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CHAPTER I 

INTRODUCTION 

According to John Maynard Keynes, the theory of economics does 

not furnish a body of settled conclusions iimnediately applicable to 

policy (l). Economics as a science is constantly being revised as 

new theories are developed and wait for acceptance. It would appear 

that some theories have waited longer than others for acceptance. 

This thesis will consider the introducrtion and acceptance of 

monopolistic competition and Keynesian analysis into principles of 

economics textbooks. This study will attempt to unravel the possible 

reasons for the relatively rapid acceptance of monopolistic competi

tion as contrasted to the relatively slow acceptance of Keynes's 

theory into the body of elementary economics. 

This thesis is limited to a comparison Of these two major 

contributions to economic principles: that of monopolistic competi

tion, and that of Keynesian analysis. Why were these two theories 

selected? If one surveyed all the principles books today, he would 

find that the major portion of these books are devoted to some phase 

of price theory and income analysis. Both have their roots in the 

theories vriiich this thesis will examine. 

Outside of economic development theory, monopolistic competi

tion and Keynesian analysis are the latest contributions to the prin

ciples textbooks from economic thought. Another factor of selection 

is that both theories were written in the thirties after the Crash of 

1929 -which allows us to look at both of them simiiltaneously. 



One may ask, "Of what significance is the time period, 1928 

to 1948, in the development of these theories?" One decade would 

not have provided the necessary time for Keynesian analysis to be 

accepted into textbooks, nor could the two theories have been com

pared \mless two decades were included. The year 1948 was selected 

as the tenninal point since by this time textbooks which were most 

widely used included Keynes's theory as well as that of monopolistic 

con5)etition. Two decades were needed to encompass a partial construc

tion of the field of economics prior to each theory, as well as a 

partial construction of the events ̂ ich followed each theory. 

This range of time studied also included two pivotable eco

nomic events, the Great Depression and the Second World War, both 

of which had impacts on the introduction and acceptance of the 

respective theories. 

A study of these two theories provides a historical view of 

attacks upon Classical micro- and macro-economics, and both eventually 

have refuted the Classical position in each area. Neither theory was 

in direct competition with the other ̂ rfiich allowed each theory to 

stand or fall on its own merits. If, for instance, the theory of 

economic development had been added, possibly it and Keynes's theory 

would have clashed since Keynes spoke primarily of the cyclical 

rather than the secular. Re-emphasizing the point, other than eco

nomic development theory, monopolistic competition and Keynesian 

analysis have been the latest major contributions to economic thought 

to be accepted by principles of economic textbooks, 

A possible restriction idiich the ten year limitation would have 

lir5)osed is the fact that dioring this particxilar span of time only five 
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to nine years separated revisions. Had the time limit been ten years, 

no analysis or comparison of successive revisions of some textbooks 

would have been possible. This point cannot be minimized since the 

study of successive editions can reveal insights on a historical basis 

which otherwise could not be possible; this is true in studying the 

changing composition of those revisions in relation to changes in eco

nomic thought. 

Why labor the point of studying successive editions of princi

ples of economics textbooks? Generally speaking, at any given point 

in time, a principles textbook sho\ild include what is accepted theory 

in economics. A person far removed in the future then could study 

successive editions of textbooks >rtiich span several years, and perhaps 

determine yiha,t changes in economic thougiht had occurred by comparing 

the contents of each revision. 

Qn^^ pitfall to overcome would be that of studying only one 

kuthor. A study to determine changes in economic thought would 

require the use of several author's textbooks and revision, and a 

Comparison of the contents of the different authors' books. Only 

•th<Mi could one in the future be reasonably certain of discerning all 

%he~ changes in economic thought during the time period studied. Should 

^ooks including history of economic thou^t cease to be written, this 

iethod would probably be one of the only ways to discover when changes 

*iii economic thought occurred, A study of this hature not only would 

provide' those theories which were acceptable, but also those which 

ceased to be valid and dropped out of active use in describing eco

nomic behavior, a point which most thought books do not emphasize. 



Hiis particular point was evident in this limited study. Some 

textbooks which enjoyed wide use and several revisions, which included 

monopolistic competition, but failed to include Keynes's theory, lost 

their leadership due to lack of adoptions when Keynesian analysis was 

accepted along with monopolistic competition in other principles of 

economic textbooks. 

To locate principles of economics textbooks vdiich were written 

during this selected time period, the book review sections of the 

American E(*.r>nnTnT r> Review, the Southern Economic Journal, and the 

Journal of Political Economy were utilized. A stucJy of these reviews 

generally revealed which textbooks had included monopolistic competi

tion and Keynes's theory as well as those which had not included them. 

Hie remainder of this thesis will consist of three major divi

sions: monopolistic competition, Keynesian analysis, and conclusions. 



CHAPTER II 

MONOPOLISTIC COMPEriTI(»I 

The Classical Model Pre-1933 

In order to register correctly the protest against Classical 

views of economic activity which came as a result of the introduction 

of monopolistic competition, an explanation of the Classical idea of 

economic activity in the principles of economics textbooks prior to 

1933 is needed. 

General Subject Matter 

Most of the principles books followed rather closely the writing 

of Alfred Marshall (2), Very few used graphs other than the tradi

tional supply and demand curves. The assumptions used by the texts to 

portray the model were generally thought to depict the real world. 

Classical assumptions included the rational behavior of both consimiers 

and producers, with the former maximizing his utility, and the latter 

maximizing his profits. All products were deoned identical in nature, 

and the factors of production were homogeneous. 

The conditions of the market were such that a large nimiber of 

sellers and buyers were present with none having an influence on price. 

Freedom of entry and exit led to the changing composition of producers. 

As changes in the efficiency of production took place, some firms were 

forced to exit because of the lack of profits. When new methods of 

production were introduced, normal profits would be exceeded, and new 

firms would be enticed into the industry. Since producers were likely 



to be heterogeneous, there was the need of a representative firm. 

The producer selected as the representative firm was always the 

marginal producer. His cost of production and revenue conditions 

yielded him the bare normal profit. If these conditions were exr 

tended to the long run, then all firms would tend to have cost of 

production and revenue curves similar to the representative firm. 

Changes in the costs of the representative firm created the 

basis for explaining changes in the supply diiring the short run and 

the long run. The short run was a time period in which no change in 

fashion or taste occurred, no new substitutes affected demand, and 

no new inventions were developed to alter supply (2, p, 285). On 

the other hand, the long run was a time period which allowed all of 

these fixed or stable factors to change. Price in the long run then 

was determined by the lowest average total cost of production and 

demand for the good where the two were equal, as in the case of the 

marginal representative firm. 

Examples of Classical Theory in Pre-1933 Principles 

An argimient for the freedom of entry and exit of the Classicists 

was presented by Garver and Hansen (3, p. 180) in 1928. They stated: 

We find, then, that there is a constant tendency for men 
to become entrepreneurs who have not the capacity to exr* 
ercise that function. Under competitive conditions the 
unsuccessful producers are eliminated by business failure. 

But no sooner is one group of inefficient producers driven 
out of the business than another group appears to take its 
place. In a dynamic society normal price tends, therefore, 
to coincide with the average cost of production of a firm 
or group of firms that is somewhat more efficient than the 
least efficient producers in the field. 



In Qarver and Hansen's 1928 edition, no diagram of marginal 

cost or marginal revenue was used. Only the supply curve and demand 

curve were used with an explanation of the other possible activity 

to describe economic behavior. Examples of constant costs, increasing 

costs, and decreasing costs were cited, but no revenue curves or 

analysis were applied in explaining the level of output. Marginal 

cost was used only in relation to the marginal producer and the 

demand for his product. Most of the tools were unrefined and im-

sophisticated in this textbook. 

