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appre ci a tions or crit i cism, between the two “worlds” have been very lim ited up to now. 
As suggested by the title of the last chap ter by the two edi tors, “Towards a Systematic 
Comparison of Different Forms of Economic Thought,” this book is a great starter for 
com par i son research in the devel op ment of eco nomic thought across civ i li za tions. The 
effort of ini ti at ing this pro gram in the pres ent divided state of the inter na tional envi
ron ment is some times, to some degree, far more inspir ing than the con tent itself. Even 
with dif fer ent cul tural back grounds, read ers can relate to the idea of good gov ern ment 
and the pol i cies that are essen tial to build ing a wel fare state.

— Yue Xiao, University of Illi nois Chicago
10.1215/0018270210327393

Debates in Macroeconomics from the Great Depression to the Long Recession: 
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More than ten years after his crit i cally acclaimed book, Monetary Theory and Policy 
from Hume and Smith to Wicksell: Money, Credit, and the Economy (2011), this new 
opus by Arie Arnon was very much awaited. Given the strong empha sis laid on the 
mon e tary think ing of the dif fer ent authors con sid ered, and par tic u larly their views 
regard ing the proper con duct of mon e tary pol icy, this new work will be espe cially 
appre ci ated by those (like the pres ent writer) inter ested in mon e tary issues within the 
sub field of mac ro eco nom ics.

The book is divided into four parts. The first part, titled “Theory and Policy 
around the Great Depression,” com prises four chap ters. Chapter 1 deals with Knut 
Wicksell, discussing, in par tic u lar, whether or not Wicksell was a “Quantity Theo
rist,” his famous “cumu la tive pro cesses” induced by a dis crep ancy between the nat u
ral and mar ket rates of inter est, and his mon e tary pol icy pre scrip tions cen tered 
around the sta bi li za tion of the price level. Chapter 2 focuses on John Maynard 
Keynes’s early mon e tary writ ings (show ing nota bly how Keynes moved from the 
Marshallian, “QuantityTheory,” approach of the Tract on Monetary Reform toward 
the Wicksellian frame work devel oped in the Treatise on Money). Chapter 3 is devoted 
to Friedrich Hayek’s mon e tary the ory of the busi ness cycle and to his “waitandsee” 
atti tude in the 1930s—in con trast to the antiactivepol icy stance often attrib uted to 
him by his to ri ans of the field. Chapter 4 turns to the exchange between Keynes and 
Hayek when Keynes’s Treatise was published, but also to their per sonal rela tion ships.

The sec ond part, titled “Keynes’s and Hayek’s New Thinking: 1936 to 1946,” is 
made of three chap ters. Chapter 5 describes what the author per ceives as the main 
mes sages of Keynes’s General Theory (espe cially stressing the key inno va tion of 
Keynes’s book: the the o ret i cal con struct of “the aggre gate mar ket for goods and ser
vices,” on which the aggre gate level of out put and employ ment is deter mined). 
Hayek’s early writ ings on meth od ol ogy form the sub ject of chap ter 6—and nota bly 
the idea, devel oped from his essay “Economics and Knowledge” (1937), that com pet
i tive mar kets are in a con stant state of evolv ing dis equi lib rium as they pro cess and 
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dis sem i nate infor ma tion and incen tives among agents. Chapter 7 shows how Hayek 
mod i fied his busi ness cycle the ory in the late 1930s (in par tic u lar with the addi tion of 
the socalled Ricardo effect to help explain the down swing phase) and points out the 
con ver gences existing between Keynes and Hayek at that time (regard ing both the 
way the Brit ish econ omy should adapt for the forth com ing war effort and the defense 
of cap i tal ism against the threat of the Nazi regime).

The third part, titled “1950s to 1980s: The Years of Keynes ian ism and the Counter 
Revolutions,” com prises four chap ters. Chapter 8 discusses whether or not The Gen-
eral Theory was actu ally a rev o lu tion ary work and con fronts this inter pre ta tion with 
David Laidler’s (devel oped in his book Fabricating the Keynes ian Revolution [1999]), 
according to which The General Theory was rather a syn the sis of the existing  the o ries 
and debates in the years before 1936. Chapter 9 deals with Milton Friedman and 
mon e tar ism. Of par tic u lar inter est is the account of the rela tion ship between 
 Friedman and Hayek and the com par i son of their respec tive meth od o log i cal 
 stances—Friedman being, on this ground, much closer to Keynes than to Hayek. 
Chapter 10 shifts to Hayek’s return to eco nom ics in the 1970s and inves ti gates the 
rea sons why Hayek decided at that time to sup port “free bank ing” (as opposed to cen
tral bank ing)—a pol icy regime he had opposed (against his men tor Ludwig von 
Mises) in the 1930s. Chapter 11 then exposes the main tenets of the main stream in 
mac ro eco nom ics since the “ratio nal expec ta tions rev o lu tion” in this sub field by the 
early 1970s, from Robert Lucas and his imme di ate fol low ers to the last vin tage of 
dynamic sto chas tic gen eral equi lib rium (DSGE) mod els.

