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Paper prepared for a forthcoming JPE Symposium on Harry Johnson's
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on an earlier draft which was presented at the Money Study Group
University of Manchester Conference, held in memory of Harry
Johnson, on April 10-11, 1978.
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Harry Johnson's reputation as a macroeconomist rests at least as much
on his contributions to policy debates and on his widely-read survey articles
as on his original research. If one looks a£ his written work from the
narrow vantage point of North America, it is easy to underestimate its im-
portance. Much of what his later writings contain was without a doubt "well-
known at Chicago" when it was published. However, Harry's capacity for ab-
sorbing "oral tradition" was matched by a considerable ability to contribute
to it, and it is dangerous to infer a lack of originality from this fact. 1In
any event, in macroeconomics, his chosen audience more often than not consisted
of research workers, teachers and students outside the major centres, not to
mention policymakers and "interested laymen." His ability to synthesize and
expound the issues being tackled and the results being attained in all areas
of the field ensured that their significance was grasped by the profession at
large far more rapidly and effectively than otherwise would have been the case.
For this reason alone he is a figure of considerable importance in the recent
history of macroeconomics.

A number of questions naturally arise. What kind of macroeconomics did
he expound? How did it evolve over the years? How much did he himself con-
tribute to the body of knowledge that he expounded? How much did he take
from others? And why did the evolution of his thought take the path that it
did? Virtually every reader of this paper will already have his own views on
the answers to the forgoing questions, and it would be as well to outline mine
at the outset. Harry's macroeconomics evolved in a direction that led him to
pay increasing attention to monetary factors, but he never became a “"mone-
tarist" as the term is understood in North America.l His originality in this

area was not of the very highest order but by any reasonable standard it was



considerable: none of his papers makes a first approach to a new problem,
but a number of them represent important contributions to bodies of liter-
ature opened up by others. Moreover, his survey pPapers and policy writings
show frequent and highly original insights which he did not always system-
atically follow up himself. Finally the evolution of Harry Johnson's macro-
economics had very little indeed to do with the fact that he held a Chair at
the University of Chicago. The evidence of his published work shows that his
views stemmed naturally from his perceptions of what the important issues of
macroeconomic policy were, and from his bringing to bear upon those issues
the body of theory and empirical evidence that the published macroeconomic
literature--including of course those contributions originating in Chicago--

provided.
II

Harry began as what he himself termed a “"Cambridge Keynesian."2 In the
early 1950s, like many people working on macro and monetary problems in British
universities, he subscribed to two, only loosely connected, bodies of macro-
economics, rather than one. There was pure monetary theory, and knowledge
about monetary policy as it was actually conducted and as it actually worked.
The former cast only a limited light on the latter. Harry's commentary on

Sir Dennis Robertson in the Review of Economic Studies (1951/52), is purely

about the logic of an economic model. Despite any clearcut reference, it
is obvious that the basis of his analysis is largely Modigliani's (1944)

Econometrica paper. One cannot deduce from this essay whether, for example,

he believed the fixed or flexible price version of the IS-LM model to be the
more relevant, or whether he believed the liquidity trap doctrine to be im-

portant or unimportant as a practical matter. To Harry in the early 1950s it
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was the job of economic theory to derive the different implications of
different factual assumptions, and that was all. Having just lambasted
James Meade iﬁ (1951b) for pretending that theory could do more than that,
and for slipping his own (liberal) ideology into what purported to be a
theoretical discussion as well, it is understandable that Harry was careful
indeed about maintaining the purity of his own theoretical writing.3 We
have to turn to his articles on policy issues to find out what he thought
was of practical significance, as opposed to what he knew to be logically
true, in macroeconomics.

The 1950s in Britain saw the revival of monetary policy after a long
period of pegged interest rates, and direct government control over all as-
pects of credit allocation. They were also years of creeping inflation. Both
circumstances led to substantial academic discussion--and Harry was deeply
involved in British debates. His contributions display a considerable uni-
formity of view until 1956. 1In 1951, on the very eve of the revival of mone-

tary policy, we find him writing in the Economic Journal about "Some Implications

of Secular Changes in Bank Assets and Liabilities in Great Britain." (1951a)
He noted the immense growth in the money supply, and in the public debt, that
had taken place since the 1930s, and because "overcoming inflationary pressure”
rather than "chronic defective demand" was likely to be the major policy
problem for the future, he expected those "secular banking trends to compli-
cate rather than to ease the problems of economic policy." Although he also
looked for "greater cyclical stability of the money supply"” to ease "the
problems of contracyclical policy," he hastened to note that "Neither of the
effects just discussed is one to which any great quantitative significance

can reasonably be attached." (p. 556) On the contrary the significant im-

plications of the facts he described was that "overall economic policy will



rely on budgetary measures, buttressed by some degree of direct controls,
rather than on monetary measures." (p. 555) This was partly because the
use of interest rate variations "to control private borrowing would have
significant repercussions on the cost of the public debt" but also because
of "the decline which has occurred in the economic significance of the rates
of interest which the joint stock banks directly control" not to mention
"the generally accepted view that the interest elasticity of investment is
rather low." (p. 554)

Experience during the early years of the “"revival" of monetary policy
did not change Harry's views about how policy in fact worked, but he did
become more forthcoming about how he thought it ought to work. "The re-
vival of quantitative credit control [i.e., a variable interest rate policy]
[has] prepared the way for a genuine return to quantitative [i.e., market
oriented] methods, should the government in future desire it" (1953, p. 26)
but the large volume of floating debt and the "British philosophy of govern-
ment intervention" (p. 26) made that unlikely. Presumably he was not unhappy
about that for he had earlier argued that "The case for rationing credit by
price...is largely irrelevant...and open to the objection that the ability
to pay high interest is not necessarily a proof of the superior social de-
sirability of the project to be financed." He viewed credit rationing by
the banks as opposed to government with suspicion on the grounds "that there
is no guarantee that the banks will ration a limited amount of qredit in
accordance with the National interest." (1952, p. 129)4

As late as 1956, to judge from his policy writings, Harry's opinions
were still much the same. In a major Bank Review article, widely read at
the time (1956), he identified the view that the quantity of money is a key

policy variable with the view that the total volume of bank credit, as opposed
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to advances, is the central factor. Having thus misunderstood the position,
he dismissed it on the grounds that there were many substitute sources of
credit for thé types of expenditure financed by bank purchases of securi-
ties, but not for the inventory investment financed by advances. Hence

the cost and volume of bank advances were the important policy variables.
(See (1956), pp. 16-17.) "The influence of monetary policy, and the argu-
ment for using it, seem to rest chiefly on its effectiveness as a means of
controlling stockholding, and possibly also on its influence over short term

capital movements; its long run influence on fixed investment is doubtful."