Only two types of conditions were explained, competition and 

monopoly. Monopoly was juxta-posed to competition as the standard 

. in e3q)laining a diversion from the norm, perfect competition. Later 

. there was mention of dissatisfaction with the Classical model since 

.it was not really descriptive of the real world. Through location, 

^,brands, trademarks, some firms have a less than purely competitive 

^^ondition facing them. 

A second example of Classical tradition was Principles of 

''Economics by Fred Boucke written in 1925. In Volimie I, his chapter 

on supply and dCTiand followed the assumptions of Classical doctrine 

.̂.almost religiously. Boucke (4, p. 518) asserted: 

We may distinguish between competitive and monopoly 
. conditions, since both prevail. The former are the 
^ruie, and must be taken to cover nine-tenths of all 
r.transactions • 

Boucke followed step by step the Classical ideas of rationality, 

competition, and profit maximization in his discxission. In determining 

price, Boucke (4, p. 528) stated: 
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If all producers and sellers had like expenses, price 
would approximate a point sufficiently above expense 
to satisfy the seller, and yet low enough to bring 
about a maximum of sales suitable to buyers. At any 
given time we find the least efficient producer or 
seller (as judged by his expenses) selling his wares 
j\ist as regularly as his superiors, and what is more, 
his price predominates, 

Boucke (4, p. 545) continued to follow tradition in stating 

that: 

The effects of change in either supply or demand depend 
largely upon the length of time we are studying. . . . 
Hence, it is advisable to discuss the bearing of changes 
upon price under two headings; first, as to short time 
effects, and secondly, as to results in the long run. 

Boucke, like other writers, associated short run changes with 

changes in demand idiile supply was fixed, and long run changes with 

changes in expenses or modes of production i^ich altered supply. 

Summary of State of Economics Pre-1933 

Throughout the textbooks perfect competition was paraded as 

the general case of economic activity (5). Minor exceptions usually 

included statements about limited cases of monopoly and their effect, 

but these were ignored since they were thought to be basically in

significant to the main channel of thought. 

None of the textbooks utilized analysis outside of the inter

section of supply and demand to determine price and output. In de

scribing costs, total cost and average total cost were the only ones 

graphed. Marginal costs were not used with marginal revenue to 

determine the most profitable output for the producer. The closest 

hit of marginal revenue was mentioned as "marginal demand price" being 

equated with the marginal cost, but no mention was made of profit 
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maximization in this book (3, p. 236). Most of the tools of analysis 

were undeveloped and unrefined in these pre-1933 textbooks, and no 

distinction between the model and the real world was drawn. The ex

ceptions perhaps pointed to a difference, but these were thought to 

be relatively insignificant to the whole system as it worked under 

the Classicists, 

Discontent with the Classi(?al Mociel 

Areas of Discontent 

Economists were discontented with the unrealistic assumptions 

of the Classical model. Perhaps first and foremost, a lack of perfect 

knowledge on the part of the buyers caused them to buy at a higher 

^icejbhaii_ perfect competition provided for. 

The fallacious assumption of rationality of economic behavior 

was tied to the lack of perfect knowledge on the" part of the b\:iyer. 

Most buyers did not make aT conscious effort to purchase at the lowest 

price, rather convenience and ease of purchase entered in first. Terms 

of sale varied and changed the buyer's preference for one good or 

store, no longer making goods homogeneous and buyers non-preferential, 
K::.c- c •' - -

Also what was rational behavior to one individual may have appeared 

irrational to another so that a standard was difficult to come by in 

judging rationality. Producers were not always motivated to maximize 

"^profits. Other motives may have been to maximize sales or to promote 

company prestige. Still others may have had motives of mercy and com

passion in the handling of their business, "- "- "~-

ec_c.te; ;•-.;. .''-->—r' - — 
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Another week point lay with the incorrect assumption of free 

mobility of the factors of production, especially labor. With the 

rise of labor unions on a skilled craft basis, labor tended to 

specialize, and coupled with a desire for security through seniority, 

caused the assumption of mobility to be invalid. Mobility also iirr-

plied homogeniety with respect to skills, and with skilled and un

skilled labor juxta-posed, free movement of labor disappeared to a 

great extent. Trade unions led to restricted competition on the 

input side \thxch slowed or stalled labor mobility and tended to keep 

wages rigid, not elastic as under perfect competition. 

The fourth area of discontent dealt with market conditions. 

With large advertising outlays, perfect competition among sellers 

did not exist, since it put some sellers at a competitive disadvan

tage. Yet, no one seller was able to control the price and output, 

as in the case of monopoly, without receiving anti-trust action. It 

appeared that in the heavy goods industries only a few firms existed, 

and pricing competition did not occur. Yet in another area, retailing, 

there existed many firms, each trying to distinguish themselves and 

their products from other firms and products. These conditions just 

stated did not conform with the purely competitive model of the 

Classicists. 

Examples of Discontent 

The Classical model was attacked by the textbooks on several 

points. A major point of attack was directed against the unrealistic 

assumptions of the model. An example of the textbook attack was Deibler's 

file:///thxch
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Principles ot Economics, published in 1929. In his book Deibler 

(6, p. 173) stated: 

The main body of economics principles found in modem 
treatises has been developed upon the assimiption of 
a competitive market. In practice, however, there is 
no market which conforms in every detail with the comr 
petitive ideal assumed above. Men are never solely 
guided by economic motives. Their knowledge and 
judgements are never perfect, nor are their actions 
always rational and consistent. In addition, the fac
tors of production are never perfectly mobile, but 
tend to become specialized and adapted to specific 
purposes. 

A second point of attack rested with the schism between facts 

of the real world and the workings of the purely competitive model. 

Garver and Hansen in Principles of Economics. 1928, pointed out this 

difference. They (3, pp. 283-284) stated that: 

Wherever artificial price policies are in effect, free 
and untrammelled competition does not prevail. Perfect 
competition and perfect monopoly are alike rare in the 
business world today. Between the two extremes there 
are all sorts of gradations. Few products are under 
strict monopoly control, but, on the other hand, few 
products reach the consumer with out restraint of comr 
petition. Innimierable goods are protected from the 
leveling effects of perfect competition by brands and 
tradermarks as well as by patents and copyrights. In 
many cases the manufacturer fixes the prices to be 
charged by retailers, thus eliminating competition 
between retailers as to price. Trade unions affect 
the cost of production and hence the prices of the 
products in fields in which they are strong. 

To merely attack the Classical model without providing some 

solution to the problem would have been intellectually dishonest. 

The search for a solution was evident in Fairchild, Pumiss, and 

Buck's, Elementary Economics, (7, p. 340) when they stated: 

One of the most important tasks before the student of 
economics is to learn the real meaning of economic laws, 
their proper limitation, and the way to apply them to 
practical problems, realizing that only by precision in 
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his concepts and rigid accuracy in his reasoning can 
he achieve success as a student of economics or gain 
the mastery of the economic forces which so largely 
dominate the world in which we live. 

Even Marshall in his Industry and Trade (8, p. 397) hinted at 

the possible solution for the division of the real world and the model 

when he stated: 

Though monopoly and free competition are ideally wide 
apart, yet in practice they shade into one another by 
liaperceptable degrees; . . . there is an element of 
monopoly in nearly all competitive business; and . , , 
nearly all in the present age, hold much of their power 
by an uncertain tenure; so that they would lose it ere 
long, if they ignored the possibilities of competition, 
direct or indirect. 

