidler insbe-
sondere (natiirlich neben Irving Fisher und Keynes) auf R. Hawtrey verweist. Sie
alle hitten, wie Wicksell, ein ,,two interest rate model*, in welchem zwei verschie-
dene, aber jeweils anders gefafite Arten von Zinssdtzen interagierten. Wicksell al-
lein sieht ,,the main source of disturbances in the real economy*; und er ist am
starksten auf den ,credit channel“, nicht den ,,money channel* zentriert. Laidler
hélt die vorwiegend realwirtschaftliche Sicht Wicksells nicht fiir gliicklich und
trifft sich dabei mit Dieter Schneider, der ebenfalls — freilich in ganz anderer Art —
Wicksell vorwirft, monetire Finanzierungsprobleme verkannt zu haben. Beziiglich
des Konjunkturzusammenhanges meint Laidler, Wicksell hitte iibersehen, daf3 es
in einer Rezession der Druck der realen Bankkredite auf die Zinssitze sei, der zur
Erholung der Investitionen fiihre. Er hilt das ,,Fisher — Hawtrey two interest rate
model“ des Monetarismus fiir fruchtbarer. Sein Beitrag wird von Hans-Michael
Trautwein kritisch kommentiert.

In gewissem Sinne genau umgekehrt argumentiert Rainer Klump zum ,,Gibson
Paradoxon®, auf welches Wicksell immer wieder zuriickkam und in welchem er
eine Bedrohung der Glaubwiirdigkeit der Quantititstheorie sah. Dieses ist die em-
pirische Feststellung, daf eine aufsteigende Preisbewegung nur selten mit niedri-
gen oder fallenden, sondern vielmehr mit hohen oder steigenden Zinssétzen einher-
geht. Das ,,Gibson Paradoxon“ 16ste gerade in den letzten zwei Jahrzehnten eine
Fiille von Beitridgen aus, in welchen Wicksells kaum Erwahnung getan wird. Uner-
wartet fiir moderne Leser, die an die Erkldrung des genannten Zusammenhanges
durch die Fisher-Gleichung gewohnt sind, ist letztere historisch gesehen keines-
wegs empirisch valid. Klump hilt die real-monetédre Erklarung Wicksells fiir die
iiberzeugendste: Preisniveau und Geldzinsful bewegten sich gemeinsam nur als
Indikatoren der Verdnderungen des ,natiirlichen* ZinsfuBes. Kern des Phianomens
sei typischerweise eine zinsinduzierte Ausweitung des Geldangebotes durch die
Banken gewesen, eine zinsabhidngige Reduktion des Geldschopfungsmultiplikators
sowie dann die Verminderung der Bankreserven infolge Bargeldabflusses.

In dem néchsten Beitrag von Hans-E. Loef und Hans G. Monissen wird ver-
sucht, Wicksells Argumentation formalisiert darzustellen, was dazu fiihrt, eine
Fiille von Problemen der Wicksellschen Argumentationsstruktur aufzudecken. Der
Beitrag bringt auch einen lesenswerten Uberblick iiber die Entwicklung der mone-
tdren Makrookonomie nach Wicksell. Zum kumulativen Prozel3 bei Wicksell fas-
sen die Autoren zusammen: ,,Die zentralen Uberlegungen sind im Prinzip einfach
aufzuzeigen, doch eine befriedigende Erkldrung miite auf einem Ungleichge-
wichtsmodell basieren, das alle relevanten Markte simultan erfat”. Zur Geldpoli-
tik wird schlieBlich die Frage aufgeworfen, ,,0b die monetire Instanz iiber die Dis-
kontpolitik — dies ist die von Wicksell propagierte addquate Geldpolitik — iiber-
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haupt die Zinsrate beeinflussen kann. Dies ist bei Vollbeschiftigung nur dann mog-
lich, wenn ... ein Realkasseneffekt einbezogen® wird, was bei Wicksell bekannt-
lich nicht geschieht.