Given these views, it is hardly surprising that he concluded that, Y. ..monetary

policy is unlikely to be able to do much towards solving the major long run
monetary problem of the British economy, the tendency for British wages and
prices to increase more rapidly than those of Britain's international com-
petitors. The most that monetary policy could hope to do would be to prevent
the problem from being pericdically aggravated from over full employment
arising from inventory booms." (1956, pp. 18-19)

It was not just because monetary policy was not of any importance in
determining aggregate demand that it could not be deployed against inflation.
"Substantial unemployment would be required to prevent wages rising at an in-
flationary rate" so neither monetary policy nor "other means of controlling
aggregate demand offer much prospect of a solution." Wage and Price con-
trols and moral suasion would do no good either, because "Such- methods
attempt to solve the economic problem [of inflation] by ignoring the economic
forces which produce it." And what were those forces? "A great deal of the
inflationary problem of the post-war years can be attributed to the fact
that the increase in productivity since the war has been largely absorbed by

increased defence expenditure and the adverse shift in the terms of trade.



In future, increasing productivity should permit a steady  and substantial
growth of real income."” This would go far towards creating "the necessary
condition for a workable 'National wage policy'~--the possibility of sub-
stantial non-inflationary wage increases." (1956, Pp. 29-20) 1In 1956

then, Harry was a proponent of a rather ill-defined cost-push explanation of
inflation based on the failure of real income to rise, and looked to the
future feasibility of an even more ill-defined "national wages policy" to
deal with the problem.

By 1959, Harry's views had changed markedly. Though he still regarded
inflation as a "minor evil" that promised to bring not "major economic catas-
trophe" (hyperinflation or mass-unemployment caused by balance of payments
crisis as, for example, Lionel Robbins and Frank Paish tended to argue), Harry
nevertheless recognized that it causes "a host of unfairnesses--some cumulative
and some temporary but all irritating--between different members of the com-
munity, and makes more complicated and frustrating the tasks of economic
calculation for all concerned, including the Government itself."5 He there-~
fore believed that "the country can probably now afford to trade some loss
of output and employment for greater stability of prices." (1959a, p. 151)
Because he was "inclined to agree...that the predominant factor [causing in-
flation] has been high demand" he also agreed that "...demand restriction
offers a more effective method of stopping wage inflation than national wages
policy. But I would prefer to put the point in another way: that a national
wages policy is unlikely to be either acceptable or workable unless backed up
by adequate control of effective demand." (1959a, p. 152)

Now this shift to a "demand pull" view of inflation is only one aspect
of a change in views that becomes evident in Harry's published work after 1956.

He also began to put much more emphasis on the quantity of money when
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discussing policy problems. In 1957 he still believed in the efficacy of
direct credit controls. "The real bite of the credit squeeze has been
achieved...through directives relating to bank advances...[and] through
hire purchase controls" and urged the Radcliffe Committee to consider
whether such "methods could usefully be extended to include a closer super-
vision of building society lending policies."™ (1957a, p. 343) However, the
main burden of the note from which this quotation is taken was to draw
attention to the "damning fact" that "no consolidated money supply state- -
ment is published in this country." (p. 343) The need to improve published
statistics, was the theme of Harry's advice to the Radcliffe Committee (1960)
and, by the end of 1958 he had constructed his own annual series for five
monetary aggregates for the period 1930-57 (see (1959b); the fact
that he was willing to engage in that kind of labor, even with the aid of a
research assistant, is evidence enough of the importance that he by then
attached to the quantity of money. He saw the explanation for the "short-
comings of existing monetary statistics" as lying "partly in the fact that,
though lip service is often paid to the idea that monetary policy seeks to
controi the quantity of money, such control is actually conceived of in terms
of its effects on the availability of money, as reflected particularly in
conditions in the discount market and the lending activities of the clearing‘
banks; partly in the fact that the quantity theory of money, which would
provide the maximum incentive for the perfection of monetary s;atistics, has
been so completely discredited, in the eyes of most economists, by its
Keynesian rival." (1959, p. 1)

"The Keynesian rival" in question was of course the Hicks-Modigliani-
Hansen IS-LM model, that had underpinned his commentary on Robertson and to

the exposition of which his (1958a) survey of "Monetary Theory and Keynesian



Economics" was mainly devoted, and the exogenous money wage version of

that model at that. However, by 1958 the Pigou effect, which in 1952 had
been dealt with in one cryptic parenthetical sentence (see 1951/52, p.

