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" K E Y N E S I A N S " , M O N E T A R I S T S , N E W C L A S S I C A L S 
A N D N E W K E Y N E S I A N S : A P O S T K E Y N E S I A N C R I T I Q U E 

F e r n a n d o Fer rar i F i lho* 

ABSTRACT 

This article aims at presenting briefly a survey of main orthodox theoretical interpretations and crit icisms 
of Keynes ideas that have become embedded in theoretical discussions on macroeconomic theory 
Secondly, this article explains why, according to the post Keynesian view, most accepted theoret ical 
interpretations and criticisms of Keynesian Theory (a) involve logical Inconsistencies when compared with 
Keynes's theoretical analytical structure and (b) misrepresent the dynamic characteristics of modern 
entrepreneurial economies 

1 . I N T R O D U C T I O N 

Sixty yea rs af ter t he pub l i ca t i on of The General Theory of Employment, Interest, 
and Money (hereaf te r re fe r red to a s GT), i n te rp re ta t ions a n d cr i t ica l r e a c t i o n s o f 
K e y n e s ' s theory a re sti l l be ing d i s c u s s e d in Econom i c s Th i s book w a s wr i t t en d u r i n g 
a t ime w h e n Say 's L a w - tha t is to say, supp ly c rea tes its o w n d e m a n d - w a s the 
f o u n d a t i o n of o r t hodox e c o n o m i c thought / " Keynes ' s exp lana t i on for t h e c h r o n i c 
u n e m p l o y m e n t of t he Grea t D e p r e s s i o n revo lu t ion ized e c o n o m i c theo ry by a r g u i n g 
that in a mone ta ry cap i ta l is t e c o n o m y , even w i th f lex ib le p r i ces a n d w a g e s , a lack o f 
a g g r e g a t e d e m a n d is a no rma l resu l t of t he e c o n o m i c p rocess 

T h e pr imary, p u r p o s e of th is ar t ic le is to p resen t br ief ly a su rvey of ma in o r t h o d o x 
theore t i ca l in te rpre ta t ions a n d cr i t i c isms of Keynes ' s ideas that h a v e b e c o m e 
e m b e d d e d in theore t i ca l d i s c u s s i o n s o n m a c r o e c o n o m i c theory . Second ly , th is p a p e r 
exp la ins why , a c c o r d i n g to t h e Post Keynes ian v iew, most a c c e p t e d theo re t i ca l 
i n te rp re ta t ions a n d c r i t i c i sms of K e y n e s i a n theo ry (a) i r ivo lve log ica l i n c o n s i s t e n c i e s 
w h e n c o m p a r e d w i th Keynes ' s theore t i ca l ana ly t ica l s t ruc tu re a n d (b) m i s r e p r e s e n t 
t he d y n a m i c charac te r i s t i cs o f m o d e r n en t rep reneur ia l e c o n o m i e s . 

T h e ar t ic le p r o c e e d s as fo l l ows Sec t ion 1 s u m m a r i z e s (i) n e o c l a s s i c a l 
K e y n e s i a n , (ii) mone ta r i sm a n d n e w c lass ica l , a n d (iii) n e w K e y n e s i a n theo r ies . 
Sec t i on 2 ind ica tes h o w t h e s e theo r ies dif fer f rom Keynes ' s ana ly t i ca l s t ruc tu re , 
m in im iz i ng the revo lu t ionary cha rac te r of Keynes ian theory , a n d w h y s o m e 
h y p o t h e s e s of t hese theo r ies d o not rep resen t real wo r i d e c o n o m i c ac t iv i t ies F ina l ly , 
s o m e conc lus i ve c o m m e n t s a re p r e s e n t e d 

' Professor of Economics at The Federal University of Rio Grande do Sul, Brazil I would like to thank 
Professors Peter Bearse, Paul Davidson, Charles Garrison, and Hans Jensen for comment ing The 
remaining errors, however, are the author's responsibility The author is grateful to the National Research 
Council of Brazil (CNPq) for financial support of his post-doctoral program at The University of Tennessee 
' To emphasize the importance of Say's Law in the classical theory, Keynes wrote that " Ricardo's 
doctrine conquered England as the Holy Inquisition conquered Spain" (1964, p 32) 

AEA Code 
330 

Key words: Keynesian theory, monetarism and nevi/classical theories, 
and Post Keynesian theory. 
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1 . T H E E V O L U T I O N O F O R T H O D O X M A C R O E C O N O M I C T H E O R Y 

1.1 The IS-LM and disequil ibrium models: the neoclassical Keynesian approach 

T h e neoc lass i ca l K e y n e s i a n a p p r o a c h a r g u e s that Say 's L a w d o e s not ho ld 
b e c a u s e K e y n e s ' s theory , as p resen ted in t he GT, a s s u m e s s o m e r ig id i t ies a n d 
imper fec t i ons in the markets- T h e r e a re t w o theore t i ca l s t ruc tu res rep resen t i ng t h e 
neoc lass i ca l K e y n e s i a n a p p r o a c h to K e y n e s ' s ana ly t ica l f r amework . T h e f irst 
a p p r o a c h is H icks ' s IS -LM ana lys i s , w h i c h a rgues that K e y n e s i a n invo lun ta ry 
u n e m p l o y m e n t is d u e to t he ex i s tence of the l iquid i ty t rap ^ A d i f fe ren t a p p r o a c h , 
ca l l ed d i sequ i l i b r i um theory , in terpre ts K e y n e s ' s p r inc ip le of e f fec t ive d e m a n d in a 
con tex t in w h i c h the e c o n o m y m o v e s i tself f r o m o n e s i tua t ion of par t ia l equ i l i b r i um to 
a n o t h e r of gene ra l equ i l i b r i um. 

1.1.1 H i c k s ana ly t ica l f r a m e w o r k 

Hicks 's 1937 ar t ic le , Mr Keynes and the "Classics" a suggested interpretation, 
a i m s at con f ron t i ng K e y n e s ' s ana l ys i s w i th the c lass ica l theory . A s s u m i n g that the 
K e y n e s i a n a n d c lass ica l t heo r i es h a v e the s a m e bas ic s t ruc ture , H i cks f o rma l i zes 
t h r e e m o d e l s a s fo l l ows : 

"Classicar' model "Keynes's special" model "Keynesian" model 

( 1 ) M = kl; ( 1 ) M = L(i); ( 1 ) M = L(i,l); 
(2) IX = 0(1), ( 2 ) l x = C(i), (2) lx = C(i), 
(3) IX = 8(1,1). (3) lx = S(l). (3) Ix = 8(1). 

w h e r e M is the to ta l quan t i t y of money , k is the Marsha l l i an cons tan t in the 
C a m b r i d g e quan t i t y e q u a t i o n , I is t he i n c o m e leve l , Ix is t he to ta l i nves tmen t , i is t he 
in terest ra te, a n d S is sav ing T h e f i rst equa t i on of each mode l de f i nes the L M cu rve 
w h i l e t he two o ther e q u a t i o n s de f ine the IS c u r v e / ' 

The next step is the presentation afvM Hicks considers to be the differences fi-om ttie "Classicaf, 
"Keynes's special" and "Keynesian" nndels 