Die kapitaltheoretischen Ausfiihrungen erdéffnet der Beitrag von Bo Sandelin.
Dieser international renommierte schwedische Wicksell-Experte konnte ebenfalls
durch die Bemiihungen von Harald Hagemann fiir die AusschuBarbeit wihrend
der 18. Tagung gewonnen werden. Sandelin zeigt eindriicklich — und didaktisch
geschickt durch eine tabellarische Darstellung untermauert — wie sehr sich Wick-
sells kapitaltheoretische Vorstellungen mit der Zeit wandelten: ,,Wicksell’s capital
theory was not static over time but changed gradually*, wobei es insbesondere
festzuhalten gilt: ,,There was a clear change around the turn of the century, from
simple interest to compound interest”. Erschwerend fiir das Verstdndnis von Wick-
sells Kapitaltheorie tritt hinzu: ,his mathematical treatment differed from the ver-
bal*.

Heinz D. Kurz sieht in seinem umfang- und detailreichen Beitrag Wicksell als
den ,,vorldufigen Hohepunkt der marginalistischen Theorie der langen Frist®. Frei-
lich hitte er dabei auch wie kein anderer die Grenzen der Osterreichischen margi-
nalistischen Kapitaltheorie aufgezeigt: ,,Die Unmdglichkeit, die technischen Alter-
nativen der Produktion im allgemeinen monoton mit der Hohe des Zinssatzes zu
ordnen, hat er ebensowenig gesehen wie die Implikationen negativer Wicksell-Ef-
fekte fiir die Stabilitidt des Gleichgewichts. Er hat jedoch wie kaum ein anderer den
Boden dafiir bereitet, dal es schlieBlich zu diesen Einsichten kommen konnte*.
Hingegen betont Kurz, dall Wicksells ,,stationdrer Zustand*“ genau genommen kei-
ner ist: Er sei zu verstehen als einer der ,,nur langsamen ... Kapitalbildung®, wes-
wegen das Kapital der Einfachheit halber als konstant betrachtet wird.

Die kapitaltheoretischen Schwierigkeiten Wicksells werden von Dieter Schnei-
der aus einer finanzierungstheoretischen Sicht nochmals aufgegriffen. Uberzeu-
gend zeigt er: , ,Mit dem einperiodigen Konstrukt natiirlicher Zins, Grenzprodukti-
vitdts bzw. Grenzleistungsfihigkeit des Kapitals (kann) kein sinnvoller theoreti-
scher Begriff fiir die Analyse der Giiterpreise und die Bestimmung des Tauschwer-
tes des Geldes gewonnen werden, sobald mehrjdhrige Investitionen zu
beriicksichtigen sind. Deren Rendite ... 148t sich nur unter Einschluf der jeweili-
gen Geldzinssitze errechnen, wie sie zur Finanzierung der Herstellung oder zur
zeitweisen Wiederanlage von Einnahmeiiberschiissen erwartet werden.* Dariiber
hinaus wirft er nicht unberechtigte Fragen zu inhdrenten Modellwiderspriichen bei
Wicksell auf: Gibt es iiberhaupt Geld in einem risikolosen, stationdren Zustand?
Und kann es einen risikolosen Zinssatz geben? Zur erstgenannten Frage bleibt der
moderne Theoretiker nur zu sehr in ungliickseligem Zweifel, wenn er etwa M.
Hellwigs Festreferat als Prasident der European Economic Association vor Augen
hat (,,The Challenge of Monetary Theory“, European Economic Review 37/
1993); und zur zweiten denkt er an Joan Robinsons Wort, die Suche der Okonomen
nach einem risikolosen Zinsatz gleiche ,,the search in a dark room for a black cat
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that isn’t there“. Letztlich geht es bei allen diesen Schwierigkeiten Schneiders um
die fundamentale Hypothese der Klassik von der Trennbarkeit der realen und der
monetdren Sphare — nicht zufillig zitiert Schrneider hauptséchlich Merkantilisten!
Mehr und mehr héaufen sich Zweifel, daB diese Trennung letztlich nicht moglich
sei. (Siehe jiingst den fundamentalen Aufsatz von D. Bowman und J. Faust im
Journal of Political Economy 105, Oktober 1997).