103), was presented as reducing that Keynesian theory to "a special case
of...the neoclassical theory..." albeit one that "started from an empiri-
cally relevant special assumption, derived some important meaningful results
from it, and provided an approach which has since proved its usefulness

for a wide range of problems."” (1958a, p. 240)

For Harry to criticize the received Keynesian doctrine in these purely
theoretical terms was not new in 1958. He had presented much the same argument
at a 1954 Conference (cf. 1957b). However, by 1958 he was expressing doubts
about its practical relevance too. He was now arguing that the Keynesian
model "has shown definite weaknesses as a theory of prices." Inflation
models based on it "while they describe the inflationary process...do not
explain it very well. The problem of explaining the differing price his-
tories of different countries during and since the war has led to a certain
tendency to return to the quantity theory of money. ...It is clear that
the accumulation of money during the war has had an important effect; but I
would myself prefer to employ a neo-Keynesian explanation, based on the
accumulation of assets relative to income, these assets including both money
and government debt rather than one which stressed the quantity of money
per se." (1958a, pp. 243-44)

Thus, by 1958, and before going to Chicago, Harry had become a very
different kind of macroeconomist to the Cambridge Keynesian of the early
1950s. He had of course visited the United States in 1955, and had attended
workshops in Chicago, but I can find no evidence of a Chicago influence on

his views at this stage, at least on issues of money and inflation. Friedman
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appeared in his writings at this time as a contributor to the literature
on the consumption function, not to that on monetary theory or inflation.
The quantity theory inspired work which he cites is A. J. Brown's Great
Inflation, not the Chicago Studies, and the historical experience to

which he refers in the passage just quoted is also that dealt with by
Brown. To argue as he did for the importance of carrying out statistical
studies of transactions velocity (cf. 1957a) sets him firmly apart from the
Chicago School with its emphasis on income velocity, but also suggests the

influence of Brown and his associates, particularly in the light of work

later carried out under Brown's supervision on transactions velocity. (See Welham

1969.) Moreover, in emphasizing the potential importance of money and govern-
ment debt he looked back to matters which he himself had analyzed seven

years earlier (see pp. 3-4 above), though he now assessed the significance

of the relevant data very differently. In short, Harry Johnson's first,
large, step away from orthodox "Cambridge Keynesianism" was taken at
Manchester, not at Chicago, as a response to what he perceived té be the

inability of received theory to deal with an important body of evidence.6
I11

The years 1959-66, when Harry was full-time at Chicago, saw the writing
of his best-known, and most highly regarded, contributions to the macro-
economic literature. The first of these, written during his first year

there, was his lecture (1961) on the 25th Anniversary of the publication

ofsthe General Theory. This completed the break with "Cambridge Keynesianism"

that had begun at Manchester.

The contribution of the General Theory as presented in that lecture

was only loosely related to the IS-LM model which Harry had hitherto referred
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to as "Keynesian." Keynes' "central theoretical contribution [was] that

in a monetary economy the stability of employment in the face of changes

in aggregate demand for output depends on the uncertain monetary effects of
changes in money wage levels, which changes may themselves be slow." (p. 3)
"'Unemployment equilibrium' has to be reinterpreted as a disequilibrium
situation in which the dynamic adjustment is proceeding very slowly. ...This
is a fair modern translation of Keynes's (Marshallian) short period equilibrium

technique." (p. 13)7 There were weaknesses in the General Theory: Keynes

"overgeneralised a particularly bad depression" to give the impression that
"large scale unemployment is the typical situation of an advanced capitalist
economy," and this was important given his view that "the traditional quantity
theory becomes relevant under full-employment conditions." (p. 13) The lack
of attention to "the influence of price expectations on the asset demand

for money, and the associated necessity of distinguishing between real and
nominal interest and between fixed interest bearing securities and equities,"

(p. 9) and the neglect of the influence of wealth on consumption, were both

special cases of the generally "inadequate attention paid in the General Theory
to problems of capital theory." (é. 7)8 However much harsher criticism was
reserved for the "Keynesians." 1In their hands "a theory in which money is
important [has] turned into a theory in which money is unimportant." (p. 15)
Their approaches to the problem of inflation "concentrate on the mechanism
rather than the causation of inflation; and...virtually assume away the
possibility of controlling inflation by monetary means."” (p. 16) Their

bias against according an important role to money had caused the Keynesian .
approach to inflation "to degenerate into a confused and often obstructive
eclecticism." (p. 14)

In short, his rereading of the General Theory caused Harry to make his
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own distinction between "Keynesian Economics" and the "Economics of Keynes,"
and to take the latter as the basis of his own further work in macro-
economics. In the light of this, it is hardly surprising that, though
nobody understood the debates about the Classical Dichotomy and the Neutrality
of money better than Harry (as several generations of graduate student
readers of his (1962) survey have reason to be grateful for) and though nobody
enjoyed wrestling with their logical intricacies more than did he (Harry
always liked puzzles), he recognized from the outset that the debate had
little to do with Keynes'sattack on the separation of monetary theory and
value theory. "The argument has been concerned throughout with a mone}ary
economy characterised by minimal uncertainty whereas Keynes was concerned
with a highly uncertain world..." (1962, p. 17) He reiterated this view
in his 1963 survey, concluding that "I do not think that this particular
controversy is of great relevance to practical work on monetary policy or
monetary analysis, or even I think to monetary theory" (19634, p. 84) although
he explicitly linked this conclusion to the absence of economic growth from
the models in question rather than the absence of an analysis of uncertainty
and expectations upon which he based the opening of his critique.9

We have already noted that, much as he admired the book, for Harry

the great weakness in the General Theory was a neglect of capital theory,

which resulted from Keynes'suse of Marshallian short-period egquilibrium to
deal with problems of dynamic disequilibrium. It was thus work directed to
making good this deficiency that he valued most highly. "Friedman's appli-
cation to monetary theory of the basic principle of capital theory--that
income is the yield on capital and capital the present value of }ncome--is
probably the most important development in monetary theory since Keynes..."

(1962, p. 33) He praised the contributions of Friedman, Modigliani-Ando-
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Brumberg, and Spiro to the consumption function literature for the same
reasons, as he did the contributions to the analysis of what we would now
term the "transmission mechanism" that "has been emerging in the past few
years, from both 'Keynesian' and 'quantity' theorists, as an outgrowth of
the formulation of monetary theory as part of a general theory of asset
holdings." (1962, p. 50) Again Friedman was cited, this time in company
with Tobin, Cagan, and in particular, Karl Brunner, from whose work there was
a lengthy quotation, as one who had made an important contribution. But
Friedman's contribution in all these cases was seen as being to a theoreti-
cal tradition started by Keynes. From the outset Harry was more critical
of Friedman's empirical work, and particularly his attempts there to differ-
entiate his approach from the Keynesian tradition as Harry by that time had
come to conceive of it.