"Keynes's special" nnde l differs from the "Classical" model in two points' tfie savings Hinction and 
the demand for money function Hicks argues that ttie essential difference tjetween the referred 
models is associated with the demand f a money in "Keynes's special" model tfie demand f a money 
is explained by the liquidity prefaence function, while in the "Classical" model it is explained by ttie 
Cambridge quantity equation. Hcwever, Hicks claims that this difference is irrelevant t)ecause, when 
comparing Ifie "Keynes's special" model with the "Keynesian" model, the introduction of ttie rate of 
interest in ftie Keynes's demand f a money is not contradictory to the Cambridge quantity equation A s 
a resul t , a c c o r d i n g to Hicks, the d e m a n d fo r money , as p resen ted in t he GT, " . is 
s o m e t h i n g a p p r e c i a b l y m o r e o r thodox" ( 1937 , p 152) Th i s is a s s o c i a t e d w i th w h a t 
H icks u n d e r s t a n d s to be Keynes ' s re tu rn to the o r thodox mone ta ry t heo ry In H icks 's 
o w n w o r d s , " [w] i th th i s rev is ion , Mr. K e y n e s takes a b ig s tep b a c k to Marsha l l i an 
o r thodoxy , a n d h is t heo ry b e c o m e s h a r d to d i s t i ngu ish f r o m the rev i sed a n d qua l i f i ed 
M a r s h a l l i a n theor ies , w h i c h , as w e have seen , a re not new" ( ib id , p ,153) 

^ The situation in which the demand for money is perfectly elastic with respect to a low positive rate of 
Interest 
' The IS curve traces out a locus of combinations of interest rates and income levels associated with 
equil ibrium in the goods market, while the LM curve presents combinations of interest rates and income 
levels along which the money market is in equilibrium 



F o l l o w i n g H icks 's a rgumen ta t i on , w h e n the d e m a n d fo r specu la t i ve m o n e y is 
in f in i te ly e las t i c w i th respec t to t he ra te of in terest , t he K e y n e s i a n a n d c lass ica l 
d e m a n d s fo r m o n e y have a s imi lar re la t ion in bo th m o d e l s the d e m a n d fo r m o n e y 
d e p e n d s on ly o n the i ncome level Consequen t l y , H icks a r g u e s that K e y n e s i a n 
i nvo lun ta ry u n e m p l o y m e n t pers is ts so le ly b e c a u s e mone ta ry po l icy canno t lower t h e 
in te res t ra te suf f ic ient ly to res to re t he e c o n o m y to its ful l e m p l o y m e n t i n c o m e leve l 
T h e r e f o r e , H icks c o n c l u d e s that " t he Gene ra l T h e o r y of e m p l o y m e n t is t he 
E c o n o m i c s of D e p r e s s i o n " ( ib id , p 155) 

A s a resu l t of th is H icks ian conc lus ion , t he K e y n e s ' s t heo ry w a s in te rp re ted a s 
t he s i tua t ion in w h i c h u n e m p l o y m e n t is on ly a t e m p o r a r y p h e n o m e n o n d u e to t he 
e x i s t e n c e o f t he l iqu id i ty t r ap in t h e d e m a n d fo r m o n e y In t h i s c i r cums tance , t h e 
H i c k s i a n ana l ys i s a r g u e d that Keynes ' s so lu t ion for u n e m p l o y m e n t is f o c u s e d on 
f i sca l po l i cy as ins t rument of regu la t i ng the leve ls of ou tpu t a n d e m p l o y m e n t . T h e 
iden t i f i ca t ion of K e y n e s ' s t heo ry w i t h t he l iqu id i ty t r ap a n d w i t h ac t i v is t g o v e r n m e n t 
p r o g r a m s , i e f i sca l i sm, d o m i n a t e d ma ins t r eam e c o n o m i c s a n d b e c a m e the s t a n d a r d 
a p p r o a c h to m a c r o e c o n o m i c ana lys is , 

1.1.2 T h e d i s e q u i l i b r i u m in te rpre ta t ion o f K e y n e s ' s theory 

Pa t i nk in (1956) w a s the f irst econom is t to f o rma l i ze a " K e y n e s i a n " m o d e l tha t 
t rea ts u n e m p l o y m e n t as a d i sequ i l i b r i um s i tua t ion . In chap te r 13 of h is Money, 
Interest, and Prices, Pa t ink in d e v e l o p s a theore t i ca l s t ruc ture in w h i c h i n v o l u n t a r y 
u n e m p l o y m e n t is exp la ined so le ly as a resul t o f sho r t - run w a g e rigidity. 

A s s u m i n g that, in the long run , the marke ts b e h a v e a c c o r d i n g to the W a l r a s i a n 
tatonnemenl^s logic, Pa t ink in r e m a r k s tha t " t h e s e f o r c e s [ f lex ib le p r i c es a n d 
w a g e s ] wi l l res to re the e c o n o m y to a s ta te of fu l l e m p l o y m e n t , " (1965 , p 328) , 
Bes ides , Pa t ink in e m p h a s i z e s that , at least in t he long run , " ., a n equ i l i b r i um 
pos i t i on always exists a n d ... t h e e c o n o m y will always converge to it ( i b id , p 3 2 8 , 
i ta l ics a d d e d ) . In th is context , Pa t ink in exp resses the v i ew that t he K e y n e s i a n t heo ry 
c a n be in te rp re ted as a d y n a m i c d i sequ i l i b r i um ana lys i s of a W a l r a s i a n g e n e r a l 
equ i l i b r i um sys tem 

T h e " K e y n e s i a n " d i sequ i l i b r i um mode l s w e r e a l so exp lo red in the wr i t i ngs o f 
Ba r ro a n d G r o s s m a n (1971) , B e n a s s y (1975) , a n d M a l i n v a u d (1977) 

Un l i ke Pa t ink in , w h o ana l yzes the K e y n e s i a n d i sequ i l i b r i um as a resul t o f fa i l u re 
t o o b t a i n sho r t - run f lex ib le w a g e s in the labor market , Bar ro a n d G r o s s m a n d e v e l o p 
a g e n e r a l d i sequ i l i b r i um mode l , bo th for b o o m s a n d d e p r e s s i o n s , to spec i fy ra t i on ing 
ru les in t he g o o d s a n d labor marke ts w h e n the vec to r of p r i ces a n d w a g e s is 
e x o g e n o u s T h e m a i n ins igh t of th i s mode l , a c c o r d i n g to Ba r ro a n d G r o s s m a n , is t ha t 
t h e e c o n o m i c sys tem wi l l a l w a y s r e s p o n d d i f ferent ly to a spec i f i c shock , d e p e n d i n g 
o n h o w pr ices a n d w a g e s di f fer f r om the vec to r of p r i ces a n d w a g e s at fu l l 
e m p l o y m e n t equ i l i b r i um 

B e n a s s y a n d M a l i n v a u d inves t iga te the m ic ro founda t i ons of d i sequ i l i b r i um 
m a c r o e c o n o m i c s to exp la in the c a u s e s of p r ice a n d w a g e r ig id i t ies. Desp i t e s o m e 
ins igh ts re la ted to imper fec t compe t i t i on in t he g o o d s a n d labor marke t , s u c h a s 
unce r ta i n t i es a n d t ransac t i on or in fo rmat ion cos ts , t he au tho rs restr ic t t h e m s e l v e s to 
s u g g e s t i n g fu r ther r esea rch in th is a rea . For ins tance , M a l i n v a u d s ta tes tha t " [ t ]he 
g e n e r a l equ i l i b r i um a p p r o a c h , in a w o r l d w h e r e p r i ces a re s t icky in shor t run , is no t 
on l y h igh ly re levan t but a lso h igh ly cha l l eng ing " (1977 , p. 166) . 