So lautet gewissermaflen die sich wie ein roter Faden hindurchziehende Kritik
vieler Beitrdge dieses Bandes, dal Wicksell im monetdren Bereich zu sehr real-
wirtschaftlich gedacht habe, umgekehrt aber in seiner realwirtschaftlichen Aussa-
gen zu einfachen Modellen erlegen sei und, so Schneider, bei ihnen monetéren Pro-
blemen zu wenig Aufmerksamkeit geschenkt habe. Und die so gegeiflelten Ideen
sind gerade Wicksells weltbekannteste! Da ist es erfrischend bei Heinz Grossekett-
ler zu lesen, wie sehr Wicksell wenigstens in seinen ,,Finanztheoretischen Untersu-
chungen®, seiner intendierten Dissertation also, ganz und gar modern ist und sei-
nen Zeitgenossen um viele Jahrzehnte vorauseilte.

Freilich, kritiklos bleibt auch Grossekettler nicht. Sehr ansprechend zeigt er et-
wa, da3 Wicksells Einstimmigkeitsregel, die eine ,,Kongruenz von Nutzern, Zah-
lern und Entscheidern® herbeifiihren soll, viel eher bei Klubs und Genossenschaf-
ten, also bei Beitragsfinanzierung anwendbar sei und gerade nicht fiir den Fall der
staatlichen Finanzierung iiber allgemeine Steuern; oder daB Wicksell bei seinen
Verstaatlichungsvorschldgen gegen den Erforderlichkeitsgrundsatz verstofen habe,
weil er aus der Existenz von Bereitstellungsproblemen und Beschrinkungen des
Wettbewerbs nicht nur (notwendige) Bedingungen fiir eine Zwangsfinanzierung
und/oder Regulierung ableitet, sondern dariiber hinaus auch fiir eine Ubernahme
von Herstellungs- und Betreibertitigkeiten durch offentliche Unternehmen pla-
diert. Aber trotz dieser Kritik am Detail sieht Grossekettler in Wicksell ,,einen Vor-
laufer der Freiburger Schule und der neuen Institutionenékonomie®. , Fiir Okono-
men, die nach heute noch orginell erscheinenden Einsichten und Vorschldgen su-
chen und/oder ... vor allem ordnungspolitisch interessiert sind“, bietet Wicksell
die wertvollsten Fingerzeige. Grossekettler konfrontiert diese, und nicht zum
Nachteil Wicksells, mit der modernen Theorie des ,,Public Choice®, insbesondere
mit den bei Dennis C. Mueller zusammengetragenen Uberlegungen.

Ein interessantes Schlaglicht auf den heute oft zu sehr nur als Geldtheoretiker
und Finanzwissenschaftler gewerteten Wicksell wirft die durch die verdienstvollen
Bemiihungen von Hagemann ermoglichte Erstpublikation von ,,Eine neue Krisen-
theorie* aus der Feder des verstorbenen GroBmeisters. Hagemann stellt sie in den
dogmenhistorischen Rahmen und zeigt, Wicksell habe ,.eine reale Konjunkturtheo-
rie* vertreten. Wicksell betont: Die konjunkturverursachende ,,Kraft erblicke ich
meinerseits in dem niemals aufhérenden aber notwendig (!! E. S.) in sehr wech-
selnder Stirke dahinflieBenden Strom der technischen Erfindungen und Fort-
schritte”. Jedoch: ,,Die neuen Erfindungen miissen finanziert werden ... Sie miis-
sen sich eben deshalb zuerst das Vertrauen der Unternehmer und Kapitalisten ge-
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winnen.” Diese Finanzierung stellt sich Wicksell — nicht ganz unproblematisch —
wiederum real vor: durch einen vorausgehenden Lageraufbau wihrend der Depres-
sionszeit.

Erniichternd ist es, wie sehr sich also aus heutiger Sicht einer der angesehensten,
abstrakt/ mathematisch denkenden Theoretiker analytische Fehlurteile vorwerfen
lassen muf}, ermutigend andrerseits, wie sehr gerade seine werturteilsnahen (Gros-
sekettler) oder empirisch fundierten Einsichten (Klump) wegweisend bleiben.

Es bedarf bei der Vorlage dieser Publikation nur noch des Dankes fiir die hervor-
ragende Organisation und die gastliche Betreuung des Ausschusses in Stuttgart-
Hohenheim durch den ortlichen Tagungsleiter, Harald Hagenmann.

