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Vely Leroy
ABSTRACT -

Money fulfills, among other things, 8 store of va-
lue function. This explaing why we speak of the demand for money,
1.8, liquidity preference. Actually, people desire to keep 2
certain proportion of their total resourcos'in the form of cash,
In other words, they have 8 certain preference for holding money,
which depends upon a number of factors,e.g. the prices of the
things they buy or expect to buy, the rate of interest on various
types of securities,tastes and preferences, etc. In order to
satisfy this total demind for money, there must exist a specific
amount of money {n circulation; for,any other quantity, either
greater or smaller than the one that {s required, will lead to
varfations in prices, the rate of {nterest,or still in the volume
of employment via changes in the level of aggregate spending.

The classical economists spoke of the effect of 3 change in the
quantity of money upon the level of prices; thus the traditional
"Quantity Theory of Money” was inherited from them.J, M, Keynes,
for his part,trested of the effect of a change in the quantity of
money upon the rate of interest, and hence upon the levels of
investment, income, and employment.Finally Patinkin,in his book,
stteapted to bring all these teachings together and to show that
the propositions of Keynesian monetary theory sre less general
than {t 1is usually thought,

Patinkin developed and extended a8 theme which Haberler
1
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and Pigou = {n a debate with Keynes = and Scitovsky had alresdy
presented,namely the effect of falling prices upon the savings
function. Patinkin argued the followings as people see the resl
value of their cash assets rise above the level which they consider
as desirable, they will sttempt to get rid of the unwanted excess
by increasing their expenditures on goods arQ servicrs; total expen=
ditures will rise until real money balances are restored to their
desired level. This is what is meant by the "real balance effect”.
This new effect "measures the influence on demand of a change in
real balances, other things being held constant,”

Patinkin rightly accused Keynes of haﬂnq {ignored
the "real balance effect”. Actually, Keynes failed to take into
sccount the effect of a change in the real value of monetary
assets upon the short=run consusption function, However, this
may be due to the fact that he spoke in terms of physical assets
only,the volume of which i{s fixed in the shorte-run, Now,if
monetary assets are introduced into the Keynesian model, it will
be necessary to record changes occuring {n their real value and
the resulting effects upon effective demand, Thus in an unemployment
situation = and provided that wages and prices are fully flexible -
the economic system can generate forces which will bring_‘ 1t back
to a full employment equilibrium position. This is made possible
by the operation of the "real balance effect”. Consequently, given
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wage and price flexibility, Keynes' underemployment equflibrium
theory is not a valid theory.

The present dissertation has three aimss first, to
provide a survey of classical monetary theory and study Keynes'
reaction to that theory; second,to present Patinkin's argument
against Keynesian monetary theory {n a way which makes it more
explici{t; and third, to criticize Patinkin and build a model
that {s based upon the permanent income concept and that relies
upon the "Keynes effect” only,thereby making {t unnecessary to

assume flexible wages and prices.



INTRODUCTION

Money is an inventicn of man who intended to use it as a
means of securing at any time the satisfaction of his wants, Its
fatrinsic value comes from the important fact that it is anywhere the
product of an agreement between those who use {t, so that {t is
widely accepted in payment for goods, or in discharge of other kinds
of business obligations., Its main advantage consists in the liquidity
which {t yields, and there also lies its essential property, There-
fore, money fulfils, among other things, two important functions,
namely: 1t {s a medium of exchange, and a store of value, Each of
these functions has been emphasized to various degrees in the course
of history., To-day, however, the store of value function appears to
overshadow the medium of exchange function to a considerable extent,
at least in academic circles., Thus, we commonly speak of the demand
for money, or of liquidity preference, after postulating that people
desire to keep a certain proportion of their total resources in the
form of cash essets, This will be my central theme,

This theme is not a novel one and could be traced back in
the writings of an Italian scholar by the name of Bernardo Davanzatti,
in the sixteenth century, My purpose in undertaking this study is to
exploit it, and to show how varfations in the demand for money can
explain fluctuations in the levels of output and employment, and how
they also provide forces for the automatic restoration of full em-
ployment, In order to ackieve this aim, T will {ntroduce the concept
of permanent income to which I will relate the demand for money.

This study 1s then intended to offer a possible alternative answer to
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the Keynesian underemployment equilibrium theory, although it will
lend support, in some cases, the Keynes' theory. As such, it also
represents an alternative to Patinkin's “real-bllnnc; effect” theory
from which it is inspired, My argument will be presented in four parts:

The first part will be devoted to a general survey of early
classical monetary theory since the time of John Locke, I will de-
scribe the evolution of the Quantity Theory of Money, while paying
attention to the amount of emphasis which has been put at times on
the medium exchange function of money, and at other times on {ts store
of value function, This first part will also emphasize the need that
was felt among Cambridge economists for an integration of value and
monetary theory. In this respect, I u;ll follow the evolution of
Keynes® views by reviewing the fdeas he presented in three of his
works, among which the General Theory, This will lead us to consider
in what respect Keynes®' monetary theory lacks generality, s charge
which has been made by Don Patinkin, From there, I will pass to the
second part of my study.

The second part introduces Patinkin's argument, the "real-
balance effect”, but at the micro-economic level, Its main purpose
is to present and explain the “real-balance effect”, botoi; snalyszing
this effect at the macro-economic level.