In c o n c l u s i o n , t he d i sequ i l i b r i um a p p r o a c h c la ims that cyc l i ca l f l uc tua t i ons in t he 
leve ls of ou tpu t a n d e m p l o y m e n t a re re la ted to the fact that p r ices , in m o n e t a r y un i ts , 
ad jus t s low ly to b r ing supp ly a n d d e m a n d back into a marke t - c l ea r i ng equ i l i b r i um In 
th i s contex t , t he d i sequ i l i b rum theo ry s e e m s to accept t he theo ry of t he ex i s tence of 
t he W a l r a s i a n equ i l i b r ium of long run as a mat ter of faith 

1.2 T h e c lass ica l c o u n t e r - r e v o l u t i o n 

1.2.1 F r i e d m a n a n d t h e M o n e t a r i s t s 

In t h e late 1960s the neoc lass i ca l Keynes ian i sm su f fe red a t tacks f r o m a d i f ferent 
s c h o o l o f t hough t , ca l l ed mone ta r i sm , w h e n many e c o n o m i e s b e g a n to e x p e r i e n c e 
h i gh ra tes of in f la t ion Th is theore t i ca l a t tack c a m e in t he fo rm of re -es tab l i sh ing the 
quan t i t y t heo ry of m o n e y to m a c r o e c o n o m i c ana lys i s T h e d e b a t e b e t w e e n 
" K e y n e s i a n " a n d Mone ta r i s t e c o n o m i s t s w a s f o c u s e d on two spec i f i c po in ts (i) t he 
re l a t i onsh ip b e t w e e n the m o n e y interest ra te a n d the leve ls o f p r i ce a n d ou tpu t , a n d 
(ii) t he ro le a n d c o n d u c t of m a c r o e c o n o m i c s tab l i za t ion po l icy 

T h e Mone ta r i s t s exp ress the v i e w that m o n e y is ex t reme ly impor tan t in 
m a c r o e c o n o m i c s , e i ther b e c a u s e it a f fects tempora r i l y the ou tpu t a n d e m p l o y m e n t 
leve ls or by the fac t that , in t he long run , c h a n g e s in t he m o n e y supp l y af fect on ly t he 
p r i ce leve l In F r i e d m a n ' s o w n wo rds , " . m o n e y is al l that mat te rs fo r c h a n g e s in 
nominal i n come a n d fo r short-run c h a n g e s in real i ncome" (1970 , p .217) 

If m o n e y mat te rs , w h i c h s h o u l d be the mone ta ry ru les to ma in ta i n s tab i l i ty in t he 
e c o n o m i c s y s t e m ? F r i e d m a n ' s 1 9 6 8 ar t ic le. The Role of Monetary Policy, cons i de r s 
th i s sub jec t A r g u i n g that t he Keynes ian theo ry d o e s not h a v e a m o n e t a r y 
e x p l a n a t i o n for a l ong - run theo ry of unemp loymen t , F r i e d m a n concen t ra tes h is 
a n a l y s i s on two ques t ions : W h a t a re the l imi ta t ions of mone ta ry po l i cy? H o w shou ld 
t he m o n e t a r y au thor i t i es run mone ta ry po l i cy? 

T h e a n s w e r to the f i rst ques t i on is re la ted to the F r i e d m a n ' s e x p e c t a t i o n s -
a u g m e n t e d Phi l l ips cu rve mode l , F r i edman 's a rgumen t is that , in t he long run , the 
Ph i l l i ps c u r v e is uns tab le b e c a u s e po l i cymake rs incor rec t ly a s s u m e they can 
in te r fe re in t he e c o n o m i c s y s t e m F r i e d m a n p resen ts a mod i f i ed ve rs i on of t h e 
Ph i l l ips c u r v e w h i c h inco rpora tes expec ta t ions abou t in f la t ion to exp la in w h y th is 
v i e w by po l i c ymake rs is m is taken T h e a s s u m p t i o n m a d e by F r i e d m a n is tha t 
e c o n o m i c a g e n t s a d a p t the i r expec ta t i ons in l ight of past e x p e r i e n c e a n d rev ise the i r 
e x p e c t a t i o n s for e a c h pe r i od of t ime 

Forma l l y , the F r i e d m a n m o d e l c a n be rep resen ted as fo l lows : 

Pr =f{Pt-x).^ e {1 ,2, } (1) 

w h e r e P® is t he e x p e c t e d rate of in f la t ion in pe r i od t a n d Pt_x is t he ra te of in f la t ion 

w h i c h o c c u r r e d in t he past 
W h a t wi l l h a p p e n in th is adap ta t i ve expec ta t i on mode l w h e n t h e g o v e r n m e n t 

a t t emp ts to r educe u n e m p l o y m e n t by mone ta ry e x p a n s i o n ? A c c o r d i n g to F r i e d m a n , 
t he in i t ia l ef fect of mone ta ry expans ion wi l l be to inc rease a g g r e g a t e d e m a n d , 
spec i f i ca l l y , c o n s u m p t i o n a n d inves tmen t As a c o n s e q u e n c e , t h e ra te of in f la t ion wi l l 

According t o the Phillips curve, there is always a trade-off between the rates of inflation and 
unemployment See, for instance, Phillips (1958) 



a lso inc rease . In a con tex t in w h i c h expec ta t i ons a re f o r m e d a c c o r d i n g to adap ta t i ve 
ru les , as e q u a t i o n (1) s h o w s , t he e c o n o m i c agen ts , soone r or later, wi l l learn a b o u t 
t he in f la t ion ; consequen t l y , the expec ted ra te of in f la t ion wi l l ad jus t to equa l t h e 
cur ren t ra te of in f la t ion. W h e n th is s i tua t ion occurs , the u n e m p l o y m e n t rate w i l l 
re tu rn to its in i t ia l pos i t i on 

F r i e d m a n ' s c o n c l u s i o n is that, in the long run , mone ta ry po l i cy c a n n o t c a u s e rea l 
f l uc tua t i ons in t he e c o n o m y A s a c o n s e q u e n c e , F r i e d m a n re jec ts the l ong - run 
s tab i l i ty o f t he Ph i l l i ps c u r v e In F r i e d m a n ' s o w n wo rds , 

" there is always a temporary trade-off between inflation and unemployment, there is no permanent 
trade-off The temporary trade-off comes not from inflation per se, but from unanticipated inflation, 
which generally means, from a rising rate of inflation" (1968, p 11) 

T h e next s tep is F r i edman ' s ana lys is conce rn i ng h o w m o n e t a r y po l i cy shou ld b e 
c o n d u c t e d by m o n e t a r y au thor i t ies F r i edman 's p roposa l is re la t i ve ly s imp le : if t he 
m o n e t a r y au thor i t i es e x p a n d the m o n e y supp l y at a s teady ra te ove r t ime t h e 
e c o n o m y wi l l t e n d to se t t le d o w n at the natura l ra te of e m p l o y m e n t w i t h a s teady ra te 
o f in f la t ion 

T o s u m up , F r i e d m a n a n d the Mone ta r i s t s be l i eve tha t t he e c o n o m y is i nheren t l y 
s tab le - tha t is to say, t he e c o n o m y a lways re turns to its l ong - run equ i l i b r i um at t h e 
na tu ra l ra te of u n e m p l o y m e n t . In th is context , m o n e t a r y a n d f i sca l po l i c ies on l y 
i nc rease instabi l i ty . Impl ic i t is the v i ew that f ree marke t is the so lu t i on fo r s tab i l i z ing 
t he e c o n o m i c s y s t e m at fu l l e m p l o y m e n t 

1.2.2 T h e n e w c lass ica l theory 

In the ear l y 1 9 7 0 s the c lass ica l e c o n o m i c s unde rwen t its o w n " revo lu t ion" : t he 
ra t iona l expec ta t i on hypo thes i s w a s i nco rpo ra ted in t he gene ra l equ i l i b r i um m o d e l s ^ 

A l t h o u g h in i t ia l ly d e v e l o p e d by Mu th (1961) , the ra t iona l expec ta t i on hypo thes i s 
w a s i nco rpo ra ted into m a c r o e c o n o m i c theory ma in ly t h r o u g h the w o r k s of L u c a s 
(1972 , 1973) , Sa rgen t (1973) a n d Sargen t a n d W a l l a c e (1975) . T h e s e au tho rs , s o -
ca l l ed N e w C lass ica l economis t s , a im at p resen t i ng an a l te rna t i ve v i ew to t he 
m a i n s t r e a m neoc lass i ca l K e y n e s i a n m a c r o e c o n o m i c s , i.e. IS -LM ana lys i s , a n d at 
c r i t i c i z ing F r i e d m a n ' s v e r s i o n o f t h e e x p e c t a t i o n s - a u g m e n t e d Ph i l l ips cu rve . 

