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Lo Introdoction

ITo The origin of the problem

1. The purpose of this essay 1s  to  inguire into  the
concept  of  capital to which Eeynes refers in his writings.
Two gquestions related to the understanding of Keynes’'  main
WO by, @ Deneral Theory of Employvment Interest and Money
(ET) ju%*i%i 5 bthis choice. The +First guestion
int i of  the  ooncept  of  marginal effi
in &GT nh.11 (pp.l?
i D of the » breatw
the traditional theory that he rr'Plr1xﬂdu

e ey

s fveedond

pi The
aetigl @

m% c&pit%ﬂ

=
oo g

volume of ment 3
of  the decisions to of  an
raloulation of the rate of rv*nrn Sdsle
of  each given Lype of asset may be
il 3 individual
TF that atforil
cost o Finmg to level  of
;i 2 aje..\m"\nd for investment -:Jmc:)dsa (Naldi
short period oconsidered, the relation between volume of
investment  and marginal efficiency of  a  given 1
mAJn1y 1mf1umnrmd Iy the replacement cost:  when the pPrmud
is o longesr the main 1nf1anr3 iE
oof  the apital aqgooods "he
supply of that tvpe m{

anc b ;
inﬂiv1ﬂua1

it
Firms
Aanc

of

[N

1) . When a




Faynes apparently considers - in connection to bDhe E "
mec- only individual capital goods  and not oan auqrmqa1@
tfactor. = If that use werse legitimate, we  should, in
principle, agree with BGaregnani, who states (1979 p.77) that
Heynes inherits the schedules of the marginal efficiency of
capital and of the marginal productivity of labour from the
fradltlmnal thaory and that those inheritances -~hence the
sthedule-  are  among the main causes of the analytical
fness of his oriticism bto that theory.

a4, Considering the works of Garegnani, Lerner and
Fasinetti we are introdoced to the ond of the i
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is  appropriate  to consider writings and debates dating to
vears before and after the publication of GT. Hence, atter
a brief review of the use of the concept of capital in
Eeynes’ early works, we will consider ‘A Treatise on Money'’
(TM}  and part of the debate which followed the publication
of that book.

As a direct treatment of the concept of capital is absent
from TM, our discussion will focus on such points, as  the
measurement of the guantity of capital and the choice of
technigque, which indirectly illuminate the underlying
conception of capital. From this point of view, the debate
between Feynes and Hayek -subsequent to the publication of
A Treatise  on Money - s of particular interest, becauss
Hayelk dirsctly touched, and forced Feynes to do  the same,
upon several points of capital theory.
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e Early works

I. The concept of capital in Feynes’' early works

1. The concept of capital does not receive a special
attention in Feynes '  =arly works. In  "The Economic
Consequences of the Feace’ (1219 CW II p.11-7) and, more
clearly, in A Tract on Monetary Reform’ (1921 CW IV p.28-
Py, the concept of capital appears in  two fashions: as
Tmapital  goodst 0 or apital eguipmeant’ and as & magnibude
which can be incraag vomeans of AVINGS. Mo theoretical
analysis of  the concept is  introduced anod its br
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following chapters- a central role for the understanding of
his view, sven if their treatment will be considerably
broadenad and modi fied.




oA Treatiss on Mone

I. The concept of capital in A Treatise on Money ’

1. The first point to be noted, with reference to A
Treatise on Money’ (TM), is that no discussion is tdevoted to
the concept of capital as such. Lacking a direct treatment
of capital theory, we have to consider those parts of the
book where, in differsnt connections, questions related to
wapdtal and investment are discussoed,

The questions which will be considered in the Following
sections are the measwement of the opanti bty apiltal an
the relation betwsen capital and :
of M on which our antion will foous B
Definitions), oh.13 (The Modus ef i
anc ol v iy 29 (Fluctuwations in the Rate of Investment s
Fixed, Working and Liguid Capital).
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available to the choice of Lhe srtrepreneuwrs, so bthat  no
oquestion  of ‘capital  deepening’ i considered  and only
technical progress can  cause a modification of the
production techni adopt