When he wrote his 1962 survey, Harry had not grasped the interrelation-
ship between Friedman's views on the complexity of the transmission mechanism,
the methodology of the famous Friedman-Meiselman study, and the significance
of Friedman's (1959) inability to find any well-determined or quantitatively
significant relationship between the demand for money and the rate of interest.lo
He had by 1963, and pointed to "a certain suspicious appropriateness in the
Friedman treatment of the cyclical behaviour of velocity." (19634, p. 102)

He returned to this theme more forcefully in his (1965) Economic Journal review

article of Friedman and Schwartz's Monetary History arguing that Friedman

had deliberately downplayed the interest sensitivity of velocity because,
among other things, "to admit interest rates into the demand function for
money is to accept the Keynesian Revolution and Keynes' attack on the quantity
theory." (1965, p. 396) In terms of Harry's conception of the nature of

Keynes'scontribution to economics he was surely right. The liquidity trap
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doctrine played a minimal role in that conception both because "speculation
will take the form of movements between securities of different types
rather than between securities and cash," (1961, p. 8) and because the
available empirical evidence had reduced the existence of a liquidity trap
in the demand for money function to a purely semantic issue. (See 1962,

P 238)

Though Harry was not the only reviewer to raise the issue of the
interest elasticity of the demand for money--Tobin (1965a) and Meltzer (1965)
also made much of it--it was Harry's attack that provoked Friedman (1966) into
clarifying his views both on the role of interest rates in the velocity
function--they did have a role to play--and on what he believed to be the
essential characteristic of Keynesian monetary theory--the liquidity trap.
Thus Friedman declined the invitation to embrace the Keynesian revolution,
but in doing so he clarified the issues in such a way that those who had
regarded him as an anti-Keynesian, but did not regard the liquidity trap as
an important ingredient of Keynesian economics, were able to come to a far
better appreciation of the significance of his contribution to the subject
than they had before.11

Even so, critical though he often was of it, Harry always took Chicago
empirical work seriously, and learned from it. The study of Canadian mone-
tary policy that he and Winder undertook in 1962 was strongly influenced by
Friedman and Meiselman (though some aspects of it followed Karekan and
Solow's (1963) lead). The conclusion that he drew from that work, "that
the effect of monetary policy in the Canadian Economy is imprecise, slow and
variable" (1963b, p. 187) led him to argue that monetary policy should be used,
not for short-run stabilization policy, but for "creating and maintaining a

stable long run monetary environment." (1963b, p. 217) This was the conclusion
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of Friedman, on the one hand, and of the Radcliffe Committee on the other,
and in 1963 he was not willing to commit himself either to the Friedman

view that stability in the rate of growth of the quantity of money should

be the policy target, or to the Radcliffe view that stability of interest
rates was the key.12 By the next year he noted evidence produced by
Friedman showing that the slackening of US aggregate demand in late 1962

was associated with the previous behavior of the moneystock, and was "in-
clined to attach a greater importance to monetary policy in sustaining the
[subsequent] expansion than the Council [ofJEconomic Advisors] does." (1965,
p- 251) Moreover the effects in question had been the "unintended con-
sequence of a policy meant to be modestly restrictive in the sense of raising
the level of interest rates...that...turned out to be expansionary in its

effects on the money supply." (p. 251) And for all criticisms of it, he

nevertheless argued that the Monetary History of the United States documented

"quite conclusively" the presupposition that "the stock of money is the
dominant monetary variable in the economy." (1965, p. 389)

Neither in the papers just cited, nor in any other that I have been
able to find, did Harry come even close to arguing the quantity of money was
all that matters. He thought that money was more important than did the
Council but "not to the point of denying that fiscal policy was an important
influence on income and employment"; (1964, p. 251) and of course what he re-
garded as an underemphasis of the importance of real shocks, that stemmed
from downplaying the interest elasticity of velocity, was a key element of

his criticism of the Monetary History. 1In 1965 Harry was still by his own

lights, a Keynesian. Though he was critical of the underlying methodology

of the Friedman-Meiselman study (and of the Monetary History as well), particu-

larly of the insistence that one simple theory be able to explain a long run
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of historical data--"Occam's Razor is a useful principle, but there is no
need to cut the throat of empirical research with it" (1965, p. 395)--he
accepted its results, and didn't find anything in them to disturb ﬁim:

"any Keynesian can well argue that the 1930s was the period for which the
Keynesian theory was designed...and that in showing that the Keynesian
theory works better for that period Friedman and Meiselman have vindicated
the Keynesian Revolution." (1963d, p. 102) Nor did he find it difficult
to accept the empirical ewvidence on a stable, albeit interest sensitive,
demand for money function. As he later put it, reiterating a view that

he had by then long held, "There is...nothing to prevent the absorption of
the empirical evidence of a stable demand function for money into the
corpus of the Keynesian general equilibrium model...other than the con-
ditioned Keynesian reflex against the 'quantity theory' and the conditioned
Keynesian belief that 'money does not matter' (or, at least, 'does not matter

much')." (1970, p. 91)
Iv

Though very few people would have called Harry a "monetarist" in the
mid-1960s (had the label then been in use), he was widely regarded as such in
the 1970s, and indeed often found it useful to pin the label on himself.
However, I believe that the evidence of his written work shows that he had
gone as far towards "monetarism" by the mid-1960s as he was ever to go. A
further shift towards monetarism after 1965 is an illusion, but it needs to be
explained why it is such a widely believed-in illusion. Part of the explanation
lies in the fact that in 1966 Harry took up his Chair at the LSE and "con-
ditioned Keynesian reflexes" were more prevalent in Britain than the United

States. Kaldor's (1970) celebrated attack on "The New Monetarism" amounted
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to a denial of the existence of a stable demand for money function and a
reassertion of the unimportance of money; thus, in Britain, a Keynesian
of Harry's tyée found himself labelled a monetarist whether he liked it or
not. However, other factors were also important. The problems upon which
he worked after 1965 required that he lay more emphasis on Friedman's
specific contribution to monetary economics than he had previously, a con-
tribution which he had nevertheless much earlier recognized and absorbed
into his own thinking.