T h e N e w C lass i ca l s b e c a m e d issa t is f ied w i th neoc lass i ca l K e y n e s i a n m o d e l s 
d u e to t he fac t tha t t hey cou ld not p rov ide a log ica l exp lana t i on fo r t he "s tag f la t ion" 
p rocess , i e. bo th h igh u n e m p l o y m e n t a n d in f la t ion, of t he wo r l d ' s e c o n o m y in t h e 
ear l y 1 9 7 0 s For ins tance , Lucas a n d Sa rgen t a r g u e that " , r e c o m m e n d a t i o n s 
b a s e d o n K e y n e s i a n m o d e l s p r o d u c e d the h ighes t u n e m p l o y m e n t ra tes s ince t h e 
1 9 3 0 s T h i s w a s e c o n o m e t r i c fa i lu re on g r a n d sca le . [The] cen t ra l fac t is tha t 
K e y n e s i a n po l icy r e c o m m e n d a t i o n s have no s o u n d e r bas is , in a sc ien t i f i c s e n s e " 
( 1 9 8 1 , p 303 ) 

G i v e n that neoc lass i ca l K e y n e s i a n mode ls h a v e s o m e e c o n o m e t r i c fa i l u res 
b e c a u s e they canno t p red ic t the va lue of cer ta in e c o n o m i c va r i ab les (e .g . t he leve ls 
of ou tpu t a n d e m p l o y m e n t a n d the pr ice level) , t he N e w C lass i ca l s a r g u e tha t 
K e y n e s ' s t heo ry is not a g o o d gu ide for mone ta ry a n d f i sca l po l i c ies 

^ Rational expectation hypothesis supposes that economic agents know the stochastic process which 
determines the behavior of the variables in each period of t ime See, for instance, Muth (1961) 



In con t ras t to t he neoc lass i ca l K e y n e s i a n mode l s , t he N e w C lass i ca l s inves t iga te 
t he m ic ro founda t i ons of m a c r o e c o n o m i c theory . T h e n e w c lass ica l a p p r o a c h to 
m a c r o e c o n o m i c s p resen ts t h ree ma in hypo theses : (i) t he ra t iona l expec ta t i on 
hypo thes i s , (11) the hypo thes i s tha t p r i ces a n d w a g e s a re set at marke t - c l ea r i ng 
leve ls , a n d (ii i) t he a g g r e g a t e supp ly hypo thes i s 

R e g a r d i n g the cr i t ic ism of F r i edman ' s mode l , t he n e w c lass ica l ana l ys i s 
c o n c e n t r a t e d o n the fo l l ow ing ques t i on : How a re the expec ta t i ons of e c o n o m i c 
a g e n t s f o r m e d ? A c c o r d i n g to N e w C lass ica ls , expec ta t i ons abou t t h e f u tu re v a l u e o f 
in f la t ion is not necessar i l y a s tab le f unc t i on of its pas t va lues . At th is point , the n e w 
c lass i ca l m o d e l s in t roduce the idea that the expec ta t i ons a re ra t iona l 

Ma themat i ca l l y , ra t ional expec ta t i ons can be r ep resen ted as fo l l ows : 

P,l, = E{Pt,,\k) , X e {0 , 1 , 2 , } (2) 

w h e r e P,^^ is the expec ted ra te of in f la t ion in pe r i od f + A , Pf_^x is I h e 

ma thema t i ca l expec ta t i on o f t he rate o f in f la t ion in pe r i od t + A a n d If is t h e 

ava i l ab le in fo rmat ion set at t he e n d of pe r iod t. 
T h e in t roduc t ion of t he ra t iona l expec ta t ion hypo thes i s into the m a c r o e c o n o m i c 

m o d e l s pe rmi t ted , acco rd ing to L u c a s , " a t rea tment of t he re la t ion of i n fo rmat ion to 
expec ta t i ons w h i c h is in s o m e w a y s m u c h more sa t is fac tory t h a n is poss ib le w i t h 
c o n v e n t i o n a l adap ta t i ve expec ta t i ons hypo theses " (1972 , p .104) . T h u s , t he a n a l y s e s 
of t he ex i s tence of a t rade-of f , e i ther t empora ry or pe rmanen t , b e t w e e n in f la t ion a n d 
u n e m p l o y m e n t , a re ques t i oned a n d re jec ted by the n e w c lass ica l a p p r o a c h . In th is 
contex t , w h e n the expec ta t i ons a re no t pers is ten t l y e r r o n e o u s , t he N e w C lass i ca l s 
a r g u e that an t i c i pa ted mone ta ry a n d f isca l po l i c ies do not h a v e impac t in t he leve ls 
of ou tpu t a n d e m p l o y m e n t e v e n in t he short run . In o ther w o r d s , t he N e w C lass i ca l s 
e m p h a s i z e the real supp l y - s ide fac to rs ra ther t h a n mone ta ry a n d f isca l impu lses 

G i v e n that d e m a n d s h o c k s a r e neg lec ted , h o w d o the N e w C lass i ca l s exp la i n t h e 
o b s e r v e d f l uc tua t ions o n ou tpu t a n d u n e m p l o y m e n t leve ls in the real w o r l d ? 
A c c o r d i n g to N e w C lass ica ls , cyc l i ca l f l uc tua t ions in real ou tpu t c a n be exp la i ned as 
a rea l bus iness cyc le d u e to techno log i ca l a n d product iv i ty c h a n g e s in t he e c o n o m y 

In conc l us i on , cons ide r i ng that cyc l ica l f l uc tua t ions a re e x p l a i n e d by a g g r e g a t e 
supp l y a n d tak ing into accoun t the fact of n e w c lass ica l m o d e l s s u p p o s e that 
e c o n o m i c sys tem is a lways se l f -cor rec t ing , there is no d o u b t tha t t he c lass ica l a n d 
n e w c lass ica l theor ies have the s a m e bas ic f ounda t i ons : Say ' s L a w and /o r W a l r a s ' s 
L a w a n d the quan t i t y t heo ry of money , i e m o n e y is neu t ra l It f o l l ows f r o m th is 
c o n c l u s i o n that N e w C lass ica ls have a t tempted to br ing back t he s a m e a s s u m p t i o n s 
of " o l d " c lass ica l e c o n o m i c s that Keynes ' s G T cr i t i c ized a n d re jec ted s ixty y e a r s ago . 
T h u s , as w e know, it is no th ing "new" 

" There are two microeconomics assumptions related to the aggregate supply hypothesis, (i) workers and 
f irms optimize their behavior, and (ii) the supply functions of labor and output by workers and f irms depend 
upon relative prices 



1.3 T h e n e w K e y n e s i a n theory : t h e " K e y n e s i a n " m i c r o f o u n d a t i o n s o f n o n -
W a l r a s i a n e q u i l i b r i u m 