Erich W. Streissler
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The Wicksell Connection,
the Quantity Theory and Keynes*

By David Laidler, London/ Ontario, Canada

The Wicksell Connection and its Significance

In the business cycle literature of the inter-war years, the role of the interest rate
in co-ordinating, or failing to co-ordinate, agents’ choices about the allocation of
resources over time was an important theme, to which Axel Leijonhufvud (1981)
gave the name “the Wicksell connection”. The theme takes on particular impor-
tance in an economy in which such a co-ordination failure produces output fluctua-
tions, because it may involve a fundamental inability on the part of market me-
chanisms to induce the price responses needed to restore full employment once the
economy is moved away from it. To follow Leijonhufvud’s (1981, pp. 164 - 169)
“Z model” example, if, in the wake of a fall in what Keynes (1936) called the mar-
ginal efficiency of capital, output contracts, inducing an equilibrating reduction in
saving, then the excess supply of saving required to signal the need for a lower
interest rate will not materialise. Unemployment will develop, however, and even
though the real wage is at a value compatible with full employment, the labour
market will signal, falsely, a need to reduce this price.

But, despite the fact that the interaction of saving and investment lay at the very
heart of Keynes’s General Theory, the Wicksell connection virtually vanished from
macroeconomics shortly after 1936, just when its full significance should finally
have been recognised. In Leijonhufvud’s view, economics took a wrong turn, and
the flaw in the market mechanism presented to two or three subsequent generations
of students as rendering a market economy unreliable in the creation and mainte-
nance of full employment was an alleged stickiness, particularly in a downward
direction, in the level of money wages. The system’s failure to perform adequately

* This paper was prepared for the 1997 meeting of the Dogmenhistorische Ausschuss des
Vereins fiir Socialpolitik held at the University of Hohenheim, and formed the basis for an
Invited Lecture to the History of Economics Society in Charleston S.C., also in 1997. It has
its origins in a conversation with Michael Trautwein, who should not, however, be held re-
sponsible for its contents. I am grateful to Peter Howitt, Axel Leijonhufvud, Erich Streissler,
Michael Trautwein, and members of the Ohio State University Macroeconomics Workshop,
for comments on an earlier draft. The financial support of the Bradley Foundation and the
Social Science and Humanities Research Council of Canada is gratefully acknowledged.
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thus came to be attributed to a mere friction, rather than to a fundamental problem
with its basic configuration.

Money wage stickiness was an old story in 1936. It had been recognised as a
likely source of trouble as early as 1802 by Henry Thornton, had made sporadic
appearances in the literature thereafter, and had been given a central role in the ex-
planation of cyclical unemployment by Alfred and Mary Marshall in 1879, a role
which it still played at the beginning of the 1920s. To the extent that there was a
well defined “classical” explanation of unemployment before 1936, that is to say,
it centred on the consequences of money wage stickiness for the behaviour of real
wages over the course of the cycle, and, whatever Keynes may have intended,
there is a large degree of continuity between what was taught as “Keynesian” eco-
nomics and the “Classical” theory it was said to have replaced.

All this presents something of a puzzle: how did it happen that what came to be
called Keynesian Economics relied upon a hypothesis with roots deep in the Clas-
sical economics of the 19th century to explain unemployment, and neglected one
of the principal innovations of early 20th century macro-economics, and an inno-
vation which occupied a prominent place in Keynes’s own work at that? Leijonhuf-
vud’s answer to this question was that problems arose in the course of the transition
from The Treatise on Money to The General Theory, and in particular from the role
played in the latter by the liquidity preference theory of the rate of interest. This
theory, he argued, distracted attention from the role of the rate of interest in the
inter-temporal allocative process.

In this paper, I shall address the same problem, and offer an answer different in
some respects. I shall suggest that an alternative extension of the quantity theory of
money to Wicksell’s played a role in the literature of the inter-war years at least as
important as did the Wicksell connection, and was in fact mainly responsible for
ensuring the continuity of macroeconomic thought after 1936. Because this exten-
sion was, like Wicksell’s, expressed in terms of what I shall call a “two-interest-
rate” model, and had the same ancestry as Wicksell’s system, it is all too easy to
confuse the two, and to fail to recognise just how much life the quantity theory of
money had left in it in the inter-war years. I shall also suggest that the undermining
of the Wicksell Connection by the quantity theory was no bad thing.