As early as his 1961 lecture, Harry singled out the failure of Keynes
to take account of the influence of inflation expectations and systematically
to incorporate the distinction between real and nominal interest rates into

his work as an important shortcoming of the General Theory. He called

attention to the importance of Friedman's analysis of this problem in terms
of a capital theoretic approach to the demand for money, and a recurring
theme of his commentaries on monetary economics thereafter was the weakness
of those branches of neo-Keynesian monetary theory that neglected this fac-
tor.l3 But of course, the influence of inflation expectations is only
important as a practical matter if inflation itself is important as a practi-
cal matter. As Harry himself remarked, "It is no accident that the appear-
ance of Monetarism as a strong intellectual movement has had to wait until
the [inflationary] aftermath of the escalation of the war in Vietnam in
1965." (1971) It is equally no accident that those aspects of Harry's macro-
economics that can most readily be identified as having been learned from
Friedman came into prominence in his own work at the same time; the mid-1960s
was precisely the time when the analysis of price level movements began to
occupy an increasing amount of his attention. Even so, it should be noted

now that one characteristic monetarist belief--that there exists no long-run
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inflation-unemployment trade-off--does not, as far as I have been able to
discover, and to my considerable surprise, appear in his writings.

Like any other macroeconomist, Harry was compelled by the circum-
stances of the late 1960s and early 1970s to pay attention to inflation as
a policy problem, but he also at that time carried out important original
work iﬁ monetary theory. Characteristically, there was a substantial spill-
over from this work on pure theory into his policy writings, and though the
theoretical literature to which he contributed has become unfashionable, his
work there still retains interest if only because of this spillover. The
literature in question is epitomized in the phrases "Money in a growth model,"
and "money and welfare."

Harry had long been dissatisfied with the literature on the Classical

Dichotomy and Neutral Money, both because it was not dealing with the problem

in the context of the uncertain world which he regarded as fundamental to

Keynesian economics, but also because it abstracted from economic growth.

The literature on money and growth meets the second of these objections, but
only by completely ignoring the first: that is one reason wny it has now
fallen out of fashion. Harry's particular contribution to it (1966b), in
contrast to Tobin's initial work (1965b), "stressed the necessity of allowing
money a function in a monetary economy and therefore of attributing to the
presence of money an increase in economic welfare."” (1970, p. 109) In short
it incorporated Friedman's analysis of money "as if" a-consumer-durable into
the analysis, and showed that, because the rate of inflation influenced
holdings of real balances, it would also influence "real income" and hence
the savings rate, the details depending upon the way in which savings behavior
was modelled. The conclusion established by this literature, and Harry's

contribution sets out all the essential results while also managing to be the
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most readable paper on the subject, is that the full employment equilibrium
properties of a monetary economy are extremely unlikely to be independent

of monetary factors, specifically the rate of change of the nominal money
supply, even if all Keynesian problems about uncertainty are assumed away

by making inflation, and everything else for that matter, "fully anticipated."14
Since one of those properties is presumably the "natural" unemployment rate,
the ;iterature in question may yet turn out to have relevance for important
policy issues, but that for the moment must remain to be seen.15 My own

view is that this is unlikely, and I base it on Harry's judgement of the
upshot of the closely related money-and-economic-welfare literature.

As is well-known, Pesek and Saving (1967) showed that the "inside-outside
money" distinction of Gurley and Shaw--to which Harry devoted considerable
space in his early 60s surveys--stemmed from endowing accounting conventions
with spurious economic content. Once we leave a commodity money world, the
key distinction, and this only became clear after a somewhat convoluted dis-
cussion to which Harry made an important contribution (see 1969a,b) is between
money that bears interest at competitive rates and that which does not be-
cause its issue is monopolized. But all the results of the money in growth
models literature, and the "schizonphrenic policy proposals" that emerged from
Friedman's "Optimum Quantity of Money" (1969) essay hinge upon variations in
the rate of nominal monetary expansion influencing the opportunity cost of
holding money. Thus, as Harry was quicker than anyone else to stress (see
(1968b), they depend on the assumption of a particular‘institutional anomoly--
‘namely that the monetary system is not compotitive. Only if "the practical
point that the payment of interest on currency holdings is infeasible...is
taken as being of predominating importance" (1970, p. 107) does the rate of

nominal monetary expansion have any long-run significance, and Harry was

(s
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sufficiently unimpressed with its importance that he was willing to abstract
from it entirely in his most extensive (1968b) discussion of these very issues.
Otherwise as far as he was concerned the welfare analysis of money was sig-
nificant in two respects: first as a component of the case for more competition
in the Banking system, this was an important policy issue in Britain in the
late 1960s, and second, inasmuch as it dealt with the transition from com-
modity to fiat and credit money systems, for the insights that it yielded into
the problems of reforming the international monetary system.l

The notion of a fully anticipated inflation rate is fundamental to
the money-in-a~-growth-model-money-and-welfare literature. The recognition
that, if agents allow for inflation expectations in their portfolio behavior,
they are also going to allow for them in their behavior towards money wages
and prices, underlies the literature on the expectations augmented Phillips
curve. The “accelerationist hypothesis" follows from the proposition that,
in the long run, inflation is indeed fully anticipated--~that is, it is expected
to occur and behavior is completely adapted to the expectation in question.
Like everyone else in the 1960s, Harry was slow indeed to incorporate expec-
tations into his treatment of the Phillips‘curve, and once he had, though he
immediately grasped the logic of the accelerationist hypothesis, he never
embraced it.