N e w K e y n e s i a n theory , d e v e l o p e d du r ing the 1980s as a r e s p o n s e to n e w 
c lass ica l theory , a ims at p resen t i ng a theore t i ca l s t ruc ture , b a s e d o n the 
m i c r o e c o n o m i c f o u n d a t i o n s of " K e y n e s i a n " economics , cr i t ica l of t he n e w c lass i ca l 
m o d e l s / Th i s n e w K e y n e s i a n s t ruc tu re inves t iga tes wha t t he N e w K e y n e s i a n s 
be l ieve to be the essen t ia l a s p e c t o f K e y n e s ' s t heo ry t he e x i s t e n c e o f p r i ce a n d 
w a g e r ig id i t ies A c c o r d i n g to M a n k i w a n d Romer , " [b ]ecause w a g e a n d p r i ce 
r ig id i t ies are o f ten v i e w e d as cen t ra l to K e y n e s i a n e c o n o m i c s , m u c h effort w a s 
a i m e d a t s h o w i n g h o w t h e s e r ig id i t ies a r i se f r o m the m i c r o e c o n o m i c s o f w a g e a n d 
pr ice se t t ing" ( 1 9 9 1 , p . 1 , i ta l ic added ) 

W h y a re p r i ces a n d w a g e s in f lex ib le? W h a t a re t he m a c r o e c o n o m i c imp l i ca t ions 
w h e n p r i ces a n d w a g e s a re s t i cky? T h e n e w K e y n e s i a n theo ry t r ies t o a n s w e r t h e s e 
ques t i ons 

G o r d o n (1990) a n d G r e e n w a l d a n d St ig l i tz (1993) ident i fy s o m e ins igh ts of t he 
n e w K e y n e s i a n t heo ry W a g e r ig id i ty is exp la i ned by m o d e l s re la ted to d i sequ i l i b r i um 
in t he labor marke t , s u c h as e f f i c iency w a g e s , impl ic i t con t rac ts , and /o r ins ider -
ou ts ide r w o r k e r s O n the o ther h a n d , pr ice r ig id i ty is exp la ined by m o d e l s re la ted to 
imper fec t compe t i t i on in t he g o o d s marke t , s u c h as t he h igh ma rg i na l cos ts o f p r i ce 
ad jus tmen t 

S i n c e labor is not a h o m o g e n o u s g o o d , the mode l s of e f f i c iency w a g e s s u p p o s e 
tha t l abor ' s p roduc t i v i t y is a f fec ted by the w a g e pa id by f i rms If the qua l i t y of w o r k e r s 
is re la ted to the w a g e s rece ived , any w a g e reduc t ion p r o p o s e d by f i rms wi l l c a u s e a 
fa l l in labor 's p roduc t iv i t y ; as a resul t , prof i t a lso fa l ls . In th is s i tua t ion , f i rms wi l l no t 
cut w a g e s w h e n d e m a n d dec l i nes . H e n c e , u n e m p l o y m e n t resu l ts 

T h e m o d e l s of impl ic i t con t rac ts a r g u e that, in a context in w h i c h t he w o r k e r s a re 
r isk a v e r s e a n d h a v e l imi ted a c c e s s to the f inanc ia l marke ts , f i rms of fer t hem a n 
i n s u r a n c e aga ins t i n c o m e f l uc tua t ions by s tab i l i z ing the i r rea l w a g e s If w o r k 
con t rac ts a re n e g o t i a t e d a c c o r d i n g to th is "c lause" , f l uc tua t ions in t h e leve l o f ou tpu t 
do not c a u s e c h a n g e s in real w a g e s . In o ther w o r d s , a c c o r d i n g to t h e impl ic i t 
con t rac t mode ls , the w a g e rate not on ly rep resen ts p a y m e n t fo r labor se rv i ces bu t 
a lso rep resen ts an i nsu rance aga ins t the r isk of f luc tua t ions in the leve ls o f i n c o m e 
a n d ou tpu t d u e to e x o g e n o u s s h o c k s 

T h e ins ide r -ou ts ide r w o r k e r s mode l e x a m i n e s the imp l ica t ions of w h a t h a p p e n s 
w h e n w o r k e r s h a v e s o m e ba rga in i ng powe r A c c o r d i n g to th is m o d e l , the labor 
m a r k e t is f o r m e d b y h i r e d w o r k e r s ( ins iders ) a n d u n e m p l o y e d w o r k e r s (ou ts ide rs ) 
A s s u m i n g that t he ins ider w o r k e r s h a v e s o m e ba rga in ing power , t he re is a "taci t 
c o n s e n s u s " b e t w e e n f i rms a n d e m p l o y e d worke rs wh i ch mi l i ta tes aga ins t w a g e 
reduc t i on in t h e f a c e o f r e d u c t i o n s in a g g r e g a t e d e m a n d . In th i s c i r cums tance , f i rms 
accep t t he cons tan t w a g e d e m a n d of ins ider wo rke rs b e c a u s e the subs t i t u t i on of a n 
ou ts ide r wo rke r for a n ins ider o n e invo lves h igh cos ts of h i r ing a n d t ra in ing for t he 
f i rms. Fur ther , th i s h i g h cos t of subs t i tu t ion p rov ides ins ider w o r k e r s w i t h b a r g a i n i n g 
p o w e r to avo id d i sm issa l a n d w a g e reduc t ion . 

' According to New Keynesians, the new classical theory does not provide a consistent explanation why 
labor and output supply functions do not change when there are demand shocks 



T h e m o d e l s of cos ts of p r ice ad jus tment , so -ca l l ed m e n u cos ts , cons ide r that , 
a c c o r d i n g to Mank iw , the f i rm " se ts its pr ice in a d v a n c e , a n d c h a n g e s that p r ice ex 
pos t on ly by incur r ing a smal l m e n u cost" (1985, p 530) . E v e n if t he re a re d e m a n d 
f l uc tua t i ons , the re fo re , p r i ces d o not ad just in t he shor t run b e c a u s e the re a re s o m e 
cos t s i nvo lved in c h a n g i n g p r ices In o ther wo rds , the c o n c e p t of m e n u cos ts imp l ies 
tha t f i rms a re p r i ce -se t te rs a n d h a v e m o n o p o l y power 

T w o q u e s t i o n s re la ted to t he cent ra l hypo thes is of t he n e w K e y n e s i a n theory , 
p r i ce a n d w a g e r ig id i t ies de te rm in ing m a c r o e c o n o m i c f l uc tua t ions , d e s e r v e s o m e 
re f lec t ions ; W h a t do pr ice a n d w a g e r ig id i t ies imply in gene ra l equ i l i b r i um ana l ys i s? 
T h e a n s w e r w a s par t l y p r e s e n t e d b y t h e d i sequ i l i b r i um theo ry d e v e l o p e d du r i ng t he 
1970s T h e or ig ina l i t y of t he n e w K e y n e s i a n theory , however , l ies in t he a t tempt to 
f i nd a cons i s ten t m i c r o e c o n o m i c theo ry of pr ice a n d w a g e r ig id i t ies, s h o w i n g h o w the 
e c o n o m i c a g e n t s op t im ize the i r behav io r unde r such imper fec t ions . W h y a re s u c h 
m o d e l s ca l l ed K e y n e s i a n ? T h e exp lana t ion s e e m s to be a s s o c i a t e d w i t h a 
m i s l e a d i n g read ing of the GT K e y n e s i a n invo lun tary u n e m p l o y m e n t is in te rp re ted by 
N e w K e y n e s i a n s , not as t he resul t o f an insuf f ic iency of e f fec t ive d e m a n d , exp la i ned 
by t he ex i s t ence of m o n e y per se , but rather d u e to t he fac t that p r i ces a n d w a g e s 
a re s t icky In o ther wo rds , the N e w Keynes ians a rgue that a n u n d e r e m p l o y m e n t 
equ i l i b r i um can on ly occu r if p r i ces a n d w a g e s a re not per fec t ly f lex ib le 