To  support  and clarify this irkerpr ation we can raefer
to Feynes ' reply to Hayek’'s review of his book. Feynes
(1931 p.2E5-6) treats  fthe problem of comparing bundles of
physically different capital goods  as  an  inder number
problem, similar in all respects to the problems which arises
with reference to consumption 100 . Hayvelk s answer to this
problem, on the contrary, (19351 p.279-817  would reguirs
measuremant of the guantity of capital indepandent of
relations, consistently with his conc phion of capital s A
tactor whose magnitude may be measured by means  of & time
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tlevel oped in BT choelé- im “length  of the production
process’, which we can find in THM ch.s 20 and 27 (but not in
the index).

The discussions in which this Mpression  appears, as
Hayelk complains (1931 p.280 n.l1), always refer to ‘working
capital’ and never to the ‘stock of capital’. This attitude
could be =“p1n1n@d as a product of a lack of interest in the
concept of ‘length’ (referred to the production process  or
to the technigue) as a tool to measure the stock of capital.
The usefulness of the concept, to Feynes, would derive from
more direct meaning of  time length influencing the
volume  of  working capital  -measured (TM ch.28 p.92) as a
£ Lion of the value of the Final output by assuming  a
relation which describes the ‘growth in value ot the
product during  the production process—  employed i the
BCONOMY . gilven the techndogue in uss.
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Fegulate such ra iw Just  the opposite: to  allow
undertaking of such innovative actions.

That the influsnce of the rate of interest —in Faynes '
view- doss not work in the other way is  confirmed by the
fact ko, in  TM  oh.l®, when  some  effs of  dts
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In face of this position we Ffind Keynes ' remarks on
Hayek's "Prices and Froduction’, which lmply an adverse
appreciation of the idea that investment may be directed, as
a rule, towards capital goods of a kind not previously
produced (Keynes 1931 p.249 n.2, p.250).

To the question of why Keynes shows such a hostile or
astonished view towards the case of investment in
‘technically new’ goods, we can answer only by referring to
a peculiar (and not developed) interpretation of the process
of technical change. On  the other hand, a better
understanding of the concepts of capital and investment
based on given capital goods may be attained by considering
the ‘scarcity theory’ of the long run Feturn to capital
goods  which will be stated in 67 ch.lé. In connection with
that chapter, the problem will be further studied; for the
momeEnt we have to satisfy ourselves sinply recording Keyvoes'
prosition.

Ve Rate of inters and relative prices

T
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Tlyey @ fF

e contest
; eyl b 1d@n+1u B prices.
Hﬂ]ly4 changss of the relative prices ﬁnWUan from &
modification of the interest rate are mentionsd (THM ch. 13
e 181, 18%), but the causes which govern such changes are
not  inguired and  are  lumped together in a set of ‘other
considerations’;  neither the specific offects on the demand
and  supply prices ara thoroughly worbked
ot .

On  this ground, the analysis developed by Feynes
certainly  presents  a deficiency. As the discussion of the
changes in relative prices would have more clearly posed the
question of which conditions allow a2 demand function for

of  capital goods

investment goods to be drawn, it should have prompted HEeyvnes
to  devote more space to the definition of his conception of
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"propound  any theory of capital and interest" (Kevnes 1931
Pa3P4) y does not clarify the picture and suggests  that a
clear ‘cut conclusion upon the concept of capital used in THM
cannot be reached. Nevertheless, there are several hints of
a conception which considers capital goods only in  their
individual technical specification, that doss not treat
capital as a homogeneous factor of production to be combined
with the other factors in variable proportions and simply
ignores the guestion of a technical change independent of
technical progress. This conception will be considerad
again in  the next chaptar, where the treatment of capital
adopted in 6T will be inguired.

MNotes

(1) It may be noted that in  the ohapter we have besn
retarring to -i.e. THM oh. 13~ the eupe similar
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Laneral Theory !