Harry, writing on inflation in (1963c) is as good an example as one
could find of a man who knows something, without knowing that he knows it.
He criticized "Keynesian models" that analyze inflation in terms of competition
between various social groups for greater shares in national income because
unlike the "quantity theory approach,"” which he identified with fhe Cagan-
Bailey analysis of the inflation tax, they failed to recognize "that the

"

processes of determining wages and prices are fundamentally real processes... .
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Protection against inflationary redistributions "is available to all groups
in a freely competitive system, through negotiation of contracts to take
account of expected inflation, and is increasingly resorted to as the fact
of inflation is recognised." 1(1963c, p. 122) He even pointed out that
"there are some serious doubts about the applicability of the Phillips
curve to the formulation of economic policy...it may reasonably be doubted
whether the curve would continue to hold its shape if an attempt were made
by economic policy to pin the economy down to a point on it." (1963c, pp.
132-33) Nevertheless, "The Phillips curve appears to be by far the most
reliable of [the] relationships" describing statistical trade-offs between
policy goals. (p. 133) It formed the basis for his subsequent discussion
of policy trade-offs and Reuber's pioneering (1964) attempt to quantify,

in dollars and cents terms, the trade-off between inflation and unemployment

was held up as an example of the type of work which must be further developed

so that the curve could be used as a basis "for intelligent policy making."
(p. 141)

It is not difficult to understand why Harry fell into this particular
inconsistency. His writings over.the years make it clear that he thought
the rapid inflations experienced by underdeveloped countries presented a
very different set of problems to the mild inflations of the pre-1970s
developed world.l7 The Phillips curve was a potentially interesting tool
for analyzing the latter, while the quantity theory approach had proved its
worth empirically in dealing with the former. However, "For the mild type
of inflation typical of the United States and other advanced countries...

the [quantity theory] approach has not proved nearly so useful...[Tlhe

il

expected rate of price change has not appeared as a significant determinant of the

quantity of money demanded." (1963c, p. 126) Because the empirical evidence



"

»

21

suggested to him that the expected inflation rate was unimportant in such
a context, there was no reason for Harry to incorporate it systematically
into his thinking about the Phillips curve. Thus evenwhen, in the (1969)

Preface to the second edition of Essays in Modern Economics, he noted the

inconsistency in question, he argued that it was of more theoretical than
practical significance. The importance of incorporating inflation expec-
tations into the Phillips curve "...for the theory of macro economic policy,
...depends on the length of time it takes for changes in expectations gener-
ated by experience to begin to affect behaviour significantly; and the
empirical evidence is that the lags in adjustment of expectations are suf-
ficiently long for contemporary policy makers safely to disregard them--
even though the cumulative effect may be substantial.” (p. X)

I have already said that I have found no statement in any of Harry's
writings of a belief in a vertical long-run Phillips curve. In his later
work he paid increasing attention to the role of expectations in determining
the economy's response to stabilization policy and expressed increasing
doubts about the theoretical foundations of the Phillips curve itself. Thus,
in (1968b), he argued that "stabilisation operations [themselves might dis-
turb] expectations derived from previous experience" by way of "mechanisms
[which] cannot be...satisfactorily dealt with by compressing them into the
distributed lag structure of the economy." (p. 301) By (1972) he had
come to the view that "Contrary to the standard assumptions of economic theory,
the economic public does not simply respond mechanically...to signals reaching
it through the blind and impersonal operations of...competitive markets. In- .
stead [it] engages in two kinds of political transactions with...policy makers.
First, one of its major concerns is to guess how determined the government is

about implementing its announced economic policies...Second, the relevant
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economic public, aware of the sensitivity of government to political pres-
sure has an incentive to generate such pressures in its own favour." (1972a,
P. 104)18 As to the Phillips curve itself, new work "broadening the micro
foundations of the relationship in terms of the influences of information
and adjustment costs and other real factors" (1972a, p. 22) was required,

a theme which he reiterated at greater length in (1974).

Nevertheless, though he regarded neither the theoretical nor the em-
pirical basis of the relationship as being well established, as an empirical
matter he believed in the existence of a long-run trade-off between inflation
and unemployment, basing that belief on his reading of the empirical evidence--
particularly that of Solow, whose work is cited in the (1969) Survey, the
(1972b) Lecture Notes, and the deVries Lectures.19 On the empirical nature
of the Phillips curve, Harry's position was thus closer to that of Tobin
than Friedman and it is worth noting that, in (1971) Harry's major reason
for predicting the ultimate failure of the Monetarist counterrevolution, was
what he perceived to be monetarism's inability to provide a satisfactory
theory of unemployment to complement its theory of inflation.20 However, in
Britain in the early 1970s, the belief that the excess demand for labor could
exert any influence on the inflation rate was enough to get its adherent
classified as a monetarist, regardless of his views about the role that in-
flation expectations, information costs, and such might play in the process,
particularly if that view was combined, as it was in Harry's case, with opposi-
tion to wage and price controls.

Opposition to direct controls on wages and prices was of course a
constant characteristic of Harry's writings on inflation from his very
earliest papers in the 50s to his very last ones. He consistently argued that

wage and price controls would make the effects of inflation worse without

(o

1]



L3

23

contributing anything to curing the disease. As he put it in (1963c; P.
134), "Does inflation necessarily lead to monetary collapse? The answer

is no, provided that the price system is uncontrolled and Prices are allowed
to rise freely. ...Where monetary breakdowns do occur is whe;e rapid in-
flation is combined with general price control, so that money ceases to be
useable for making transactions...this is the explanation, for example, of
the breakdown of the German currency after World War II. ...Does inflation
cause economic inefficiency? ...the evidence seems to indicate that inflation
does not reduce economic efficiency at least when inflation is mild and
reasonably steady and prices and wages are not controlled." Harry's con-
tribution to Parkin and Sumner (1972) and his Preface to the 1977 edition

of The Canadian Quandary, reiterate much the same views, albeit with extra

vehemence, borne of the fact that he was then discussing controls as a
current policy issue rather than from a purely academic point of view. Onceo
more though, let it be noted that, if opposition to such controls is cited
as evidence of "monetarist leanings" on Harry's part, then he had acquired
those leanings long before going to Chicago. (Cf. p. 5 above.)