2. A POST KEYNESIAN CRITIQUE OF ORTHODOX MACROECONOIVIIC THEORIES 

K e y n e s w r o t e in the GT's p re face that " [ t ]he di f f icul ty l ies not in the n e w ideas, 
but in escaping from the old ones, w h i c h ramify, for t hose b rough t up as mos t of us 
h a v e b e e n , into eve ry co rne r of our m inds" (1964 , p vi i i ; i ta l ics added ) 

T h e a b o v e quo ta t i on a p p l i e s u n d o u b t e d l y to t he seve ra l theore t i ca l s t ruc tu res 
p r e s e n t e d in the p rev ious sec t ion W h e n in terpre t ing a n d cr i t ic iz ing K e y n e s ' s 
ana lys i s , a s p r e s e n t e d in the GT, m a n y m a c r o e c o n o m i c theor i s ts a t tempt to exp la in 
u n e m p l o y m e n t as shor t - run ma lad jus tmen ts d u e to (i) e las t ic i t ies of t he d e m a n d fo r 
money , i e. t h e s l o p e o f t he L M cu rve , (ii) p r i ce a n d w a g e r ig id i t ies, (i i i) i ncor rec t 
expec ta t i ons , and /o r (iv) macroex te rna l i t i es , such as coo rd ina t i on fa i lu res Un l i ke 
Keynes , w h o a r g u e d that long- run u n e m p l o y m e n t equ i l i b r i um is a lways poss ib le , 
most o r thodox m a c r o e c o n o m i c theo r ies s e e m to be l ieve that , in the long run , t he 
" inv is ib le h a n d " a n d f ree marke t stil l con t i nue to be the so lu t ion fo r k e e p i n g the 
e c o n o m y at its l ong - run fu l l e m p l o y m e n t equ i l i b r ium 

In t he GT K e y n e s exp la ined w h y in a mone ta ry capi ta l is t e c o n o m y the e c o n o m i c 
s y s t e m is not se l f - co r rec t ing in e i ther the shor t - run or the long - run S imu l taneous ly , 
K e y n e s s u g g e s t e d e c o n o m i c ins t i tu t ions w h i c h cou ld he lp to a v o i d pe r iods of 
d e p r e s s i o n 



K e y n e s ' s ana l ys i s is d e v e l o p e d on t h ree theore t i ca l p ropos i t i ons : t he theo ry of 
i n come de te rm ina t i on (p ropens i t y to c o n s u m e a n d mul t ip l ier ) , t he t heo ry o f 
i nves tmen t (marg ina l e f f i c iency o f cap i ta l ) , a n d the t heo ry o f in te res t ra te ( l iqu id i ty 
p re fe rence ) . T h e s e theor ies , a c c o r d i n g to Post Keynes ians , a re d e v e l o p e d in a 
contex t in w h i c h t he real w o r l d has t he fo l l ow ing charac te r is t i cs ; (i) m o n e y ma t te rs in 
bo th t he shor t - run a n d long- run , (ii) the fu tu re is unce r ta in , (iii) con t rac ts a r e 
d e n o m i n a t e d in m o n e y te rms , (iv) m o n e y has two spec i f i c p roper t i es tha t 
d i f fe ren t ia te it f r o m the o ther p roduc ib l e goods , a n d (v) u n e m p l o y m e n t in a n 
mone ta ry or en t rep reneur ia l e c o n o m y , i e. an e c o n o m y in w h i c h f l uc tua t i ons of 
e f fec t ive d e m a n d a re exp la i ned as a mone ta ry p h e n o m e n o n , is a no rma l resul t , * 

Mos t o r t hodox in te rp re ta t ions a n d con t rove rs ies re la ted to w h a t K e y n e s m e a n t in 
h is GT h a v e no t b e e n a n a l y z e d w i t h re fe rence to t h e s e p r o p o s i t i o n s a n d 
charac te r is t i cs . 

T h e H icks ian in te rpre ta t ion of G T p rov i ded s o m e log ica l m i s u n d e r s t a n d i n g s of 
K e y n e s ' s t h e o r y ^ For examp le , (i) it subs t i tu ted the W a l r a s i a n s y s t e m of g e n e r a l 
equ i l i b r i um fo r K e y n e s ' s Marsha l l i an equ i l i b r ium; (ii) it d i c h o t o m i z e d the real a n d 
mone ta ry marke ts , a n d (ii i) it d i d not ana l yze the ro le tha t expec ta t i on a n d 
uncer ta in t y have on e f fec t ive d e m a n d 

T h e K e y n e s i a n equ i l i b r ium in t he GT is re la ted to a p rocess in w h i c h f l uc tua t i ons 
in the e c o n o m y a lways invo lve c h a n g e s in the ceteris paribus cond i t i ons , i e o the r 
th ings b e i n g equa l In o ther wo rds , K e y n e s uses Marsha l l ' s m e t h o d of par t ia l 
equ i l i b r i um in his equ i l i b r ium ana lys i s in the G T , ' " Impl ic i t ly, H icks (1974 , 1980 -81 ) 
r e c o g n i z e d his in te rpre ta t ive m i s u n d e r s t a n d i n g rega rd ing the K e y n e s ' s GT 
equ i l i b r i um m e t h o d w h e n he s ta tes t h a t " , the idea of IS -LM d i a g r a m c a m e to me a s 
a resul t o f t he w o r k I had b e e n d o i n g on th ree -way e x c h a n g e , c o n c e i v e d in a 
W a l r a s i a n m a n n e r " ( 1 9 8 0 - 8 1 , p 141-2 ) 

T h e d i c h o t o m y b e t w e e n real a n d mone ta ry marke ts is not compa t i b l e w i t h 
K e y n e s ' s t heo ry w h e n m o n e y is neve r neut ra l In o ther wo rds , K e y n e s ins is ted o n 
a n a l y z i n g a s y s t e m w h e r e m o n e t a r y t heo ry is a t heo ry of ou tpu t a s a w h o l e . T h e 
fo l l ow ing p a s s a g e f rom the GT i l lus t ra tes tha t the real a n d m o n e t a r y m a r k e t s a r e 
a lways i n t e r d e p e n d e n t and , the re fo re , canno t be d i c h o t o m i z e d " T h e d i v i s i on o f 
E c o n o m i c s b e t w e e n T h e o r y of V a l u e a n d Dis t r ibut ion on the o n e h a n d a n d the 
T h e o r y of M o n e y o n the o ther h a n d is, I th ink, a false division" ( 1964 , p 2 9 3 , i ta l ics 
a d d e d ) 

F ina l ly , H icks admi t t ed that t he expec ta t i ons , f o r m e d in a con tex t of unce r ta in ty , 
a re left ou t in t he IS-LM's ana lys is . In H icks 's o w n wo rds , ". t he re is n o s e n s e in 
l iquid i ty, un less expec ta t i ons a re unce r ta in . But h o w is a n unce r ta in expec ta t i on to 
be rea l i zed? W h e n the m o m e n t a r r i ves to w h i c h t he expec ta t i on re fers , w h a t 
r ep laces it is fact , fac t w h i c h is not uncertain" ( 1 9 8 0 - 8 1 , p .152; i ta l ics added ) . 