I. Introduction

1. To characterize the conception of capital which is
1in Keynes' 6BT, the analysis will focus on  ch. 11 (The
Marglnal E{Flrlwnry of Capital), ch.lé (Sundry Dhservations
on The Natures of Capital), oh “17 (The Essential Froperties
of  Interest  and Money) and oh. 24 (Concluding Motes on the
Bocial Philo ofy towards  which  The Beneral Thsory  Cowld
leadd) of that hmnk nnd on the writings related +o its
Ppreparaltion and and devel opmeant The inguiry inteo
1 f}»v IndTuYy ot acl dim TH :»r1c3L11 d appear
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(pra 135640 on the reasons which  lead to a reduction of the
marginal efficiency of a given capital asset. Whenever the
quantity of a capital good is increased in such a measure as
to modify its return, or the diminished vyield is not
attributed to an increased cost of production, then the
discussion should be placed in a long period context. On the
other hand, if a decline in the return to a capital good is
not attributed to the greater guantity available or employed
of that good, but to an increased production cost,  then the
discussion should be set in a short run contewt.

2o A further distinction should be drawn ~within long run
anal yaeas- brestwiean partial souti Dby um anal ysis and
comparison betwsen permansnt pmﬁitimnﬁ~ in the Ffirst case
only  a single capital good is : : while in the
second case all capital goods are the ml nf ingquiry., The
distinction is not  clearly  drawn by ,  hut it ism
plausible Lo regard a comparison batwesn permanent positions
a5 the m Lat GT ohaléd and
BT ohel?,

framework to interpe

of bhe vield

raferred bo oasm

presaented in few

g ars  to  bhe basic statement, in 6T, of
H@ynwﬁ poalflon on the origin of 2ol of capital and
on the nature of capital: on this grmumd, it should provide
the justification for Feaynes ' aszssertions on the decline of
the return to capital goods  when the available st o f
these goods is increased and for Keyne choice to  consider
capital  goods  in their individual ap Lcation and not as
AN aggregate  guantity, from ths @ stage of his
treatment of investment (6T ch.ll pp. 13

To begin the discussion it is convenient to reproduce the
relevant pas gan from GT ch.lé sect. I,

"It is much  preferable to speak of capital as having a
vield over the ﬂmurr? of dts lifs in e of it original
cost, than s productive. For fthe only A why o an
asset offers of yislding during 5
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Lheir soarcity or abundancs. Tt is prefsrable to  regard
labowr, including, of course, the personal services of the
entrepreneur and his assistants, as the sole factor of
production  operating in  a given environment of technique,
natural resouwces, capital equipment and effective demand"
(6T ch.lé pp.213-4),

“. The origin of these passages may be traced back to the
2arlier weitings which can be regarded as drafts of Feynes
GT (drafts of chapters dated approximately from mid 1933: 0OW
XXIX pollé, W XITI pp.45i-4), but the basic idea of
searcity already appaars in the Bssay ‘Economic
Fossibiliti tor Dur Grandohildeen” (1930 OW IX) and in the
book “The Economic Conseguences of the (19219 W 11
[T O A A I To  wome extent it ocould be amoa oonceph
whose meaning, alidity and implicati ] by
BT Y are  taken  for grarted; plicit ois
bheing stimulated by external f whii rapraesent s dirsot
ordndi e criticiasn of its validity. With referencs
the wed j mentioned, the ocriticia=m wnn11 hﬁvw be
related Lo the Fiest Woeld
which b wdin 1R s

by Hayelk T A ory ke

a0 TH.
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ig that 1 he distinction betwsen the o onoepts A ‘ry anc
of  productivity as  sources of the ylmld i more cloarly
stated (even i+ not fanalytically explained’ ). Such an
improved Lty of distinction is reached in parallsl with
ke pre ey R @limination o f any et e to
‘pProductivity in  the passage:s which will constitute ch.o il
of the final
fAs the text svolved from the early drafts to  the galley
proofs it faced the critical raading of FEeyvnes ' frisnds :
ong  obischted to this justification of thea vield of capital
2t DuHLRobertson,  who wrote in his  commsnts: "I fingd
muchidl i meg . Thear e i i opposition batweaen
ductivity ™ and “scarcity’.  Thin ave walwus not ,Jmpl
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other so

holars who read the proofs of 6T ecould be ernlalned
by their acceptance of the concept on the ground of short
period considerations. PBut, if we follow the distinotion
between long and short run contexts characterized in BT
cha11l, then we have +to regard the scarcity theory as
directly related to the long period only. FEeynes himself, a
few pages after the passages quoted above, writes: "We have
seen that capital has to be kept scarce enough in  the long
period to have a marginal afficiency which is at least ecual
to  the rate of interest for a period equal to the life of
capital, as determined by peychological  and  institutional
conditions” (6T p.217).