Though Harry's role in developing the monetary approach to balance
of payments theory is beyond the scope of this paper, some mention must be
made of it at this point, because a misunderstanding of Harry's own view of
that theoretical development has also contributed to the opinion that he
was a "monetarist.” 1In (1974) he accepted that "The criticisms directed at
this approach for its neglect of dynamic disequilibrium behavior, [and] the
processes of international transmission of monetary impulses...are certainly
justified by the published literature of the approach as it now stands."

(1974, p. 224) However he argued that "some at least recognize that reality

occupies the area between the closed and open economy theoretical assumptions,
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very much as the problem of how the effects of monetary impulses are divided
between price and quantity responses defines the gray area requiring inten-
sive empirical research in contemporary closed-economy monetary economics."
(P. 224) His own research program at the LSE was "intended to pursue this
matter in depth." 1In short, Harry's published writings on the monetary
approach, "monetarist" though their characteristics undoubtedly were, were
meant to set out a theoretical basis for organizing empirical work, not to

state his beliefs about the nature of the world.

There is no neat and tidy ending to the story of the development of
Harry's macroeconomics. He had always paid more attention than the majority
of contributors to the area to open economy problems, and by 1969 had come
Lo the conclusion that "Perhaps the greatest disservice Keynes rendered to the
development of economics [in Britain] was to develop the theory of macro-
economics and money on the assumption of a closed economy. The extension of
Keynesian theory to an open economy...has been built on the manifestly un-
satisfactory assumption of money illusion on the part of wage earners...Much
work remains to be done in developing a monetary economics appropriate to the
analytical and policy problems of the British economy." (1970, p. 114) There-
after the development of what has come to be called "The monetary approach
to balance of payments theory" occupied an increasing proportion of his
time, so that the 1970s saw very little from him that falls within the tradi-
tional boundaries of macroeconomics.

His Oxford Economic Papers survey article, already alluded to, and the

1977 Journal of Economic Literature paper, written jointly with Bob Nobay,

are the only major pieces of work. The latter, extending ideas originally

1)
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set out briefly in the deVries lectures and later in a note in Kredit und
Kapital (1976), is certainly interesting for the parallels that it draws
between the pre-Keynesian analysis of short-run monetary equilibrium and
recent developments in American monetarism, especially those associated
with the work of Lucas, Sargent and Wallace on rational expectations. How-
ever, it lies outside of the mainstream of his later work. That, to repeat,
concerned the macroeconomics of the open economy and to deal with it would
take me beyond the assigned scope of this paper. Let it be stressed though,
that Harry never regarded that work as dealing with a separate field. He
viewed it as a natural development of his work on macroeconomics and money
in which he integrated Friedman's notion of a stable demand for money function
with his own, much earlier, attempts at generalizing balance of payments
theory (see 1958b). Thus the reader of this essay should weigh his work on
the monetary approach to balance of payments theory along with the contri-
butions with which this essay has dealt when he assesses Harry's importance
as a macroeconomist.

Of course, it is far too early to carry out such an assessment in any
final way. What can be done though is to sum up the salient features of
Harry's macroeconomics as it emerges from the work which has been surveyed
in this essay. First and foremost of course, it is remarkable for its breadth,
but it is also remarkable for the consistency of its approach. In particular,
at every stage we can see that Harry paid particular attention to empirical
evidence in forming his views. It was the inflation of the 1950s that per-
suaded him to pay more attention to monetary factors; it was his own empiri-
cal work, and that of Brown and of Friedman and his associates that persuaded
him of the particular importance of the quantity of money and of the futility

of using monetary policy for short-run stabilization policies; it was empirical
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evidence drawn from underdeveloped countries that persuaded him of the im-
portance of the peculiarly "Chicago" contribution to monetary economics,

namely the role of inflation expectations in influencing the demand for

"

money; and it was empirical evidence that led him to his views on the
importance of inflation expectations in the context of the policy problems
of developed countries. Closely related to his respect for empirical
evidence is the consistency with which he searched for policy relevance

in his macroeconomics. Debates about the Pigou effect, neutrality, and the
classical dichotomy, were examined for such relevance and found wanting;

the literature on money-welfare-and-growth provided him with tools to
analyze the reform of domestic banking and the international monetary system;
he always regarded unemployment as a more important policy problem for
developed countries than inflation, so Friedman's contributions were to him

a complement to Keynes' economics, not a substitute; and his LSE research

program was designed to investigate the empirical content and policy rele-

is

vance of the monetary approach to balance of payments analysis.

For Harry Johnson "the purpose of economics as a Social Science is
to arrive at a set of principles for understanding and interpreting the
economy that are both scientifically 'robust' and sufficiently simple to be
communicable to successive generations of students and policy makers and
the general public." (1974, p. 214) No one worked more diligently and con-

sistently to further that purpose than did he.

e
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FOOTNOTES

lThe evolution of Harry's macroeconomics was of course but one as-
pect of his evolution as a political economist. Over the years he undoubtedly
moved from "left" to "right." This was not because he became increasingly
confident in the powers of market forces to solve social problems, but rather
because he became increasingly pessimistic about the willingness and ability
of governments and bureaucracies to solve those same problems. He said as
much in the closing passages of the Preface to the 1977 edition of his

Canadian Quandary. It is far beyond the scope of this essay to go into all

of these matters. However, let me assert that just as his macroeconomics
evolved as he subjected economic analysis to empirical evidence, so I am sure
that similar forces governed his broader development. The contrary view,
proposed by Bhagwati (1977), that Harry's views changed as a result of "arguing
with an ideologue," will no doubt appeal to anyone too lazy to engage in a

similar exercise on his own account.