Because of the widespread discontent and the suggestion of 

possible solutions, the need for an answer developed. This need for 

an answer was filled when economic theory and theoreticians sought 

and found a plausible and satisfactory explanation of the economic 

activity \jh±ch was going on around them with labor unrest, large 

firms, and imperfect competition. This solution, monopolistic comr 

petition, is the subject for the next section of the chapter. 

Overview of Monopolistic Competition 

The Theory of Monopolistic Competition, by Chamberlin, made 

wide use of the existing tools of the Classical model. A new develop

ment from myonopolistic competition was marginal revenue. Marginal 

revenue as a concept was developed independently by Chamberlin and 

Robinson, each author being tinaware of the discovery of the other. 

Since it was Chamberlin's ideas which were most widely used 

in the revision of the textbooks, the major portion of this section 
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will deal primarily with his model. However, because of the termi

nology used, it will be necessary to comment on Joan Robinson's 

contribution to economic literatiire. 

Chamberlin's Model 

What was monopolistic competition? According to Chamberlin 

(9, p. 68): 

Monopolistic competition is evidently a different thing 
from either pure monopoly or pure competition. As for 
monopoly, as ordinarily conceived and defined, monopo
listic competition embraces it and takes it as a starting 
point. It is possible to do this where it would not be 
possible to take competition as a starting point, for the 
reason which has just been set forth at such length: that 
the theory of monopoly at least recognizes both elements 
in the problem, vdiereas the theory of competition, by re
garding monopoly elements as ''imperfections," eliminates 
them. 

The term "monopolistic competition" implied some control over 

supply and price. Price of average revenue or demand, imder conditions 

of monopolistic competition, depended on how well a producer's product 

was distinguished from other producers' products. 

Product Differentiation 

Chamberlin defined product differentiation as follows (9, p. 56): 

A general class of product is differentiated if any 
significant basis exists for distinguishing the goods 
or services of one from those of another. Such a basis 
may be real or fsmcied, so long as it leads to a pref
erence for one variety of the product over another. 
Where such differentiation exists, even though it be 
slight, buyers jslll be paired with sellers, not by chance 
and at random, but according to their preference. 

Differentiation may be based upon certain characteristics 
of the product itself, such as exclusive patented features; 
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trade-Tnarks; trade names; peculiarities of the package 
or container, if any; of singularity in quality, design, 
color, or style. It may also exist with respect to the 
conditions surrounding the sale. In retail trade, to 
t̂ iceonly one instance, these conditions include such 
factors as the convenience of the seller's location, the 
general tone or character of his establishment, his way 
of doing business, his reputation for fair dealing, 
courtesy, efficiency, and all the personal links which 
attach his customers either to himself or to those em
ployed by him. In so far as these vary from seller to 
seller, the "product" in each case is different, for 
buyers take them into account, more or less, and may be 
regarded as purchasing them along with the commodity it
self. When these two aspects of differentiation are held 
in mind, it is evident that virtually ^n products are 
differentiated, at least slightly, and that over a wide 
range of economic activity differentiation is of consid
erable importance. 

Since differentiation existed, each seller would find in some 

measure that he was isolated. One found that the whole was not a 

single large market of many sellers, but a network of related markets, 

one for each seller (9, p. 69). This brought into play the fact that 

the demand cvurve facing each producer would be less than perfectly 

elastic creating the necessity for determining marginal revenue and 

its relationship to marginal cost in maximizing profits (9, p. 14). 

Depending upon the elasticity of the curve and upon its relative 

position to the cost curve for his product, profits might have been 

increased, perhaps by raising price and selling less, or perhaps by 

lowering it and selling more. That price which would have been sought 

would be the one which would render total profit a maximum (9, p. 71). 

Competition from other producers took some other form than price 

competition, and woxild have had a tendency to affect the demand curve 

of the producer. Chamberlin (9, p. 74) stated: 

Hie markets for goods which are substitutes for each other 
being closely interrelated, the position and elasticity of 
the demand curve for the product of any one seller depend 
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in large part upon the availability of competing 
"products" and the prices which are asked for them. 

The Tangency Solution 

Under conditions of p\ire competition, the seller maximized 

profits at a point where average total costs and average revenue were 

equal. The equilibrium solution for the monopolistic competitor was 

not too distinct with regard to the condition; only the position of 

the curves. Since the demand curve was less than perfectly elastic 

or horizontal, it would be impossible for it to be tangent to average 

total cost at its minimum point. Rather it woiild be tangent at some 

point to the left of minimum costs at an output which was lower, and 

a price which was higher than under the conditions of pure competition. 

For several producers a similar solution of equilibrium occurred, 

If any one producer had his average revenue curve intersecting his 

average total cost curve at two points, then he would have been making 

more than Tnim'TnAl profits required to keep him in the industry and 

would have induced other producers to enter the industry (9, p. 83-84). 

The entrance of these firms would have had the effect of shifting the 

average total cost of the group upward imtil a tangential position was 

reached and equilibrium was reached (9, p. 64). Price equaled cost 

of production and any seller would have lost by either raising or 

lowering it; it was therefore stable (9, p. 84). 

SftJ^linpr Cn5^t3 

When the equilibriimi position had been reached, there was no 

pressure to move away since to do so would curtail profits or sales 
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or both. Under conditions of pure conqjetition, all products were the 

same, but not so under monopoly elements. How did the producer increase 

sales, output, and profits? The producer might have influenced the 

volimie of sales by making expenditiu:es such as advertising, which were 

directed specifically to that purpose (9, p, 72), Such expenditures 

increased both the demand for his product, and his costs; and their 

amount would have been adjusted, as were prices and "product," so as 

to render the profits of the enterprise a maximum, 

Biis phenomena attacked two of the suppositions of pure competi

tion; unchanging or stable wants, and perfect knowledge. It was argued 

that gains from this source were possible because of imperfect know

ledge on the part of buyers as to the means whereby wants may be most 

effectively satisfied, and the possibility of altering wants by adver

tising or selling appeal (9, p. 72), The tremendous possibilities of 

making profits by demand creation had been more and more appreciated, 

technicfiJ. methods of exploiting them had been perfected, and selling 

had come to the fore as a business activity coordinate with production 

('97 p. 127). 

Chamberlin's monopolistic competition attacked the major points 

of discontent with the Classical model. The important assumptions 

evolving from the theory of monopolistic competition included: 

a. product differentiation 

b. profit maximization 

c. selling costs (such as advertising) 

d. non-price competition 

e. stable equilibrium in the industry. 
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A Note on Robinson 

The Economics of Imperfect Competition by Joan Robinson (10) 

considers imperfections on the input of factors and monopoly by pro

ducers, Mrs. Robinson uses the concept of marginal revenue to note 

conditions of imperfect competition (10, p, 52), She spends a great 

deal of time on the geometry of perfect competition, which appears to 

be her major contribution to presently studied textbooks. However, 

one cannot honestly say that she has stated exactly the same thing as 

Chamberlin, nor was her name mentioned usually as dealing with monop^ 

olistic competition. It is interesting to note, nonetheless, a comr 

promise is reached in that most of the books used Chamberlin's diagrams 

and explanations, but invaribly used Robinson's terms, "imperfect 

competition" (11, p, 274). 

Triffin (12, p, 42) stated: 

While in agreement on the description of the empirical 
"—'-'problem to be faced, the two authors diverge in a striking 

manner when they come to outline the general strategy they 
'•^- will follow in their theoretical attack. Both are dis

satisfied with the traditional dichotomy in the theory of 
value between monopoly and pure competition. But the 
remedies they suggest are in sharp contrast: Mrs. Robinson, 
following Piero Sraffa's suggestion, solves the dilema by 
getting rid of one of its two horns: the analysis of 
monopoly is made to "swallow up" completely the analysis 
of competition. By contrast. Professor Chamberlin finds 
that "to discard either competition or monopoly is to 
falsify the result" and that "the theory of monopoly, 
although the opening wedge, is very soon discovered to be 
inadequate." Accordingly, his own attack is described as 
a blending of the two elements. 