Wicksell

Wicksell’s monetary theory started from the quantity theory of money as it was
understood at the end of the 19th century, namely as an explanation of variations
in the general price level mainly in terms of variations in the quantity of money.'
The adverb “mainly” is important here, because I know of no exponent of the

! T have discussed the relationship of Wicksell’s analysis to the quantity theory in Laidler
(1991a) Ch. 5.
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quantity theory at that time who neglected the possibility that variations in the ve-
locity of circulation of money or in the volume of transactions would also affect
the price level. Its characteristic prediction that the price level would move in strict
proportion to the quantity of money was always advanced on a strictly ceteris par-
ibus basis. Even so, the quantity theory was not a tautology, for it was understood
to imply that causation ran from money to prices and not in the opposite direction.

Wicksell’s approval of the quantity theory as “[t]he only specific theory of the
value of money ... which can make any claim to real scientific importance” (1906,
p. 141) is sometimes taken as evidence that he was himself a quantity theorist. In-
deed strong cases for such an interpretation of his work have been made by Patin-
kin (1965) and, more recently, by Humphrey (1997). In my view, however, there is
more to the matter than this. Wicksell thought of the quantity theory as the most
satisfactory of currently available theories of the price level, but he also thought of
it as badly in need of improvement. Two factors in particular bothered him: first,
the quantity theory dealt with equilibrium relationships among variables, and said
nothing about the mechanisms that would restore equilibrium after a disturbance;
and second, crucial to the subject matter of this paper, it relied heavily on stability
in the velocity of circulation, which Wicksell regarded, perhaps under the influ-
ence of Carl Menger (see Streissler, 1973, pp. 165 - 167), as one of “the flimsiest
and most intangible factors in the whole of economics” (1898, p. 160).

Wicksell attached particular importance to this latter problem, because, like
many of his contemporaries he thought of the quantity of money to which the theo-
ry applied as being the quantity of what we would nowadays call currency. He
knew that the deposit liabilities of commercial banks circulated as means of ex-
change, indeed he attached great importance to this phenomenon, but he thought
of it as influencing the velocity of “money”, rather than as requiring an extension
of the concept of money to which the theory was applied. This should have been
no more than a matter of semantics, but it came to acquire fundamental substantive
importance. In (1898) Wicksell developed a sophisticated version of Alfred Mar-
shall’s stock demand for money, involving careful analysis of what we would
nowadays call the transactions and precautionary motives for holding money; but
he applied it only to the demand for currency in what he called a pure cash econo-
my model. Wicksell also analysed, as a theoretical limiting case, what he called a
pure credit economy. Here all transactions were by transfer of deposits and no cur-
rency existed; but instead of extending his analysis of the demand for money to
deposits he treated this economy as one in which the quantity theory was irrele-
vant. In Wicksell’s view, such an economy required a theory of the price level se-
parate and distinct from the quantity theory, and, to the extent that elements of that
economy were present in the real world, that separate and distinct theory took on
empirical relevance for him as well.

Wicksell developed what I have already called a “two interest rate model” to
deal with these matters. In the real economy, following the Austrian analysis of

2 Schriften d. Vereins f. Socialpolitik 115/XVIII
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Menger, and particularly Boehm-Bawerk, he postulated the existence of a natural
rate of interest which was equal to the marginal product of capital per unit of capi-
tal, and which would, also, in a state of frictionless barter equate saving and invest-
ment.” To this, in an economy in which all exchange was mediated by the liabil-
ities of commercial banks, he opposed the money rate of interest at which they
would lend. Equality between these two rates would lead to what he termed mone-
tary equilibrium, a situation of zero credit creation and price level stability, — here
Wicksell overlooked the problems created by positive economic growth — and any
discrepancy between these rates, a shortfall of the money rate below the natural
‘rate being the case that mainly interested him, would involve a disequilibrium in-
volving positive credit creation by the banks and a rising price level. Such a dise-
quilibrium would, moreover, persist for just so long as the discrepancy between
interest rates continued.