Im o this  way the ‘mrarcity theory ' evolved Lhrough the
preparation of FHeynes' book and consolidated its position as
the fundamental euplanation of the return on capital.

Vo The analvtical scheme of the soarcity theory

1w The analvtical schemns urdaerlying the outline of  the
sCArcity  theory”  may  be  interprebe and 11

in their individual
: baing part of the
. £ ]
that DIMNE . I »
5 e to different degrees of capital
byevean sl deraed, it would have baen
state P " hecomes less scarce,
meas yield will diminish, without its having becomns
productive —at least in the physical sense" (GT i I R I
The availability of consumption goods i SLUTER L, O
nt, which justifies the use of the term ‘moarcity
in connection with cepital goods. The justification of this
ment seans to emerge directly from the text of chapters
& and 24 but it is not possible to find a aszage which
gl icit ates such interpretation. To bhis
W Can Lo the ‘Economic Fossibiliti
Grandochi ldren’,  which s o ddentify  scarod
“the sconomic problem’ o “the ste for w0 stenoe
(i dems in ay will b fg in BT och.24)
and o A “the  end of scarcity’ (Xenos
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A with respect ko
the technical qucnf:ratlmn, any rate of return over capital
may be esstablished. In fact, that rate would not depend on
the technical characteris +1cq of production, but on the
properly maintained scarcity of goods.

ii. a high rate of return over capital is to be
associated with a low level of real wages, that is with a
high scarcity of consumption gondsy as  the quantity of

1. dn a given sconomy, arbitrarily chosar

capital goods -or, in a restricted case, of a single capital
good- is increased the rate of return on capital goods  -or
on the specific capital good considered- diminishes (1),

Boonomy may bhe representsd by mes of a simple
ruations (similar to those employed by  Sraffa),
oy e commodl ties {f oy simplicity) A
tingul sheds consumption  and  investment onds., The
relation betwesn the price of the consumption good and fhe
money wage ~bobh being C g:*nn ~~~~~ indicates  the
level  of ity of cmrMJmptiwﬁ g once the level of
by the valus of b 2 of profit and  the
good are univo s ma et .

mtem bo the effect of
and  on ~eturnn bto capital ]
otk of

TEILImL

Furr b b Jﬂmﬂlllﬂliur arnlyin
£ and this is bthe i
5 20 from Haynes (Sradfa 19 Puivy afber
Hhmlfted +m hlm an early draft of hiw 1960 bhook.,
xngwdy, it seems to be improper to esstablish a strict
similitude betwesn this representation Aﬂd that later
proposed by Sraffa, In fact, in this case, the variations
ot the #oof profit oand of the real wage are  achisved nley
MEar s ioin the volume or in the composition (the
term is  referred to the diwtlﬂf+10ﬂ Detwaen
mmﬁﬁumptlmr de 1nve¢tmnn+ goods) of output, while, in the
case of Sraffa’s system, volume and composition of output -

physically specified- are not modified.

A, Mﬂ can now digregard the obzervations dmwwlapmd in tbhe

[ ¢1 ouls paragraph and retuarn o the i relations
doin s craph .
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s introdoced;  theses analyses will be developed in the

tollowing sections V, VI and VIII.

9. Before leaving the subject, & few further questions
related  to the scarcity theory outlined by Keynes should be
considered. The problems are mainly connected with the
sacond  of the two paragraphs quoted from Keynes' 6T at the
beginning of section III of this chapter.