/ r 
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Acceptance of Monopolistic Competition 

Althoxagh the precise time when monopolistic competition was 

injected into principles of economics textbooks cannot be identified 

specifically, certain observations seem warranted. It is rather evi

dent that one of the exceptional and striking features of the concept 

of monopolistic competition was its "prairie-fire like" acceptance by 

the economists. Triffin stated: ". . .In the case of monopolistic 

conqjetition, however, five years had not elapsed before textbooks 

were revised, one after another, in order to insert one or two chapr 

ters on the new theory." (12, p, 17) 

Perhaps Triffin divulged the answer to the rapid acceptance of 

mc»:K)polistic competition in the following quotation. He stated (12, 

Pt. 17): 

Thisĉ î pid triumph capitaJjized on the general dissatis
faction with the traditional theory of competition in a 
world whose economics life presented a permanent chal
lenge to competitive analysis. Pure competition was 
irreconcilable with increasing returns, with control 
over price, with advertising, . . . Now there arose a 
theory in which all these facts found their place, and 
were systematically integrated into the analysis of 
value phenomena. Could it but be welcomed by any econo
mists interested in the actual world in which he lives? 

n c-
c 
:Not even the theories of monopoly and duopoly were adequate exr 

planations of the phenomena \^ich existed in the real world. Perhaps 

one should say that those who were in search of explanations were jus

tified in accepting monopolistic competition. 

Examples of Acceptance 

To test acceptance, the author selected textbooks and analjrzed 

them on the basis of the major points of monopolistic competition. 
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These major points were: product differentiation, the tangency solu

tion, selling costs, and marginal revenue. 

One of the first textbooks to incorporate monopolistic competi

tion as a part of principles was Elementary Economics. 3rd edition, 

1936, by Fairchild, Fumiss, and Buck. In their chapter dealing with 

monopoly and imperfect competition, the authors first explained mar

ginal revenue as it related to monopoly (11, p. 274). 

In their discussion of monopolistic competition they included 

the major points of emphasis. For example, they stated that product 

differentiation was due to location, brand, dealer, or condition of 

sale (11, p, 289-90). Also, nonrprice competition occurred rather 

than price competition (11, p. 294). The tangency solution was graphi

cally illustrated and explained for the individual producer (11, p. 295). 

Given the equilibrixmi of the tangency solution, the use of selling 

costs was the only way to shift demand up and to the right to increase 

sales and profits (11, p. 296). Fairchild, Fumiss, and Buck accepted 

and presented the major parts of the theory of monopolistic competition. 

A, L. Meyers (13, p. vii) in the introduction to his Elements of 

Modem Economics stated: 

After careful experimental classroom use of this text, I 
am convinced that the use of the technique of monopolistic 
competition, wherever applicable, not only permits a closer 
approach to reality and a soxmder theoretical analysis, but 
also makes the presentation of economic principles easier 
for the student to grasp. Knowledge of the conditions of 
monopolistic competition is not only a valuable theoretical 
tool itself, but, by means of contrast, it also enables the 
student to form a clearer picture of the assimoiptions and 
the mechanism of pure competition than is obtained from the 
"traditional presentation. 

In discussing monopolistic competition Meyers (13, p. 49) defined 

product differentiation as follows: 
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Product differentiation may therefore be defined as any 
consideration which induces a buyer to be willing to pay 
more for a good bought from one seller rather than from 
another, or as any consideration vdiich causes one dealer 
to be preferred to another as a seller of a good even 
though the price is the same with both sellers. 

M^ers spent several pages giving illustrations of demand 

curves under monopolistic competition with advertising (13, p, 50). 

Later in another chapter in his book, Meyers illustrated and 

e:q)lained the tangency solution, using several pages of analysis (13, 

p. 133-38), 

Meyers (13, p. 133) concluded, "This has been called a form 

of monopolistic competition; a situation where there may be many 

sellers, but with differentiated products so that competition is no 

longer on a purely price basis," 

From the evidence cited, one can see that Meyers emphasized the 

major points of monopolistic competition, Meyers discussed marginal 

revenue in conjunction with monopoly. Then he used marginal revenue 

to describe the tangency solution. His explanation of the subject was 

very complete when compared to the original works in the theory of 

monopolistic competition. 

In the review of his book in the Journal of Political Economy. 

June 1939, George Stigler (14) stated, "The noteworthy features of his 

exposition of price theory are high proportion (roughly half) of space 

allotted to monopolistic competition and the lucidity with which this 

theory is expounded." 

In the book. Introduction to Economic Analysis by Mclsaac and 

Staith, monopolistic competition was interwoven throughout several 

chapters. For instance, in their chapter on consumer demand, the 
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authors illustrated and explained the derivation of marginal revenue 

and its relationship to average revenue imder monopoly and monopolistic 

competition (15, p. 75-80). The authors then presented discussions of 

price determination under monopolistic competition, while describing 

the market situation and stimulus of advertising upon demand shifts 

(15, p. 146-160), 

In their chapter, "Normal Tendencies in Price Adjustment," they 

explained the adjustments under monopolistic competition î iich depicted 

the tangency solution (15, p. 178-85). Although not developed to any 

extent by Chamberlin, but rather by Robinson, these authors provided 

the only discussion of adjustments of monopolistic competition under 

conditions of decreasing costs and increasing costs-among textbooks 

analyzed by the writer (15, p. 209-214). Mclsaac and Staith presented 

a very detailed description of the tangency solution, marginal revenue, 

selling costs, and product differentiation in their book. 

Another textbook revised in 1937 was Principles of Economics by 

Garver and Hansen. In their presentation they discussed such ideas 

as product differentiation (l6, p. 196), selling costs to increase 

demand (l6, p. 197), and group equilibrium (the tangency solution) 

(16, p. 200). They did make use of Chamberlin's "d," and footnoted 

it to indicate marginal revenue (16, p. 198), However, the authors 

did not employ a great deal of graphic analysis and presented most of 

the concepts verbally. 

In 1939, Fundamentals of Economics by PaiG. F, Gemmill was pub

lished. In this book only one major point of emphasis was presented, 

product differentiation. He stated that product differentiation was 
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attributable to advertising, business location, condition of sale, 

services offered, and dealer. 

Gemmill (17, p. 449) stated that the only reason for limiting 

the discussion to product differentiation was to "purposely avoid the 

rigorous, highly technical treatmwit followed by Robinson in The 

Economises ̂  Imperfect Competition and Chamberlin in The Theory of 

MQyiopoligti,c Competition because it is too mathematically burdensome 

for introductory students." Thus, this text left much of the basic 

theory of monopolistic competition out of its discussions. 

Length of Time and Level of Acceptance 

Prom the textbooks cited, it is evident that the first text

book to present monopolistic competition was published three years 

after the theory was introduced. By the end of four years, at least 

three other texts had been revised to include monopolistic competition 

in their analysis. By the end of six years, one other text had been 

revised. The accuracy of Triffin's assessment is evidenced by these 

examples of acceptance. 

With the exception of the last textbook examined, the presenta

tions used the graphic illustrations, analysis, and technical tools 

developed by Chamberlin and Robinson, Each of them corresponded more 

closely to the original works than perhaps some later books pubHshed 

in the forties. Perhaps the textbooks writtenin the forties were the 

beginning of a trend to leave monopolistic competition to more advanced 

courses. 