In Wicksell’s theoretical pure credit economy, prices could rise for ever, but in
the real gold-standard world in which he lived, mechanisms captured by the quan-
tity theory were still at work. Specifically, the public’s stock demand for currency
would increase with the price level, and a drain of currency from the commercial
banks would force them to raise their lending rate until it was equal to the natural
rate of interest, at which point the process of rising prices would be brought to a
halt. It is to this sequence of events that the label “cumulative process” is properly
given, as Patinkin (1965) correctly argued. Even so, Wicksell believed, as an em-
pirical matter, that the main sources of disturbance were located in the real econo-
my rather than the monetary system, so in his view, even under the gold standard,
price level movements were the consequence of shifts in the natural rate of interest,
rather than of changes in the quantity of currency, as the quantity theory required.

In the eyes of his inter-war followers, Wicksell’s two interest rate model
amounted to much more than an extension of the quantity theory of money; rather
as Bertil Ohlin (1936, p. xiv) put it “By means of his brilliant assumption of a pure
credit economy, Wicksell successfully escaped from the tyranny which the concept
‘quantity of money’ ... exercised on monetary theory”. The quantity of money as
Wicksell” and indeed Ohlin along with other Swedish economists of his generation,
conceived of it, was completely absent from the pure credit economy. Furthermore,
though Wicksell himself treated his two interest rate model as an explanation of
price level movements, it had obvious implications for real economic variables
too, which others were to develop in the 1920s and 1930s, by which time war-time
abandonment of the gold standard, and subsequent difficulties in re-establishing it,
made the “pure credit” economy a good deal more than a limiting case of mainly
theoretical interest.

2 As far as I know, Wicksell only used the phrase “marginal product of capital” once in
connection with the natural interest rate, in (1907). However his systematic exposition of the
pure credit economy case in (1898) makes the concept’s roots in Austrian capital theory quite
clear.



The Wicksell Connection, the Quantity Theory and Keynes 19

Two Types of Wicksell Connection:
The Austrians and the Stockholm School

An act of investment involves the production of current goods, not with a view
to their immediate consumption, but with a view either to storing them for con-
sumption at some time in the future, or if they are producers’ goods, to using them
to produce output in the future. An act of saving, on the other hand, involves re-
fraining from current consumption. In a multi-agent economy, these two acts are
potentially independent of one another and the plans giving rise to them require
co-ordination. That is the role of the rate of interest, and in Wicksellian vocabulary,
the natural value of that variable is, among other things, the one which reconciles
these plans, given that other prices are just such as to clear all other markets at the
same time.

If the banking system can directly set the rate of interest that rules in the market,
or indirectly influence it to ensure that it takes something other than its natural va-
lue, and if the credit which must be supplied to maintain that disequilibrium goes
primarily to would-be investors, that may have real consequences for the inter-tem-
poral allocation of resources. Those investors will be enabled to outbid the produ-
cers of consumption goods for available inputs, not least labour, and to put them to
work to provide for future rather than present consumption. To use the vocabulary
of the Austrian economists who developed the implications of this version of
Wicksell’s two interest rate model, Ludwig von Mises (e.g., 1924) and Friedrich
von Hayek (e.g., 1931), households will be subject to forced saving. But, if house-
holds are unwilling to defer consumption, they will attempt to spend incomes gen-
erated in the newly expanded investment goods industries on consumption goods
that are not available, thereby tending to restore the original structure of relative
prices. Their purpose here can be defeated only if further bank credit is created to
enable investors to continue to outbid them, but the longer this process persists, the
larger becomes the discrepancy between the time path which households desire
their consumption to follow and the time path along which firms plan to supply
consumption goods.’

The outcome here, according to the Austrians, will be either continually rising
inflation to keep forced saving going, or the onset of an economic crisis, which
they identified with the upper turning point of the business cycle. In that crisis,
agents’ underlying consumption plans reassert themselves and are found to be in-
compatible with the economy‘s capacity to deliver consumption goods. The crisis
is thus characterised simultaneously by excess demand for consumption goods and
too large a capital stock, some of which will be incomplete into the bargain, and
there is nothing to be done save wait until the passage of time and depreciation put

3 As Erich Streissler has reminded me, in the background to Austrian analysis, there lies a
continental European “universal” banking system, in which bank loans are the primary means
whereby investment expenditures are financed.
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matters right.* For a while in the early 1930s, it looked as if this Austrian variation
on the Wicksellian theme, which stressed the effects of credit creation on the struc-
ture of the economy’s supply side, would become a new macroeconomic ortho-
doxy. It was, however, flawed in two ways.