We have already maintained that the scarcity theory is to
be mors properly placed in a context of long  run movements
and of comparison betwesn permanent positions. This view is
supported  hy the complete absence of references to short
st oof capital  goods  and by the

ot the cos
developed in  the chapter, whers the
sl on the Lo Larm ef foota o
ritheless, in the second of the ps e ap s
Finc yobo an environmant wheres
ntods given which would be more alkin to &
This referenoce plained  as
ol shion of th chivity,
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Teohind gue, FTEIE O, 3
£ iver  deamand” (BT pL 214 assooiates B With those
writers,  such as FEnight, who argued against the use of the
concept  of  roundaboutness  as a measure of the quantity of
capital on fthe ground that labouwr is always applied to  the
production proo vodn conjunchion with capital soguipment and
MEveEr , & concept of roundaboutness implied, without any
support of capital goods.

A third problem is raised by the identification of the
sical doctrine which Eeynes appreciates.  Should  we
ented as ‘the
PadAHL meldy, or
‘mvarything is
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relate it fto Odam Smith, who is elsewhere pre
Foreruanner of the sloal school? (G7 o :
o smarlisr weiters certainly, the idea t
produced by labow’  is  not at @ owith Ric
theoryy  hence he could be included
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economists who regarded self-adjustment as a property of the
economic system (1934 CW XIII p.489). All the same, the
reference to ‘the pre-classical doctrine’ at GT p.213 does
not apper to be accurate, but it would be interesting to
understand, at least, to whom Keynes was referring with the
pression ‘classical’ he previously used.

V. The period of production

1. The discussion of the concept of scarcity as  an
explanation of the yield of capital develops in an obscure
Wway, using concepts almost completely foreign to the rest of
the book. In its middle Keynes reaffirms his commitment to
the scarcity theory and draws a path for the developmant he
is pursuing: “"A correct  theory, therefore, must be
reversible =o as to be able to cover the cases of the
marginal efficiency of capital corresponding either to a
positive or to a negative rate of interest; and it i, I
think, only the scarcity theory outlined above which is
rapable of this." (BT pp.214-5),

Even if it is submerged by the discussion, this is a
strong statement: only the scarcity theory is a correct
theory of the vield of capital.

The analysis of the situwations in which the marginal
eftficiesncy of capital (mec) and/or {in this hypothetical
reasoning they do not have to coincide) the rate of interest
could assume positive or negative values is developed before
and  after the statement just guoted. The case in which the
variable considered is the mec will be examined first.

2. To begin the analysis, Eeynes takes a stance in  the
discussion on the effect of continuous increases in the
capital intensity of production. He believes that a point
will be reached where further increases in the capital
intensity —or roundaboutness— add nothing to the product,

but imply a negative contribution.

By taking this position EKeynes introduces into the
discussion the concept of roundaboutness which Was

previously absent and must be regarded as a measure of the
capital intensity of production. This concept was nobt  used
in his previous outline of the scarcity theory and will not
reappear, in 6T, with the same meaning, whersas the concept
ot capital is Ffurther used in the shape of individually
apecitisd  capital goods. Such  ocourrence justifies
rscription of  the use of the concept of roundaboubme
attanpt to show the greater generality of his theory o
ﬁimplw its gensrality-, rabther than as an aderence to the
capital implisd by that concept.
argument prmcamd% in this wayr given the mqbnnr
v heE considers a4 case in which "the desi - W
consumption were ”Frmnq enough o produce a wlLH\FJmn in
which  full employment reguired a volume of investment so
great as  to involve a negative wmarginal efficiency of
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capitalt (T Fa2ld) e The to postpons tonsumption -
whse Unitsual 11y high level 5 the first cause of  thisg
extreme situation- may be interpreted as a desire tpo save,
which consists of “abstaining from present consumption™ (5T
P-210), but it ig open to doubt if Feynes alano intends with
it ‘Placing an order for future consumpltion’ -an assumption
which he Fegards  as  unjustified at BT pp.210-1. The
nNegative value of the mec which 2NEUes from  thig situation
may be explainesd through the SCarcity theory previously
outlined,