One should have noted the interchangeability of imperfect competi

tion with monopolistic competition by the various authors. For instance. 
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In 1936, in Elementary Economics. Fairchild, Pumiss, and Buck (11, 

p. 273) had their discussion of monopolistic competition in a chapter 

entitled, "Monopoly and Imperfect Competition." 

Comparison of Enthusiasm. 1930's vs. 1948 

Was the enthusiasm for monopolistic competition as great in 1948 

as dtiring the 1930's? This can be answered yes and no. 

Postwar authors were not as enthusiastic about monopolistic 

competition as were the prewar authors. For example, in Samuelson's 

EftonomT ftH ̂ 1st edition, there was no mention of the tangency solution 

and little mention of product differentiation (18). This discussion 

was sandwiched into almost fo\ir pages of actual analysis (18, p. 492-96), 

Others who lacked the avid enthusiasm of earlier writers included 

Bums, Neal, and Watson (19). In Modem Economics they had no graphic 

illustrations, no marginal revenue, and no tangency solution in their 

discussion. Only the presence of product differentiation saved monop

olistic competition from being excluded. These authors used a total of 

eight pages of explanation (19, p. 354-62). 

Like those authors above, Dodd and Hasek in Economics left out 

all but the explanation of product differentiation (20). Their dis

cussion of monopolistic competition consumed only a total of five 

pages (20, p. 314-19). 

For such writers as Fairchild, Fumiss, and Buck, Garver and 

Hansen, vrfio wrote in the 1930's and after the war, enthusiasm remained 

at the rigorous level typified by their editions first including monop

olistic competition. In Fairchild, Fumiss, and Buck's textbook a total 
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of forty-six pages were used to discuss various adjustments under con

ditions of monopolistic competition (21, pp. 289-337), 

Nonetheless, the pendulum of enthusiasm for monopolistic com

petition had sw\mg toward postwar developments rather than prewar 

developments in the emphasis placed on national income and macro

economics. This left the discussion of price theory to the more ad

vanced courses and textbooks. In fact, the discussion of monopolistic 

competition in books postwar did not contain quite the sophistication 

of the earlier books which provided acceptance of monopolistic competi

tion. 

In the opinion of the author, the reason for the shift to the 

less sophisticated monopolistic competition was twofold. First, in 

order to bring out new material, something had to be deleted in 

coverage. Second, a reduction in the content of the introductory 

course was deemed necessary. 

With respect to the first proposition. Bums, Neal, and Watson 

(19, p. xv) stated in the preface of Modem Economics: 

We believe that the beginning study of economics can be ef
fectively guided and integrated by use of the national in
come approach. That the national income approach is impor
tant for economic analysis is widely recognized, yet until 
now it has not been adapted to a full-length principles 
book. But the significance of prices is not obvious to the 
beginner, whereas the aggregative analysis is readily com
prehensible to him, and is realistic in terms of what he 
may know of present-day problems. 

In addition this statement by Howard S. Ellis (19, p. xi) re

inforced the authors' opinions. He stated: 

The general introductions to economics afford perennial oc
casions for presenting new developments in the body of 
thought, pnming out the dead wood, and assimilating the 
vital elements into a consistent whole. 
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In support of this declining enthusiasm, an iconoclast (l^p. v) 

offered this conclxision: 

VH.th the needs of the intelligent layman in mind, the 
author has been ruthless in omitting completely many of 
the usiial textbook topics and in reducing to more appro
priate emphasis the conventional "marginal" analysis of 
"value and distribution" theory. This has released space 
for an extended presentation of the rich array of quanti
tative material about economic institutions that has be
come available for the first time only within the past 
half-dozen years. 



CHAPTER III 

KEINESIAN ANALYSIS 

Traditional Underpinnings of Income and Bnolovment 

To really appreciate the radical contrast between Keynes and 

the Classicals, one must know something about the Classical views of 

income and employment prior to the development of Keynesian analysis. 

Three things appear to provide ample views of pre-Keynesian economics. 

These are: views of income, national or personal; causes and remedies 

of bixsiness cycles; and the implicit assimiption of Say's Law of Markets, 

Income—National or Personal 

An examination of textbooks near the time of Keynes' s General 

Theory revealed that in sections on national income, the writers were 

primarily dealing with personal income. Even the Classical influence 

was present when one author functionally distributed income into shares; 

wages and salaries, interest, rent, and profits (l6, p. 558). 

Still others in describing income dealt with the unequal distri

bution of income as it affected consimiption (17, p. 608). But no 

statement was made as to "vrfiy income distribution had an effect on 

consumption. Nor were changes in income thought of in terms of their 

effect upon aggregate consumption. Truly the redistribution of income 

would have raised the consumption of some persons, but this was never 

related to the total economy. It was recognized that consimiption and 

saving were two alternatives for income received. However, this 

26 
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recognition still left income on a personal basis, rather than on a 

national basis (l6, p. 18). 

Texts such as Deibler's. Principle^ of Economises: Mclsaac and 

n̂i'*̂ *̂̂ . Introduction to Economic Analysis: and Garver and Hansen's, 

?r:piciple,s of Economics. 1937; had chapters discussing consumption, 

but these dealt only with personal expenditures. 

As a generalization, it can be stated that only concepts of 

personal income were discussed prior to Keynes's theory. 

Business Cycles 

Textbooks during this time also placed a great deal of emphasis 

on material iidiich explained and described business cycles. 

By this time it was customary to divide the business cycle into 

four phases. These included: the properity phase, the crisis phase, 

the depression phase, and the recovery phase (3, p. 375). 

To explain these fluctuations in economic activity, several 

theories were propounded. Changes in activity were tied to rainfall 

(3, p. 382), to overproduction and underconsumption (3, p. 383), to 

e3q)ansion and contraction of credit money (3,li387), to self-generating 

cycles (3, p. 388), and a myriad of other minor explanations. 

Each theory more or less assimied that cycles were inevitable and 

that little could be done to avoid them, perhaps only minimize the 

effects. One feeling which was typical was stated as follows (3, p. 399) 

The business cycle is a dynamic force in economic order. 
In the period of prosperity young men and new industries 
have a favorable chance to establish themselves. The 
prosperity phase of the cycle serves as a ladder enabling 
new aspirants to climb into the entrepreneurial class. 
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Moreover, the depression period serves to squeeze 
out the inefficient establishments and drives busi
nessmen, under the pressure of dire necessity, to 
eliminate waste and improve their management and 
technique. 

But contrary to the advocates of cycles, the unskilled employee 

was opposed to the business cycle since this was one of the fundamental 

causes of unemployment. As demand for goods fell off, producers were 

forced to lay off employees and the first to be laid off were the un

skilled workmen. If changes in business activity had not occurred, 

then the employee would not have been laid off. It was thought that 

if the business cycle could be eliminated, then unemployment would 

also be eliminated. 

However, in all discussions, there was no reference made to the 

fact that bolstering income could help to offset the business cycle or 

that the government had any responsibility to do so either. 

Say's Law 

One of the fundamental assumptions of the Classical doctrine was 

that money was neutral and no one would wish to hold it just for the 

sake of holding it. Classical economists therefore dealt with real in

come rather than money income. 

In A History of Economic Thought. Taylor stated Say's assumption 

of the impossibility of a general glut in the market, Taylor (22, pp. 