The fourth and final part, titled “Macroeconomics before the Long Recession: The 
Return of Micro and Decline of Macro,” involves four chap ters. In chap ter 12, Arnon 
recalls how the pro fes sion tack led the issue of pro vid ing mac ro eco nom ics with sound 
micro eco nomic foun da tions. He nota bly con trasts his view on the mat ter (according 
to which the emer gence of the “New Classical Macroeconomics” [NMC] would have 
led to the search for a rad i cally new form of microfoundations, based on dynamic 
opti mi za tion in an envi ron ment of gen eral equi lib rium) with that of Kevin Hoover in 
his “Microfoundational Programs” (2012) paper (according to which there would 
have been impor tant ele ments of con ti nu ity in the attempts to pro vide macro with 
microfoundations, before and after the emer gence of the NMC). Chapter 13 turns to 
“postKeynes ian” econ o mists (argu ing that it is eas ier to define them by what they are 
not) and to the “finan cial insta bil ity hypoth e sis” of Hyman Minsky. Chapter 14 distin
guishes two approaches to mac ro eco nom ics: “sim plic ity” and “com plex ity.” The most 
impor tant dif fer ence between the two would lie in the knowl edge of the econ omy 
(and, in par tic u lar, about its future path and the fea si bil ity of pol icy options) econ o
mists are sup posed to have. Contrary to the com plex approach, the sim plis tic one 
assumes that macroeconomists do have this kind of knowl edge. Finally, chap ter 15 
lays the blame for the inabil ity of DSGE mod els to have antic i pated the Great Reces
sion on their sim plis tic char ac ter and calls for a more com plex approach to mac ro eco
nom ics—rem i nis cent of that pro moted by Hayek in his meth od o log i cal essays.

As the reader of the pres ent review has cer tainly under stood, Hayek is the true 
“hero” of Arnon’s book. I will not decide here whether or not this choice is appro pri
ate. Given the schol ar ship of the author on mon e tary issues, how ever, I would have 
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expected more indepth dis cus sions about some key aspects of Hayek’s mon e tary 
think ing. In par tic u lar, cer tain impor tant fea tures are miss ing in the treat ment of 
Hayek’s con cep tion of mon e tary nonneutrality. For instance, the influ ence of Richard 
Cantillon on Hayek on that mat ter—through the socalled Cantillon effect (according 
to which the impact of an increase in the quan tity of money on real var i ables crucially 
depends on the “point of injec tion,” namely, the eco nomic sec tors where the new 
money first flows)—is not even men tioned. Similarly, only pass ing ref er ence is made 
to Hayek’s 1928 paper titled “Intertemporal Price Equilibrium and Movements in the 
Value of Money,” although it laid the ground for Hayek’s sub se quent anal y sis of mon
e tary nonneutrality in terms of dis tor tions of rel a tive prices. It would also have been 
worth while to con front Hayek’s and Mises’s views on mon e tary nonneutrality. 
Indeed, while Hayek per ceived “neu tral money” as a nor ma tive stan dard by which 
actual mon e tary arrange ments could be eval u ated, Mises rejected the very con cept of 
neu tral money, argu ing that “in a liv ing and chang ing world, in a world of action, 
there is no room left for a neu tral money. Money is nonneu tral or it does not exist” 
([1938] 1990: 77). Another aspect of Hayek’s think ing in mon e tary eco nom ics that 
would have deserved a more thor ough dis cus sion relates to the alter na tive mon e tary 
pol icy norms he had advo cated dur ing his career, from the con stancy of the quan tity 
of money in the 1920s to the sta bi li za tion of final out put prices in the 1970s—that is, 
the same pol icy he had sharply crit i cized in the 1930s. Arnon doc u ments only some 
of these changes and fails to explain why they hap pened. Finally, a com par i son 
between Hayek’s and Ralph Hawtrey’s the o ries of busi ness cycles would have been 
wel come, since both the o ries place mon e tary fac tors (and, most prom i nently, the 
inher ent insta bil ity of credit) at cen ter stage.

In spite of these (minor) weaknesses, Arnon’s book is a great achieve ment (both in 
terms of cov er age and ped a gogy) and should find its place on the shelf of any one 
inter ested in the his tory of mon e tary mac ro eco nom ics.

—Pierrick Clerc, HEC Liège
10.1215/0018270210327407
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In The General Theory of Employment, Interest, and Money (1936), John Maynard 
Keynes qui etly drew atten tion to the link connecting the vol ume to his ear lier  
Treatise on Probability (1921): both books are centrally concerned, albeit from dif
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