Under these conditions  "we shoul o einpl oy Physically
inefficiant Protesses provided Lthat] they were ﬁuf¥iciemtly
lengthy for the gain  from postponment to ook
L tloisncy" (BT P-E14), or,alternat
@fficient rocesses, According Lo
fact have a Ation in which shoret
bhe lept their

fhe

gh theie
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damand expecton Yo &
REofit, hence -0 avoid a glut and the i 1
Prices- the +too afficient Provesases have to beo kept  scarce
i.m, thea Boonomy must not Fun oat fiull employment level . A1
thi s stage it would be indiffarent, in terms of prices,

the BCONOmYy adopts s Physical 1y inefficipnt Prosess —whickh
shoulad he a Paradoxical caope oA phye Iy  efficisnt
¥ ol wla bept adequataly sCarce -in which oo full
employmernt could not he granted,

Mowe e convoluted, this appears Lo be an sstremne grampl e
of the greoastoee generality of the grarcity theory of vielo,
as  fhe corcept of raoundaboutness describp only one of fhe
two  options o Ltuatdong Characterizo:s
Negatiive  wvall of  the  mec) which the
capabile of MAMI L g . On the othoer 1o,
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"I+ the rate of interest were zera, there would be an
optimum interval for any given article between the average
date of input and the date of consumption, for which labour
cost would be a minimum" (GT p.216); both shorter and longer
processes would be less efficient. In this case the period
of production is defined in accordance with the Austrian
school.

If the rate of interest suceeds Zero, a new 2lement of
cost is introduced and to cover it the output has to be
reduced —increasing the scarcity vyield- and a less
efficient, but shorter, method of production has to  be
adopted. ".uaif  the rate of interest falls below Tera
(assuming this to be technically possible), the opposite is
the case" (BT p.21&), but now the srarcity effect doess not
turn out to be crucial (9). We could attempt to BUDBr I mMposs
these cases and those considered in the previous paragraph 2
(mec or rate of interest greater or smaller than zero), but
it would not be consistent with the argument  developed by
Feynes and it would induce the idea that the mec can
determine the rate of interest (the first situation causing
the second), while in Heyvnes only the opposite sequence can
take place.

Wharesas in the casse of a nagative value of the mec the
adersnce  of FKeynes' definition of roundaboutness to the
proper “capital intensity’ definition was extremnsly dubious,
in the second case the concept 1s much  more  closs  to the
Austrian economists ., Anyhow, he can show that his theory
has such a degree of generality as to encompass  that
concept, even if it iz not necessary to its development.
But having properly introduced and accepted the concept of
roundaboutness  and its working (i.e. its relation with the
rate of interest) he has introduced a kind of clockwork
mechanism that ssems to be bound to emaErgs in full avtonomy,
notwithstanding the negative comments  that he often

Apresses -as we shall see in the next paragraph— on  the
Austrian school. Actually we can sees this emergence in the
lecture on the economic conssquences  of a  declining
population.

4. At this stage it is useful to consider briaefly the
hints we can find which clarify Feynes ' understanding  and
intended use of the concept of roundaboutness.

In GT the only reference to the period of production as
an average of the length of time for which the inputs remain
invested is the one we have just referred teo (BT p.21lé&1 . The
other references are more or less srplicitly concerned  with
an absolute length of the period of production, thalt is with
the ©time which elapses between the moment when the first
input is fed into the process and  the shargence of Lhe
ot put, The definition of the concept -presented at 5T
PeEB7 ia o et with this non orthodor’ visw, Aot e
refersnce is intendsd to stress the lack of clarity of the
Austrian school on this point (BT p.76).

In the other witings connected with 6T the concept of
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pariod of production generally appears as an absolute lenghbh
or,  again, to stress its lack of clarity ("SGod knows what
the Austrians mean by ‘period of production’. Nothing, in
my opinion. Vide Knight’'s article in the forthcoming March
E.J.0 (CW XIII p.517)). The two sole exceptions are the
already mentioned lecture ‘Some Economic Consequences of a
Declining FPopulation’ (CW  XIV pp.124-73) and an undated
paper (CW XXIX pp.155-7) whers an attempt is made to work
out the meaning of the period of production in terms of
aggregate output and capital, but which is heavily veined by
acepticism.