485-86) discussed Say's Law as follows: 

Since the supply of every product is or supports or makes 
effective a corresponding amount of demand for other pro
ducts—since all the products are exchanges for each other, 
the total supply of and total demand for them all together 
must under all conditions be the same. 
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The adherents of Say's Law recognized that, to enable 
the system to work perfectly, smoothly, or with con
tinuous, exact maintenance of equality between the 
flow of money-income and outlay on one side and the 
money-value of the total current output at the current 
level of prices on the other side, there would need to 
be a continuous, ideal regrjlation or adjustment of the 
supply of money to keep it growing just pari passu with 
the supply of goods, and to keep the general level of 
all prices stable and that of all money-incomes suitably 
related to it, and thus to insure that there would never 
at any moment be any deficiency of total demand in the 
system. But it was generally maintained that even in the 
absence of such ideal adjustments on the monetary side, 
though an undesirable behavior of the money-supply and 
price level and so on would produce tonporary, transi
tional maladjustments, they would all be in the long 
run self-correcting; since in free competitive markets 
with flexible prices, the latter would all become so 
adjusted as to make the real value or buying power of 
the flow of money-income and outlay equal to the out
put or supply of all goods, and make any lasting de
ficiency of aggregate demand impossible. 

Thus, economics remained engulfed with the study of micro

economics since Say's Law dominated and controlled the thinking of 

macro-economics. 

Dissension 

Controversy over the Classical and Keynesian solutions of 

problem areas created discordance. These problem areas were unem

ployment, depression, and remedial policies. 

Problem of Unemployment 

To get the pictiore of the decade from 1930 to 1940, in regard 

to unemployment, one only had to observe the statistics. Between 1930 

and 1940 only once, in 1937, did the average number of unemployed during 

the year drop below eight million (23, p. 173). In 1933 nearly thirteen 
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million were out of work, or about one in every four in the labor 

force (23, p. 173). 

These statistics and time covered did not correspond with the 

ten^rary market glut of Say's Law. As an over-all observation of 

the problem it was stated (17, p. 342): 

. . . Many employers—perhaps most would be glad to es
cape the uncertainties that the business cycle engenders. 
They wish to make their income from the production of 
goods, not from the uncertainties that the business cycles 
necessarily entails. Moreover, they would like to free 
themselves from the labor unrest that is caused by price 
fluctuations, by the lagging of wages behind the cost of 
living, by the inevitable wage reduction that accompany 
price declines. For the wage-earner the cycle is a seri
ous menace, since it is the fundamental cause of unemr 
ployment. 

Elimination of the cycle would therefore lessen the nunibers imemployed. 

Problem of Depression 

Depressions or downturns had occurred at approximately one per 

decade. These, however, were not very long and revival soon occurred. 

However, this was not so in the depression of the thirties. This de

pression lasted almost the entire ten years as testified to by the high 

levels of unemployment and low business activity which occurred during 

this time period. 

Overproduction had occurred during prosperity prior to 1929. 

This gave rise to the acceptance of a corollary that investment in 

capital goods was a major contributor to economic changes when not 

sufficiently maintained in the necessary proportions (the investment 

accelerator). But this was to be only a temporary disturbance. It was 

not until 1937 that (m> finally went above the 1929 level (24). 
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Businessmen had a gloomy outlook in anticipation of sales and profits 

based on the thoughts of the excesses of the 1929 boom. 

Problem of Remedial Policies 

Increased public spending was one way of helping to encourage 

the businessman, but Alvin Hansen in his Economic St;̂ bTlT9:̂ f.-inTi in an 

Unb^l^ced World disagreed wholeheartedly. In the American Economic 

Reyi.evf book review of this work, Fairchild (25) stated: 

Prosperity in 1928-29 painted a rainbow picture in which 
poverty was abolished, the business cycle put to rout, 
and orthodox economics refuted. . . . Crisis and depres
sion, in smudging out this picture served only to cast 
further doubt upon economic theory and to invite super
ficial analysis and many a fantastic panacea. . . . 
Hansen rejected the corollary that govemement spending 
(of money raised by taxation) is needed to make good 
the deficiencies of private spending. . . . Elimination 
of the business cycle may be accomplished only by des
troying himian freedom and deadening economic progress. 

Others shared a different idea. For instance, Paul Gemmill 

(17, p. 335) in his Fundamentals of Economics stated: 

It appears that interest in the control of business fluc-
txiations, as in the abolition of war, depends largely 
upon the urgency of the situation. . . . Since there is 
no immediate prospect of eliminating business depressions 
and wiping out unemployment, and since himian needs are 
ever present irrespective of the means of satisfying 
them, society as a whole must be prepared to relieve the 
suffering that is imposed by involimtary idleness. 

Later Gemmill offered an indirect hint at Keynes's idea of bolstering 

effective aggregate demand through public works and government expen

ditures when he stated: 

, , . Implies an acknowledgment on the part of government, 
of responsibility to provide for the involuntarily unemr 
ployed who are idle not because of laziness, but because 
society has failed to develop an economic order in which 
every man who is capable of doing productive work can find 
a job. 
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The dichotomy which developed between Say's Law and the real 

world received the most criticism. The Great Depression was not just 

a temporary disparity in the market. It appeared to have long lasting 

effects until the situation became urgent and of primary importance 

to those who coxild do the most about changing it, the piiblic. 

Apparently there was no agreement on the correct policy between 

economists. It was in this type of environment that Keynes published 

his General Theory. 

Overview of Keynesian Analysis 

In analyzing Keynes's contribution, one will find the most sig

nificant difference between his position and the Classical school 

stemmed from the difference in assumptions. Keynes assimied that less 

than full employment was normal, whereas the Classicists insisted 

that full employment was the normal situation. Keynes's approach is 

one of aggregates (employment, income, consumption) rather than seg

ments (individuals, firms, or industries). 

Dudley Dillard in his book. The Economics of John Maynard Keynes. 

has outlined the fundamental ideas of Keyneste General Theory under five 

separate but mutiially interdependent headings. These are (26, p. 11): 

1. It is a general theory that pertains to all levels of 
employment for the economic system as a whole. 

2. It is a theory of a monetary economy in the sense that 
money is an important form in which to store wealth. 

3. Interest is the premium paid for not hoarding wealth 
in this form. 

4. It is a theory in which fluctuations in the volume of 
investment account for fluctuations in employment. 
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5. Fluctuations in the volume of investment are largely 
accounted for by fluctuating and uncertain nature of 
expectations regarding the future returns from capi
tal assets and the future terms on irtiich money may 
be lent at interest. 

It is difficult to summarize the analysis of Keynes. One of 

the better summaries which which to judge the acceptance of Keynes's 

ideas comes out of Dillard's book. It will be the major points with 

>rtiich acceptance will be judged. 

An over-all summary may be stated in terms of the following 

propositions (26, p, 48): 

1. Total income depends on the volume of total employ
ment, 

2. According to the propensity to consume, the amount 
of expenditure for consumption depends on the level 
of income, and therefore on total employment (from 
No. 1), 

3. Total employment depends on total effective demand 
(D), which is made up of two parts: (a) consumption 
expenditiires (Di) and (b) investment expenditures 
(D2), (D=DI+D2T 

4. In equilibritnn, the aggregate demand (D) is equal to 
the aggregate supply (Z). Therefore, aggregate sup
ply exceeds the effective demand for consumption by 
the amount of the effective demand for investment. 
(I>=Dĵ -HD2), or D2=1>DL,. Since D=Z therefore D2=Z-D,. 

5. In equilibriimi, aggregate supply is equal to aggre
gate demand, and aggregate demand is determined by 
the propensity to consume and the volume of employ
ment. Therefore, the volume of employment depends 
on (a) the aggregate supply function, (b) the pro
pensity to consume, (c) the volume of investment. 

6. Both aggregate supply function, which depends mainly 
on the physical conditions of supply, and the pro
pensity to consume are relatively stable, and there
fore fluctuations in employment depend mainly on the 
volume of investment. 
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7. The volume of investment depends on (a) the marginal 
efficiency of capital and (b) the rate of interest. 