It is no t su rp r i s i ng , the re fo re , tha t K e y n e s i a n theo ry has b e e n ear l i e r i n t e rp re ted 
by H icks a s the " e c o n o m i c s of d e p r e s s i o n " T h e r e is, however , a n o t h e r 
m i s u n d e r s t a n d i n g o f H icks w h i c h can be exp la ined by ch rono log i ca l r e a s o n i n g . 

" See, for instance, Davidson (1994, p 17-8) 
^ Ttiese logical misunderstandings were admitted by Hicks years later According to fi lm, " as t ime has 
gone on, I have myself become dissatisfied with it [IS-LM diagram]" (1980-81, p 139) 

A specific analysis about equil ibrium in Keynes's theory can be found in Chapter 2 of Leijonhufvud's 
book (1968) 



K e y n e s ' s 1940 ar t ic le , How to Pay for the War, a r g u e d that K e y n e s i a n theo ry c a n be 
a l so a s s o c i a t e d w i th s i tua t ions in w h i c h the e c o n o m i c res t r ic t ions a re not on ly of 
d e m a n d M o r e spec i f i ca l l y , in th is ar t ic le K e y n e s a n a l y z e d the m a c r o e c o n o m i c 
equ i l i b r i um imp l i ca t ions w h e n the e c o n o m y is at its fu l l e m p l o y m e n t equ i l i b r i um. 

T h e d i sequ i l i b r i um in te rp re ta t ion of Keynes ' s theory a n d , by ex tens ion , t he n e w 
K e y n e s i a n theo ry be l i eve , at least in t he shor t run , tha t K e y n e s i a n u n e m p l o y m e n t 
o c c u r s so le ly d u e to t he fac t that p r i ces a n d w a g e s are st icky. In o the r w o r d s , t h e s e 
t heo r i es a r g u e that it is supp ly cons t ra in ts a n d not an insu f f i c iency of e f fec t ive 
d e m a n d that c a u s e s u n e m p l o y m e n t . 

Desp i t e t he fac t tha t in Chap te r 3 of the G T K e y n e s s u p p o s e d , only io s imp l i fy h is 
ana l ys i s a b o u t t he p r inc ip le of e f fec t ive d e m a n d , that p r i ces a n d w a g e s a re in f lex ib le 
in t he shor t run (1964 , p 27) , th is is ne i ther a necessa ry nor a suf f ic ient cond i t i on to 
exp la in K e y n e s i a n invo lun ta ry u n e m p l o y m e n t A c c o r d i n g to Keynes , e c o n o m i c 
f l uc tua t i ons a p p e a r b e c a u s e " b o o m s a n d dep ress ions a re p h e n o m e n a pecu l ia r to 
a n e c o n o m y in w h i c h ... money is not neutral' (1973a , p 4 1 1 , i ta l ics added ) . T h e 
f o l l ow ing p a s s a g e s f r o m the G T s h o w that K e y n e s i a n d i sequ i l i b r i um c a n occu r e v e n 
w h e n p r i ces a n d w a g e s a re f lex ib le 

' the Classical Theory has been accustomed to rest the supposedly self-adjusting character of the 
economic system on an assumed fluidity of money-wages, and, when there is rigidity, to lay on this 
hgidity the blame of maladjustment A reduction in money-wage is quite capable in certain 
circumstances of affording a stimulus to output, as the classical theory supposes My difference from 
this theory is primarily a difference of analysis" (1964, p 257, italic added) 

"There is no ground for the fceftef that a flexible wage policy is capable of maintaining a state of 
continues full employment The economic system cannot be made self-adjusting along [this line]" 
(ibid , p 267, italics added) 

In l ight of t he a b o v e quo ta t ions , it is di f f icul t to accep t t he idea that , in the 
K e y n e s ' s GT, p r ice a n d w a g e r ig id i t ies are the c a u s e of t he u n d e r e m p l o y m e n t 
equ i l i b r i um. In o ther w o r d s , a c c o r d i n g to Keynes ' s ana lys is , w h a t e v e r t he cond i t i ons 
o f supp l y a re , u n e m p l o y m e n t equ i l i b r ium can a lways occu r Fur ther , t he 
d i sequ i l i b r i um a n d n e w K e y n e s i a n mode l s p rov ide on ly a n exp lana t i on of t he lack of 
var iab i l i t y in p r i ces a n d w a g e s , but do not exp la in u n e m p l o y m e n t equ i l i b r i um. 

T h e m o n e t a r y t heo ry of moneta r i s t a n d n e w c lass ica l m o d e l s is essen t ia l l y 
d i f ferent f r om K e y n e s ' s mone ta ry theory in the s e n s e that t hey cons ide r tha t m o n e y 
must be, at least in t he long run , neu t ra l . Moreover , s o m e h y p o t h e s e s in t hese 
m o d e l s m is rep resen t the d y n a m i c charac te r i s t i cs of m o d e r n en t rep reneu r ia l 
e c o n o m i e s . " 

K e y n e s ' s m o n e t a r y t heo ry exp lo res a spec i f i c ques t ion : W h a t a re the essen t ia l 
p rope r t i es of m o n e y ? In Chap te r 17 of t he GT", Keynes a r g u e s that m o n e y has two 
essen t ia l p roper t i es w h i c h fo l l ow f rom the ex is tence of uncer ta in ty on the o n e h a n d , 
m o n e y ' s e las t ic i ty of p roduc t i on is ze ro (or neg l ig ib le ) ; that is to say, m o n e y is not 
p roduc ib l e by t he u s e of labor in the pr iva te sec to r Second ly , m o n e y ' s e las t ic i ty of 
subs t i tu t i on w i t h respec t to t he p roduc ts of indust ry is ze ro (or neg l ig ib le ) , w h i c h 
m e a n s that any p roduc ib l e g o o d cannot rep lace m o n e y as a l iqu id s to re of va lue 
w h e n the re la t ive pr ice of m o n e y inc reases . 

G i v e n t h e s e e las t ic i ty p roper t ies , f l uc tua t ions in e f fec t ive d e m a n d a p p e a r 
b e c a u s e , w h e n the fu tu re is uncer ta in , p e o p l e dec i de to ho ld m o n e y as a s to re of 

" The characteristics of an entrepreneurial economy are explored by Keynes (1979, p 76-101) 



va lue A s a c o n s e q u e n c e , they pos tpone thei r expend i t u re dec i s ions ou t of cu r ren t 
i n come In o ther vi/ords, in a wo r l d w h e r e p e o p l e canno t p red ic t f u tu re , 
u n e m p l o y m e n t equ i l i b r i um can a lways occur b e c a u s e , w h e n the fu tu re b e c o m e s 
m o r e unce r ta in , peop le dec i de to i nc rease the i r d e m a n d fo r l iqu id asse ts , espec ia l l y 
m o n e y that is l iqu id par excellence, at the e x p e n s e of pu r chas ing p r o d u c i b l e g o o d s . 
C o n s e q u e n t l y , p e o p l e d e c i d e to buy fewer p roduc ts a n d en t rep reneu rs , f o l l o w i n g 
the i r " an ima l sp i r i ts" , d e c r e a s e e m p l o y m e n t h i r ing . 