2See Ronald I. McKinnon (ed.) (1976), p. 298.

3In later years, Harry was the first to admit that the review in

question was unfair. Nevertheless it illustrates an important trait in his
work. Though usually the most generous of critics, that generosity vanished
immediately when, rightly or wrongly, he thought that economics was being
pressed into the service of either a particular ideology or a particular

personal ambition.

4The reader should note that the comment on the "ability to pay high
interest" comes from a footnote. A useful account of the contents of the
entire symposium, in which Harry, who gives the impression of having been
a very serious young man indeed--recall that he was not yet 30--came in for
more than a little leg pulling from Sir Dennis Robertson and Victor Morgan,

is to be found in Hutchison (1967).
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5 . . . . .
As far as mild inflation in developed countries was concerned, Harry's

views never changed from those expressed here. Indeed, in (1963e) he pre-

a

sented empirical evidence that led him to believe that, if anything, mild

inflation was conducive to economic growth.

I}

6Two points need to be made about the foregoing paragraphs. First,

the Pakistan Economic Journal article, though published in 1958, has its

origins in a lecture delivered in the summer of 1956. I am unable to comment
on how close the final published text of the article is to that of the original
lecture. Also, it should be noted that there was in no sense a "sudden con-

version" of Harry Johnson to the quantity theory of money as a result of reading

Brown's Great Inflation. He reviewed the book in the 1956 Economic Journal

but without any great enthusiasm for it. Finally, note that the absence of

any reference to the Chicago Studies in Harry's work up to 1959 may simply

it

reflect the fact that the book was not available in England. Reviews of it

did not appear, as far as I have been able to discover, in any British journal

1.

before 1959.

7Harry acknowledges the work of Clower, Leontief, and Patinkin in de-

veloping this idea. He does not give references to specific papers.

: 8The reader will note that Leijonhufvud was later to disagree with
this judgement. Note though that there is no disagreement between the
Johnson 1961 Essay and Leijonhufvud's book on the importance of capital theory
for Keynesian economics. Their sble disagreement concerned the extent to

which Keynes had recognized and coped with this problem himself.

‘s

9Harry did qualify the foregoing judgement in one respect. He thought
the Gurley-shaw inside money concept was important as a theoretical matter .

because of its implications for the Pigou effect. In the light of the outcome
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of the Pesek-Saving debate, his judgement here was of course erroneous. If
we have interest-bearing money, it is not net wealth, but the LM curve

is going to be vertical (or at least steep) so there's no need for a Pigou

effect. If there is room for substantial variation in the opportunity cost
of holding money, on the other hand, it must be because money does not bear
a competitively determined rate of return and hence is, on the margin, net

wealth.

. 10See (1962) as reprinted in Essays in Monetary Economics, p. 41. The

only way that I can make sense of the first paragraph on this page is to
think that Harry was confused between the effects on the transmission mech-
anism of monetary poliéy of perfect interest elasticity and perfect interest
inelasticity of the demand for money function. The Friedman-Meiselman study
was not of course in its final form when Harry wrote this 1962 survey article.
As I recall it, the first draft of that study did not contain an account of
the transmission mechanism--though Harry urged the authors to include one--so
it is perhaps understandable that he was somewhat muddled on this particular
issue at that time.

llFriedman's reply to criticism on this score was published in the

Journal of Law and Economics (1966). His subsequent exchange with Tobin

(see Gordon (ed.) (1974)) essentially goes over all this ground again with-
out advancing matters any further. In fairness to Friedman, it should be
noted that there is much in the literature on Keynesian economics to justify
his view of the central role of the liquidity trap doctrine, particularly
the British literature. See, e.g., Hicks (1957) or Kaldor (1970).

12This matter is discussed in (1963b). On pp. 217-18 of the EME reprint,

the reader will find a perfect statement of what would now be called the

"Poole problem." Cf. Poole (1971). The contribution of Alvin Marty to this
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paragraph is acknowledged, but it still stands as a particularly good ex-
ample of the way in which Harry would put highly original formulations of

problems into his survey papers and policy writings and then not system-~

e

atically follow them up afterwareds.

(v

13In particular, the work of Tobin and the Yale School on portfolio

behavior is systematically criticized for this. See, for example, (1970)
and (1974); but note that Tobin's work on money and economic growth is immune
to this criticism.

14See (1966b) . Some of the analysis there presented is further de-

veloped in the latter half of "Inside Money, Outside Money...," JMCB (1969).

151 am indebted to Douglas Purvis for some discussions on this point.

16On the international monetary system see "A Note on Seignoirage and

the Social Saving from Substituting Credit for Commodity Money" (1968a). On

(¢

competition in banking, see "The Report on Bank Charges" (1967).

[{]

17See (1966a) .

18In the first of these quotations the reader will recognize the germ

of the "rational expectations" idea. The second quotation represents a
substantial extension of the notion, and one that has not yet been taken up
in the analytic literature.

19Of course he should not have taken Solow's results seriously, be-

cause those tests were flawed. See Laidler (1970). However, it is easy to
forget that in 1971 virtually all the available empirical evidence seemed

to show that there was a long-run inflation-unemployment trade-off. It has

only been with the growing sophistication of the modelling of expectations
that results favorable to the long-run vertical Phillips curve have been
generated. By the time that work was produced, Harry was mainly working on

other matters.
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20The Ely Lecture, to which I refer here, caused quite a stir when

it was delivered containing, as it did, attacks both on Keynes' and

Friedman's means of propagating their ideas. If anything, that lecture

is a contribution to the sociology of knowledge rather than to macroeconomics,
and that is why I do not pay more attention to it here. It is ironical that
Harry himself was subsequently criticized along identical lines in connection
with his work on the monetary approach to balance of payments theory. See

Hahn (1977) and Coppock (1978).
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