8. The marginal efficiency of capital depends on (a) 
the expectations of profit yields and (b) the re
placement cost of capital assets, 

9. The rate of interest depends on (a) the quantity of 
money and (b) the state of liquidity preference. 

With consumption relegated to a stable function, investment 

becomes the active, volatile portion of the equation, (Y = C + I). 

Important also is the concept of the multiplier vdiich is derived from 

the marginal propensity to consume ("'ĵ ^̂ ^ ) or singly stated, the 

multiplier is the reciprocal of the marginal propensity to save. It 

is this multiplier effect which leads to cumulative movements where 

investment fluctuates creating more employment or unemployment as 

the case may occur. Government expenditures may be taken as analogous 

to investment in their cumulative effects upon employment. 

Keynesian Acceptance 

According to a leading economist, Bernard F. Haley (27) in his 

paper on "The Content of the Introductory Course," ". . .it took twelve 

years for the general theory of employment to find its way into an 

elementary text." 

After a long struggle, when finally accepted, Keynesian theory 

began to weave its way into leading principles textbooks. Three stages 

in the acceptance of Keynesian analysis seem apparent: critical pre-

sentations, impediments, and actual acceptance. 
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Critical Preaent^fiono 

Two examples of critical presentations appeared in 19a. A, L, 

Meyers, in Mbdei-n Economics, incorporated a chapter on government bor

rowing and creation of national income (2S, p. 577). He stated that 

the presence of this chapter was at the suggestion of Professor Fritz 

Machlup who was responsible for its outline and for most of its theo

retical content. In this chapter, Meyers developed Keynesfe investment 

multiplier, and leakages, but did not delve into any of the other im

plications of the theory. Instead, Meyers began to attack the multi

plier on the basis of its defects. Meyers (18, pp. 591-93) pointed 

out these defects: 

The whole idea neglects the induced fall of private in
vestment due to lack of confidence created by raising 
government deficits. The theory also neglects the ele
ment of discouragement to private investment which may 
result from high costs of production due to government 
competition for the resources of production. The theory 
does not include the ramifications of the principle of 
accelerations of derived demand as enunciated by Profes
sor J, M, Clark. 

Later in his chapter Meyers included a short, critical explanation 

of the effects of liquidity preference and the marginal efficiency of 

capital. He was skeptical as to the actual effectiveness of either of 

these effects. 

An examination of this particular text revealed not so much an 

acceptance as a presentation of the theoretical analysis. This theoreti

cal analysis was then severely criticized by Meyers. 

Another of the earlier texts which included some ideas of Keynes 

was principles of Economics by R. T. Bye. In Bye's chapter on "Monetary 

Aspects of Bcilance," he included a short page and a half section on 
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Keynes's theory of employment. Again it appeared that the author only 

presented the theory. Bye (29) included all the basic propositions 

of Keynes, but his assessment was that ", , , so pessimistic a theory 

should not be accepted until it has been critically examined and 

tested, , , . The truth of this theory is not yet established," 

In these early examples of textbooks which included Keynes's 

ideas, only a casual presentation was made. The greater bulk of the 

material was directed as a criticism of the analysis developed by 

Keynes, 

Impediments 

After a critical and uneventful presentation vrtiich had little 

in5)act on principles textbooks or elementary courses, certain impedi

ments had to be overcome before Keynes's theory was really totally 

adopted by writers of elementary textbooks. 

The first obstacle was the indecision of many economists as to 

the importance or applicability of Keynes's theory to principles of 

economics textbooks. 

In the December, 1950, American Economic Review. Supplement, 

a study of elementary economics was made. The question (30, p. 54) 

was asked, "Should the national income approach be used in the ele

mentary course?" The replies varied, but most recommended little, 

brief, or light emphasis, and seven replied flatly "none" (30, p. 54). 

So consensus seemed to weigh against the use of Keynes's theory, at 

least on the part of the "older" members of the profession who viewed 

its intrusion rather skeptically. The opposition appeared to grow out 



.ate 

37 

of a deep seated apprehension that the use of income analysis in the 

elementary course inevitably gives the student a strong indoctrination 

in the belief that our economy can be, and should be, controlled (30, 

p. 56), 

^y the time Keynes wrote, principles textbooks had included 

sections describing socialism, nazism, fascism, and communism. These 

doctrines created ideological barriers to hinder acceptance. Each of 

these systems called for government control of business activity in 

varying degrees. With the war raging in Europe as a direct result of 

the actions of government controlled economies, there could have been 

little doubt that any type of theory vAiich called for any amount of 

government intervention would meet a vanguard for freedom opposing 

it. Those who adhered to this thought felt cycles and unemployment 

were rather to be desired than stabilization and full employment if 

the cost was to entail an infringment of freedom. 

A third obstacle to overcome was tradition. One view of tradi

tion was that a balanced budget should be maintained continuously. It 

was morally wrong for citizen or government to deficit spend according 

to the advocates of the balanced budget. What was a private vice was 

also a public vice. Unbalanced budgets generally led to inflation, a 

problem vAiich most people felt that the country could ill-afford. This 

balancing was to be maintained at the cost of unemployment and stagnant 

economic activity. Gradually, however, it was unemployment v^ich became 

intolerable, leaving the doorway open for the injection of Keynes's theory. 

Re-iterating what Hansen had said about government spending and 

public works, the use of this method to offset the lack of private spending 
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would be to reduce the individual's freedom, a price too great to be 

paid (25). 

^̂'*''"̂? Acceptance 

Preconditions for Acceptance. Unlike monopolistic con̂ jetition, 

Keynesian analysis was not assimilated on the basis of its applica

bility to the real, rather it required some outside pressures to force 

acceptance. These conditions were the Second World War and the Snploy-

ment Act of 1946. The former was important because of its impact on 

statistics and national income accounting, while the latter was impor

tant in establishing the role of government in the control of economic 

activity. 

Because of the length and severity of the depression, it became 

apparent that this was not just another normal adjustment. How severe 

the depression was, remained a mystery until the Department of Commerce 

was requested to provide the statistics of national income for the 

period 1929 to 1932. Another impetus to the collection of statistics 

grew out of the Second World War. Planners of the war effort required 

enormous stores of facts to control wartime operations. A decision 

had to be made as to how much of our production would be involved in 

consumer goods. 

During the Second World War, government expenditures played a 

large role in the full employment level for our labor force, as well as 

for our other resources. People at last saw that government spending 

could induce private industry to invest. Since the public received this 

type of economic activity so well, they legislated the requirement that 
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the government be responsible for maintaining high level, of •cc^.ic 

activity and employment. This public mandate was embodied in th* 

airployment Act of 1946. The declaration of policy sUted (31), 

The Congress hereby declares that it is the continuing 
policy and responsibility of the Federal Govemn^r^*^ 
use all practicable means consistent with its ne^i, ^^ 
obligations and other essential considerations of na
tional policy, with the assistance and cooperation* of 
industry, agriculture, labor, and State and local rov-
emments, to coordinate and utilize all its plans func
tions, and resources for the purpose of creatin̂ ^ ind 
maintaining, in a manner calculated to foster and proooto 
free competitive enterprise and the general welfare, con
ditions under which there will be afforded useful employ
ment opportunities, including self-employment, for those 
able, willing, and seeking to work, and to promote mAŷ pnTp, 
employmenî  production, and purchasing power. 

Thus, with the concem in national welfare and the responsibility 

of the government defined, the mass acceptance of Keynes's theory began. 

Immediately after the war the textbooks began developing chapters on 

Keynes's ideas. 