All this implies a certain amount of misunderstanding and
an inclination, on Keynes ' part, ©fo adapt the concept (as
Fobertson suggested; CW XIII p.S0O7) to his own categories
and purpos Im any case, as Faldor' s review of the matter
shiows (Kaldor 1937) the debate on the concept of period of
prmductimm, in fhe 1930=,  was very confused and far from
conclusion on the lesgitimacy  of the
ations involved; from this point of view,
may be regarded as  contributions to o bhe
s1ons on bthe sams 22 Az many obthers.
of ow interpretation of Feyvrnes  opinion
Tergth of +h~ period of production, of the
ohre 1 od ’ and of Fevnes ' position

tor Bhe of i mentionesd  comes  from A
[ oh. 14 (The Dlassical Tt -~y of the Rate of
BT where Faynes refers to one of Enight's articles on
capital +hﬁmry published in the 1230 (Knight 1934) Hevnes
describes  LThabt article in thess terms: "Lit] contains many
interssting and profound observations on the nature of
capital, and oconfirms  the soundness of  the Marshallian
tradition to the uselessness of the Poho-Bawerkian
analvsis (ET pol784 na 3. assage, comparad with the
argument  developed in Enight s  work, strengthens L
interpretation of  Feynes® position on  the concept of
roundaboutness as encompassed in his more general scarcity
cheme., In fact, Enight presents the BEoho-Bawselkian
analysis of the concept of capital a sort of
oversimplitied view of capital; this view is contrasted with
thes ‘discounted  value approach wshich allows to includs in

sapital a2 much  largse rangs of  asp
devalopment of this alternative
v (Rnight 19724 p 277 n.lyg /
the first who has introdoocadd fhﬂ concept
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thorough  theory, as he had clearly
reply to Hayek,s review of his TM (Keynes
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Without racowrs hypothesis, which —for this Feason-
turns out o bm rmdund mtn Indeed, it has been argued that
Keynes, in his 6T, did es sCape exactly from the reduction of
the macroeconomic phenomana to microsconomic variables

(Coddington 1976 p.1271),

VIIT. The scarcity scheme with a given level of
employment

1. It might appear that the role of the concept of
arcity would nm+ be much different from that of decreasing
HEVERE: . consumption goods if the system were not
allowesd in unemployment equiliberia. I¥ this would
e the 21 capital  as  techni
i sort of intermedial
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o The construction is suggested by Feyvnes himself who —
in BT ch.lé section IY- maintains his usual attitude towards
capital goods and investment in a Yong run context while he
considers a case whers full 2mployment is vom+1numn 31y
presarved through an appropriate managament of the rate of
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developed giving an evclusive relevance to one of  hthe  fweo
descriptions of capital, completely abandoning the obther.
This ambiguity may provide an ‘analytical justification’ to
the abrupt change of categories which we find in the lecture
held at the Fugenics Society. PBut, notwithstanding this
ambiguity, the scheme based on the concept of scarcity is an
expression of the autonomy of Faynes’' view from the
traditional concept of capital as a factor of production.

Notes

{1} Incidentally, it cart be observed that this amoo ten
state a theory of wage determination whiih miist (nEz
antly  matched with that pr nted in GT Foway
2 in bthis task could start noting that  the theory
i GT ohe2 refers only to short run situstions (6T

Cornsl s
to proc
st oo

1773,

Tmooomment on this point (OW XTI
phy the underlyicg preo

atod o o tbrm

al wWith its
P w T T ik ol jeTalin] 5 oy thes Moo %
capital and prodoction funoctions, introduces 230
by means of the ‘older techni ques the problem would be
whether the tecnhiques, once dismisszed because of * chrioal
progress,  are to be regarded as stored’  in oa prraduction
function  from  which they may be resumed through changes nf
the interest rate or if an alternative concaption h to bhe
adopted, Again, we reassert bthe opinion that Flaynms
SBMpressl on " reter to such a view of  the sconomic
5 4 even 1f an explicit and detailed discussion of this
point cannot b found  in Faynaes® writings. In any cases,
sven if we opted for the first interpretation, it woul fres
legitimate to euplore the possibility f
developmant of the hints of 2 freatment of ”
be found in 6T, aubonomous from the traditional theory.
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e The deb:

I. Savings, investment and interest rate

Lo A crucial point in Eevnes' scheme is caertainly  the
determination of the value of the rate of intero: LY MOy s
particularly with reference +o long run analvsis. A more
thorough reconstruction of Eevhnes’ long period view of the

: : of  the economic activity would reguire the
standing of this orucial element.  To this purpose  the

main reaference is  the so called ‘debate on finance’ which
atter the publication of BT. '

It tion the core of that
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macroscononic mechanism~  the savings neo ary  to  cover
itsmml f (1937 CW XIV p.207);  hence, the supply of SAVINGsS
cannol be logically regarded az a determinant of the rate of

arguimant

o

interest through the balance with the demand for savings
(the investment demand  schedule). The influsnce of the
investmnent ds ions on the determination of the rate of
interest would be related only to the amount of cash  ~which
Feynes names “finance -~ which the firms need to bridoge the
time interval et ween the decision to wundertake  an
investmant and the syecution of that investment s i act
the exscubtion of an  investment will gensrate the zavings
to cover it The demand for  finance determines
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s0me points, the deficisncies of an analvysis thrh
disregards the time sequence of the pFOtESﬁﬁE (Roherts
1937 p.429,4Z0) . PBut  the validity of his nalysis, in
Feynes’' contention, is comple ately independent mf that method
and of the degree of detail chosen to analyse the adjustment
processes; it relies only on  the concepts of liguidity
preterence and marginal propensity to consume  and on the
nawly introduced concept of finance.

The guestion of the actual validity of Feyvnes' positic
is not easy to answer, but to our purposa 1t can be accepte
Nithmut +ur+h@r inquiry, while we proceed and consider ou
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comment  to the gelley proofs o
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the problem of the repres ¥
the core of the contention, we can
“finance to illuminate that case too.

Heynes, in his article ‘Alternative Theories of the Rate
of Interest’ (CW XIV pp.204-5),  subsumed Robertson’ s point
an - productivity  (Robertson 1934 p.177, 181 n. 1) under the
heading of the influence of savings on the determination of
the interest rate. Robertson, in his reply (1937 op. 4528~
E0Yy reasszerted hi point. on productivity  and  Followerd
Faynes in  oisc "imq the problem entirely in terms of the
ralations bhetwsen g=oand investment. By doing =0, he
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production-  is the role of savings in the sconomic process,
Az Keyvnes rejects the role of gavings in  the determination
of the rate of interest, the definition of capital as "a
certain agent of production” is emptied of its meaning.

In Eeynes ' basic scheme a concept  of capital as  an
homogenesous factor is useless, because there is no ‘waiting’
(free capital plus savings, in Ohlin’'s definition —197%7a
Pp.&0) to be compared with., For this reason this conception
of capital twns out to be absent from his analysis.

d. The previous result allows us to consider again the
question, already touched in ch.4, of the links betwesn
rital and investment and what —in this
connection- he calls the "Marshallianm tradition’ (T p.l7&
Ma 50
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Having abandoned the part of the theory concerned  with
demand and supply of capital as a factor of production, the
difficulties which affect that kind of analysis are at  once
pvercome  and & way is  opened to  the development of a
different approach to the description of the ERCICIN DM .
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construction  of the mec schedule —intended in its short oL
capacity, which is not analyred in this work— and  in the
Justification of the long run diminishing retuwns to capital
gonds  developed  through the ‘scarcity theory’ of the vield
of capital. Moreover, the link is cut by tha new analvsis
of the relation betwesn savings and investment, which lesaves
investment in  the simple poszition of ‘goods T, without any
necessity of being presented as a2 homogeneous factor  of
production  whose existence is independent of that of the
spaecific capital goods. The lack of refersnce +to E:3
concaption  of  technical  change independent of technical
progress  completes the scheme. Each of these olements
combine with the others to prodouce a0 Full it ot
capital as given caepital goods; if one of the @lements WEI B
the consistency of the whole schess would  be
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