In th is way , con t ra ry to F r i edman ' s s ta temen t tha t m o n e y d o e s not h a v e 
i m p o r t a n c e in Keynes ' s ana l ys i s (1968 , p i ) , m o n e y has an i n d i s p e n s a b l e ro le in t h e 
K e y n e s ' s theory : Keynes ' s t heo ry is a mone ta ry theory of p roduc t i on , i.e. in a w o r l d 
w i th uncer ta in ty , m o n e y af fects t he p roduc t ion p rocess of an e c o n o m y m o v i n g 
t h r o u g h t ime 

If m o n e y mat te rs bo th fo r F r i e d m a n a n d Keynes , the cent ra l ques t i on is w h e t h e r 
m o n e y is neu t ra l in the e c o n o m i c sys tem In Keynes , m o n e y is neve r neu t ra l , w h i l e 
F r i e d m a n a c c e p t s the long - run neut ra l i ty of money . O n the o ther h a n d , t h e n e w 
c lass i ca l m o d e l s a s s u m e that m o n e y is a lways neut ra l in bo th the sho r t - run a n d 
l ong - run 

C o n c e r n i n g the rea l i sm of s o m e assump t i ons of t he m o n e t a r i s m a n d n e w 
c lass ica l theor ies , the re a re at least th ree ma in c r i t i c i sms First, it is d i f f icu l t to 
imag ine tha t the re is a n " inv is ib le h a n d " gu id ing the e c o n o m y to t he e f f i c ien t 
a l l oca t i on of r esou rces Con t ra ry to th is assump t i on , K e y n e s ' s theory sugges t s that , 
in t h e rea l w o r l d , t h e "v is ib le h a n d " of a S ta te o rgan i za t i on is ". t h e on l y m e a n s o f 
s e c u r i n g a n app rox ima t i on to ful l emp loymen t " (1964 , p 378) 

S e c o n d , in the real w o r l d , do e c o n o m i c a g e n t s f o rm the i r expec ta t i ons b a s e d o n 
an e r g o d i c s tochas t i c p rocess?"^ D a v i d s o n (1982 -83 , p 188-9) a r g u e s tha t t h e 
ra t iona l expec ta t i on hypo thes i s d e n i e s the r i sk -uncer ta in ty d is t inc t ion d e v e l o p e d by 
K e y n e s T h u s , t he N e w C lass i ca l s reduce uncer ta in ty to s i tua t ion of r isk. Con t ra ry t o 
ra t iona l e x p e c t a t i o n hypo thes is , Keynes a r g u e d that p e o p l e f o rm the i r e x p e c t a t i o n s 
as "unce r ta in k n o w l e d g e " A c c o r d i n g to Keynes , in a n unce r ta in wo r l d , ". h u m a n 
d e c i s i o n s a f fec t ing the fu tu re , w h e t h e r pe rsona l or po l i t ica l or econom ic , c a n n o t 
d e p e n d o n str ict ma thema t i ca l expec ta t i on , s ince the bas is for m a k i n g s u c h 
ca l cu la t i ons d o e s not exist" (1964 , p .162-3) 

T h i r d , a c c e p t i n g the n e w c lass ica l a s s u m p t i o n of in te r tempora l subs t i t u t i on o f 
le i su re to exp la i n u n e m p l o y m e n t is to be l ieve , a c c o r d i n g to G r e e n w a l d a n d St ig l i tz , 
t h a t " w o r k e r s in 1932 , for examp le , took more le isure b e c a u s e w a g e s l ooked low" 
(1987 , p 119) It f o l l ows f r o m th is quo ta t i on that N e w C lass i ca l s be l i eve tha t t h e 
e c o n o m i c s y s t e m has so le ly a t empora ry d i sequ i l i b r i um d u e to " f r ic t iona l " a n d 
"vo lun ta ry " u n e m p l o y m e n t h y p o t h e s e s 

3. C O N C L U S I O N 

T h i s a r t i c le has a t t emp ted to s h o w that the o r thodox in terpre ta t ive t heo r i es of t h e 
GT ( "Keynes ian" ) a n d the cr i t ica l theor ies of the K e y n e s i a n revo lu t ion ( m o n e t a r i s m 
a n d n e w c lass ica l ) have s o m e log ica l i ncons is tenc ies w h e n c o m p a r e d w i t h K e y n e s ' s 

In an ergodic stochastic process the expected value of a probability distribution can be always est imated 
from past observation 
" See, for instance, Keynes (1973b, p 113-4) 



GT ana lys i s . T h e y a lso m is rep resen t t he d y n a m i c charac te r i s t i cs of m o d e r n 
en t rep reneu r i a l e c o n o m i e s T h e "Keynes ians " (Neoc lass i ca l K e y n e s i a n s a n d N e w 
K e y n e s i a n s ) s u p p o s e that K e y n e s i a n invo lun tary u n e m p l o y m e n t occu rs d u e to e i ther 
a l iqu id i ty t rap and /o r pr ice a n d w a g e r ig id i t ies In th is context , t hey d i f fe r f r o m the 
e s s e n c e of K e y n e s ' s ana l ys i s , i.e the mone ta ry t heo ry of p roduc t i on , m in im iz i ng t he 
revo lu t i ona ry cha rac te r o f the Keynes ian theory . T h e Mone ta r i s t s a n d N e w 
C lass i ca l s b r ing back s o m e assump t i ons f rom c lass ica l e c o n o m i c s , s u c h as Say 's 
Law, neut ra l i ty of money , at least in t he long run , marke t - c l ea r i ng a n d per fect 
compe t i t i on a n d in fo rmat ion , w h i c h s e e m not to be seen in real w o r l d e c o n o m i c 
ac t iv i t ies P a r a p h r a s i n g K e y n e s ' s a rgumen t (1964 , p.16), w h e n he a t t emp ted to 
exp la i n w h y the f u n d a m e n t a l c lass ica l ax i oms w e r e w r o n g , the mone ta r i s t a n d n e w 
c lass ica l t heo r i es " r e s e m b l e Euc l i dean g e o m e t e r s in a n n o n - E u c l i d e a n w o r l d " 

Mo reove r , w h e n a n a l y z i n g u n e m p l o y m e n t a n d p ropos ing u n e m p l o y m e n t po l ic ies , 
t h e s e o r t hodox m a c r o e c o n o m i c theor ies s e e m to be l ieve in the c o n c l u s i o n s of the 
c lass i ca l e c o n o m i c s that , s o o n e r o r later, t he " inv is ib le h a n d " is c a p a b l e t o res to re 
t he e c o n o m i c s y s t e m to its fu l l e m p l o y m e n t ou tpu t 

W i t h the pe rs i s tence of u n e m p l o y m e n t in the 1990s, h o w long wi l l it be be fo re the 
" inv is ib le h a n d " , in the long run , res tores the e c o n o m y to its equ i l i b r i um at fu l l 
e m p l o y m e n t ? Desp i t e t he fac t that " in t he long run w e wi l l be d e a d " , the deba te in 
E c o n o m i c s c a n n o t neg lec t Keynes ' s revo lu t ionary ana lys i s to exp la in a n d , m a y b e , 
so l ve t h e u n e m p l o y m e n t cr is is o b s e r v e d in t he wo r l d ' s e c o n o m y T h i s is t h e ar t ic le 's 
m e s s a g e 
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SINOPSE 

"KEYNESIANOS", MONETARISTAS, NOVOS - CLÁSSICOS 
E NOVOS - KEYNESIANOS: UMA CRÍTICA PÓS-KEYNESIANA 

Este artigo apresenta urna resenha das principais Interpretações teóricas ortodoxas da "Teoria Geral" e 
das concepções monetarista e novo-clássica, criticas às idéias de Keynes contidas na referida obra 
Procura-se também mostrar, à luz da teoria pós-keynesiana, que essas interpretações e críticas 
apresentam inconsistências lógicas quando confrontadas com a estrutura teórico-analit ica de Keynes e 
não representam as características da dinâmica das economias empresariais modernas 