First it soon became evident that there might exist mechanisms that could turn
what was initially an unplanned higher saving rate into an equilibrium
phenomenon. Dennis Robertson (1926) in collaboration with Keynes, presented
“induced lacking” as a possibility here; and Erik Lindahl (1930) showed that wage
stickiness in conditions of rising prices could induce a redistribution of income to-
wards profits and hence an increase in voluntary saving. More fundamentally, Aus-
trian theory relied on Boehm-Bawerk’s notion that there existed a natural rate of
interest determined solely by the technical properties of that supply side, and inde-
pendently of the behaviour of the monetary system. Wicksell (1896, 1905) himself
understood that there were problems here in a multi-good economy, as did Gustav
Cassel (1903), and above all Irving Fisher (1907); but the Austrians simply ig-
nored thgse issues, at least until the publication of Hayek’s Pure Theory of Capital
in 1941.

On the other hand, Wicksell’s Swedish followers, notably Erik Lindahl, Gunnar
Myrdal and Bertil Ohlin, labelled by the last named in (1937) the Stockholm
School, understood and accepted the Fisherine position that

“To compare services invested and the resulting products, they must be expressed in a
common unit which presupposes that the price relation is given. Then the real rate of
interest does not depend only on technical conditions, but also on the price situation,
and cannot be regarded as existing independently of the loan rate of interest.” (Lindahl
1930, tr.1939, p. 248)

The Stockholm School grasped the significance of this insight for how Wick-
sell’s two interest rate model could be developed, and they interpreted the natural
rate of interest, not as the marginal product of capital per unit of capital determined
by the properties of some aggregate production function, but instead as the dis-
count rate which, in a stationary economy, would produce “equality between the
capital value and the cost of production of existing real capital” (Myrdal 1931
p. 70, original in italics) and, in a growing economy, a “complex of profit margins
in different firms which stimulates just the amount of total investment which can
be taken care of by available capital disposal [ie. saving]” (Myrdal 1931, pp. 82 -

4 I have discussed Austrian cycle theory in general, and Hayek’s contribution to it in parti-
cular in Laidler (1994). In that essay (pp. 10 - 16) I questioned the logic whereby the Aus-
trians claimed inevitability for rising inflation if the crisis was to be averted. However, what
matters in the current context is that they believed in the validity of this point, and not
whether they were justified in doing so. This is not to imply that there is not a good deal of
relevant content to Austrian theory. The phenomenon of unfinished or vacant commercial
real estate, so visible in the early 1990s is surely best understood in terms of that theory, as
Erich Streissler has suggested to me.

5 See Steedman (1994) for a penetrating commentary on this difficult book.
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83, original in italics). Two features of the Stockholm School’s variation on Wick-
sell’s analysis followed from interpreting the natural rate of interest as a discount
rate to be applied to future streams of income. First, the interaction of saving and
investment was presented as mainly important for its effects on the current level of
the aggregate demand for output, rather than on the future structure of its supply;
and gecond, expectations played a pervasive role in the analysis of that interac-
tion.

Although they understood the importance of forward looking expectations as de-
terminants of current behaviour, however, the Stockholm School proposed no theo-
ry to discipline the modelling of those expectations, and this left their analysis cru-
cially incomplete. If expectations were not pinned down, then virtually anything
could happen. That is one reason why, unlike their Austrian contemporaries, the
Stockholm School generated no core theoretical model to encapsulate their
thought. Rather they produced a wide variety of what they called “model se-
quences”, open ended stories about how an economy might evolve over time if the
rate of interest was not maintained at its natural level. Lindahl and Myrdal were
both conscious of the workings of the so-called “Fisher effect” of inflation expec-
tations on the nominal rate of interest, and they therefore understood that any level,
or rather term structure, of market rates of interest was compatible in principle with
the maintenance of monetary equilibrium only provided that it was congruent with
the term structure of inflation expectations. As a practical matter, however, they
stressed the importance of keeping the environment in which agents operated and
about which they had to form expectations as simple as possible, so their recom-
mended policy goal was a variant of price stability in which those prices open to
easy influence from monetary policy would move in harmony with those, money
wages in particular, whose behaviour was largely institutionally determined.