Examples of Acceptance. In the introduction to Modem Economics 

by Bums, Neal, and Watson, Howard S. Ellis (19, p. xii) states that: 

The authors of the present book belong to the vanguard of 
writers who are undertaking this function at a level ap
propriate to a first introduction to economics for under
graduate students. Seizing upon the most significant of 
Keynes's contribution—that of national income in its own 
right for human welfare and national strength—they have 
introduced the student to these concepts at the very on
set, , , , Indeed, extronists would probably deny that 
the authors are followers of Keynes in any sense, ./ere this 
true, however, it would be difficult to account for new and 
vital elements in the parts pertaining to monetary and fis
cal policy, to interest and wage theory, to inequality of 
incomes, and to the treatment of aggregate employment. 

In his review of this book in the American Economic Review. Sep

tember, 1949, Henry Oliver (32) stated, "The emphasis on neo-classicalism 

is much less pronounced than that of Bowman and Bach, and emphasis on 
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the products of the 'Keynesian Revolution' is much greater." 

One of the prewar textbooks revised after the war was Principles 

of Economics by F. B, Garver and A. H, Hansen. In this book, the 

authors discussed the consumption function and the multiplier in a 

chapter dealing with national product and outlay (33, pp. 23-31). 

It was recognized by these authors that demand in the aggregate was 

one of the determinates of the level of employment. 

Later in Chapter XXI, "The Theory of Money and Prices," the 

income theory as developed by Keynes is presented (33, pp. 229-42). 

Then in Chapter XXII entitled, "Business Cycles," the concept of in

duced investment and consumption is presented as a means of dampening 

the trade cycle (33, pp. 243-56). This phenomaia was achieved through 

government spending and the multiplier effect. 

Although the treatment is short and abbreviated, Dodd and Hasek 

in Economics, made some effort to include Keynes's ideas in a two page 

summary. In their chapter entitled, "Prices and the Value of Money," 

they (20, p. 356) stated, "In reality, the income theory is an attempt 

to explain the workings of all the components of the economic system. 

It is an adaptation of Keynes's theory of fluctuations in prosperity 

and employment." 

In assessing Dodd and Hasek's contribution to acceptance, one 

had to say that they just barely fitted a skeleton of Keynes's theory 

into a closet of two pages. No analysis, illustrations, or other ex

planations were attempted, leaving some room for doubt of actual accep

tance by these authors. 

In the book review from the Southern Economic Journal. October, 

1948, Lowell Ashby (34) said of Economics, by Paul Samuelson, "His 
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presentation was heavy Keynesian." Samuelson did a masterful Job of 

tying Keynes's theory into his discussion of national income; he had 

included it first because it tentatively appeared to him to be more 

easily understood than the treatment on value and distribution theory. 

Not only was Samuelson able to capture the interest of the 

elementary economist and pseudo-economist, but also he precipatated 

an untramelled acceptance of Keynes's theory to be followed by others 

who revised their books to include Keynes. 

Lorie Tarshis in his book. The Elements of Economics^ had one 

of the most sophisticated presentations of Keynes's theory. In 

Kenneth E. Boulding's feature article reviewing Tarshis's book in 

the American Economic Review. Boulding (35, p. 92) asserted: 

To my knowledge, this is the first time that full-
blooded Keynesian doctrine has appeared in a popular, 
non-specialized text intended for elementary students. 
The appearance of this work gives Keynesianism its 
accolade of orthodoxy. . . . It is excellently written, 
lucid in exposition, ingenious in argimient, and the 
student vAio masters it will obtain a pretty clear view 
of the kind of economics which is dominant today in 
both academic and governmental circles. 

Tarshis spent one hundred and fifty-two pages discussing the 

theory of employment, the determinates of income, the determinates 

of investment, the relationship of national income and changes in 

investment, the determinates of the propensity to consimie, the changes 

in the propensity to consume, and the prosperity and depression poli

cies (36, pp. 339-491). 

He followed each statement of Keynes closely as he e:q)lained 

in detail the workings of national income and product. Tarshis was 

the only author to discuss the marginal efficiency of capital and its 

relationship to investment without criticizing it (36, p. 376). 
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Perhaps not as well known as some other textbooks, this was 

certainly a competent addition to introductory economics. 

Amount of Kevnes Accepted 

The amount of Keynes which was accepted gained momentum from 

two things. First, the Bnployment Act of I946 provided government 

with the responsibility of maintaining high levels of employment. 

Second, the collection of statistics during World War II provided 

the necessary elements for calculating the various components of 

Keynes's model. 

The emphasis of textbooks rested primarily with the development 

of national income, the development of the consumption function, the 

relationship of investment to national income, and the relationship 

of government spending to national income. Each of these subjects 

dealt with the main objective of public opinion, reduced employment 

via fiscal policy. 

Other issues such as the marginal efficiency of capital and the 

wage rate argument were not injected into the elementary texts. The 

exception was Tarshis's discussion of the marginal efficiency of capi

tal (36, p. 376). 

Most of Keynes's fiscal policy recommendations for taxing and 

spending had already been tested by government and were found to be 

sound. Textbooks were revised accordingly to include these recommen

dations for fiscal policy. 

Both Samuelson and Tarshis stood out as examples of the most 

complete acceptance of Keynes's ideas in principles of economics text

books. 



CHAPTER IV 

CC»ICLUSiaiS 

The theory of monopolistic competition was more rapidly accepted 

than the theory of employment and income. The difference was attribut

able to the fact that the question of accepting monopolistic competition 

was influenced by only the profession, whereas the question of accepting 

Keynes's theory was influenced mainly by the public. 

By using a part of the existing Classical framework and tools, 

monopolistic coiiQ)etition was readily accepted by the profession. It 

was the profession that was primarily disturbed by the difference be

tween the real world and the Classical explanation. 

Once it was recognized that monopolistic competition provided a 

more accurate description, pure competition was changed from a descrijr-

tive role to the role of abstraction. In its model fom, pure competi

tion became the starting point for developing the explanations of 

monopolistic competition in introducing this material to elementary 

students of economics. 

Possibly the reason for post war authors' de-emphasis of monop

olistic competition was due to the new view of pure competition as a 

model and vehicle for better understanding of monopolistic competition. 

Perhaps the trend had turned to pure competition as the model and left 

monopolistic competition as depicting the real world for more advanced 

courses, thereby eliminating the necessity of including a complete 

discussion of monopolistic competition in elementary textbooks. 

Keynesian analysis, as contrasted to monopolistic competition, 

required public pressure before the profession included it in elementary 

43 
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textbooks. Schumpeter (37, p. 1171) stated: 

Keynes's work presents an excellent example for our 
thesis that, in principle, vision of facts and meanings 
precedes analytic work, which, setting in to implement 
the vision, then goes on hand in hand with it in an 
unending relation of give and take. 

M. Blaug (38, pp. 6r-7) in Economic Theory in Retrospect shared a 

similar thought when he stated: 

It is doubtful whether Ricardo would have developed 
his theory of international trade without a strong 
animus against the landed classes. 

. . . Economics is forever catching up with the 
biases of yesterday. 

Had the theory of economic development been included in this 

study, its roots would have been grounded in Keynes's ideas. Schumr 

peter (37, pp. 1183-84) stated: 

Owing to the position Keynes's work conquered in the 
thought of the profession, it was not simply swamped 
by macroctynamics but in turn helped to mold and to 
propel the latter. . . . Keynes gave a mighty impulse 
to it—almost ^m work in macrodynamics now starts 
from a "dynamized" form of his model. 

Keynes's ideas were not the end; they were the beginning of 

the development of other theories of economic behavior. 
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