The trouble here was that, in the Wicksellian “pure credit economy” in terms of
which the Stockholm School’s analysis was usually carried out, such recommenda-
tions left monetary policy with too much to do. Given the general public’s expecta-
tions about the future time path of the price level, the monetary authorities’ task
was to set interest rates at their “natural” level’ but they appeared to have no tool
to determine what those expectations would be in the first place. As the Stockholm
School‘s work evolved during the 1930s, it came to rely more and more on back-
ward looking expectations formed as a function of experience, thus providing a
technical solution to this problem, but Johan Myhrman’s (1991) complaint that
their theory of money was crucially inadequate must have considerable appeal to
anyone who would prefer to see inflation expectations modelled with the aid of a

6 But the qualifier “mainly” here should be noted, because some Stockholm School work
was concerned with the manner in which changes in income distribution could turn forced
saving into voluntary saving, and hence eliminate the disequilibrium between the structure of
demand and the structure of production that the Austrians thought inevitable. I have dis-
cussed their work, and its relationship to that of their Austrian contemporaries in Laidler
(1991).
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theory of price level behaviour rather than by atheoretical extrapolation from the
past.

Myhrman’s point was that, in following Wicksell, and throwing the quantity of
money out of their analysis, the Stockholm School left themselves without a means
of determining the price level at the beginning of any model sequence, other than
as a consequences of history and institutions, which is to say as an exogenous da-
tum from which the sequence might start. Within any such sequence, moreover, it
was the behaviour of interest rates working through their effects on saving and in-
vestment that mattered, so that the quantity of bank credit and the liabilities that
matched it, to the extent that they were mentioned at all, were treated as passively
endogenous, lying at the end of a chain of causation with their behaviour having
no further consequences for other variables.”

In all this, the Stockholm School were undoubtedly following one path to which
Wicksell had pointed with his pure credit economy model, but it was a path
through terrain whose contours were defined, perhaps distorted, by his failure to
extend the concept of “money” to which the quantity theory might be applied to
the deposit liabilities of the banking system. It is of course quite conceivable that
this feature of Wicksell’s analysis represented a useful simplification which en-
abled monetary economics to focus on crucial and hitherto neglected mechanisms
— the Wicksell connection — linking the banking system to intertemporal allocative
process, but it is also conceivable that it was a misleading simplification which
prevented the investigation of other potentially important matters. This issue could
only be settled by systematically investigating the alternatives, and this the Stock-
holm School did not do; but others did as we shall now see.

Two-Interest-Rate Extensions of the Quantity Theory:
Fisher and Hawtrey

Among Wicksell’s contemporaries, Irving Fisher was undoubtedly the quantity
theory of money’s leading exponent. His work was well known to Wicksell and his
successors, both Austrian and Swedish, and, he in turn was aware of at least the
general features of Wicksell’s cumulative process analysis by the time he published
his definitive statement of that theory in The Purchasing Power of Money (1911).

7 This is, of course, just what Wicksell had done in his pure credit economy model as well,
while it is also interesting to note that he also showed awareness of the difficulties that for-
ward looking, or even endogenous, expectations would create for his analysis. See Laidler
(1991a, pp. 134 - 35). His Swedish followers did not investigate sequences in which the inter-
action of the supply and demand for bank deposits could determine the starting price level,
the evolution of these magnitudes could determine its future behaviour, and expectations
about that evolution could form the basis of inflation expectations, and perhaps it is unfair to
have expected them to do so. After all, it was not until the 1970s that the analytic techniques
required for this task became readily available.
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Fisher’s characterisation of the quantity theory is quite representative of how econ-
omists at the beginning of the 20th century thought of it.

“The price level ... normally var[ies] directly with the quantity of money (and with de-
posits which normally vary in unison with the quantity of money), provided that the ve-
locities of circulation and the volume of trade remain unchanged, and that there be a
given state of development of deposit banking. This . .. constitutes the so-called quantity
theory of money. The qualifying adverb ‘normally’ is inserted in the formulation in or-
der to provide for the transitional periods or credit cycles.”<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>