The third part is a restatement of Patinkin’s unemployment
model, followed by a critical appraisal of this model, This appraisal
will take the form of a critical review of the main indictments which
have been launched by Patinkin against Keynes®' underemployment equi-
l1ibrium theory, Some of Patinkin's arguments will be given further

consideration in two Appendices.
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The fourth part presents the concept of permanent income
and iatroduces it into the cash-balances equation to explain fluctu-
ations in the levels of measured income (actual income), output and
employment, yia changes in liquidity preference, It will be followed

by a summary and a general conclusion,

The more general conclusions of my argument can be summa-
rized as follows: variations in the demand for money generate forces
that cause fluctuations in the levels of incom?. output and employment; -
given certain conditions, these forces are also capable of restoring
full employment after an unexpected disturbance has arisen. These
results are not based upon the assumption of perfect flexibility of
wages and prices, which means, therefore, that Patinkin's “real-

balance effect™ is not a pecessary condition in order to invalidate

Keynes®' underemployment equilibrium theory,



CHAPTER I
EARLY "CLASSICAL" MONETARY THEORY: A BRIEF SURVEY,

This chapter is not intended to give a detailed account of
tﬁc evolutfon of “classical” monetary theory., Its purpose is simply
to reQ!eu the lines along which that theory has developed since the
time of John Locke. In addition, only those developments which appear
as the most relevant for my. study will be given éonsideratlon: at
the same time, I will speak of the most important scholars whose names
sre connected with these developments,

The history of the Quantity Theory of Money, which will be
referred to as the quantity theory, is very interesting., Actually,
economists are not yet agreed upon what {s a “quantity theorist.,” In
my opinion, this is due to the fact that several variants have been
developed out of the original statements attributed to those early
scholars of whom it is permitted to say that they either perceived or
expressed a causal relationship between the quantity of money and
prices, In fact, the relationship between the quantity of money, oa
the one hand, and the level of prices -- or, the §0100 of money -- on
the other ‘hand, is'a centuries-old concept which can be discovered in
the teachings of Confucius and his disciples, Aristotle and the
Schoolmen, and the Roman lawyer Julfus Paulus, These have been fol-
lowed by people of more recent times, such as Nicolas Copernicus, Jean

1
Bodin, Antoine de Montchretien, Bernardo Davanzatti, et al.

1 See W, Wissering: 0n Chinese currency, coin and paper money,
Leiden (1887); Louis Baudin, La monnaie et la formation des prix,

4



5

Nevertheless, it appears that John Locke and David Hume must be
credited for having given the most meaningful statements about the
exclusive dependence of the value of money upon the amount of money in
circulation, |

Taking the example of an {sland separate from the commerce
of the rest of tﬁe world with a given supply of money that cannot be
increased, Locke advanced that "Any quantity of that Monmey (if {t
were but so much that everybody might have some) would serve to drive
any Proportion of Trade, whether more or less, there being Counters

*2 Thus the quantity of money alone "is enough

enough to reckon by.
to regulate its value, without considering any Proportion between {its
quantity and vent, as in other commodlties.”3 As a matter of fact,
Locke thought that the ‘vent' of or the demand for money was almost
constant: “But, because the desire of money is constantly almost

everywhere the same, its vent varies very little, but as its greater

Premiere partie: Les Elépents (part Il of Iraité d'Economie
Politique, Paris, 1947); Iraité de la Monnaie de Copernic, pub-
lished by M.L, Wolowski, Paris 1854, specially p, 53, and p, 33
where one reads "La monnaie doit €tre rare pour avoir une valeur
elevée"; H. Denis, Les recentes theories monciaires en France,
Paris, 1938, specially p. XI; Jean Bodin, La Response de Jean
Bodin a M, de Malestroit, of H, Hauser's edition (1932); A, de
Montchretien, Iraite d'Economie Politique, 1615, edited by Funcke
Brentano, Paris, 1889, especially p. 257; J.W, Angell,

of International Prices, Harvard Economic Studies, Vol, XXVIII,
Cambridge, 1926, p. 20; and A.W, Marget, Ihe Theory of Prices, Vol,
1T, (New York; Prentice-Hall Inc.,, 1942), pp. 10-25, especially pp.
13-15, on Davanzatt{ who "moved within the range of ideas suggested
by what would now be called "utility” analysis™; and pp. 18-24 on
John Law, '

2 J. Locke, lhe Consequence of the Lowering of Interest, in Ihe Works
of John Locke, London and New York (1863), p. 590. Also quoted by
E. Roll, A llistory of Economic Thought, London, 1938, p. 117; and
by E.t, Hecksher, Mercantilism. Yol. II. London, 1935, pp. 23, &nd
225-226.

3 As quoted by E. Roll, gop. cit., p. 118,
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scarcity enhances its price, and increases the scramble: there being
nothiag else that does easily supply the want of it: the lessening of
its quantity, therefore always increases its price, and makes an equal
portion of it exchange for a greater value of any other thlngl.'l
These views have been shared by David Hume, witness his well-known
example in which he supposes that everybody in England, by miracle, to
get five pounds slipped into his pocket one night, The result, he said,
fs that nobody would get richer: "We fancy, because an individual
would be much richer, were his stock of money doubled, that the same
good effect would follow were the money of every one increased."2

In spite of the clarity of these statements by Locke and
Hume, some doubts have been expressed as to what is the real content
of the quantity theory. llegeland, for instance, maintains that oasly
a misinterpretation of Locke's basic idea, namely that the quantity
of money is of no importance whatsoever, must be held responsible for
what has been commonly designated thereafter as the quantity theory.3
According to him, Locke intended only to emphasize that the function

of money is “fundamentally that of being a medium of exchange,"” 4

1 J. Locke, op. cit.. pp. S584-585, -Thus, the value of money {s
regulated by the law of supply and demand,

2 D, Hume, Essays and Treatises. A new Edition, 2 vols,, London,
1825, vol. I, 315,

3 Hugo Hegeland, Ihe Quantity Theory of Money, Goteberg, 1951, pp.1-2,

4 Hegeland, gp, cit., p.2. We find it hard to support the view ex-
pressed by Hegeland. As a matter of fact, Locke did say that the
value of money was regulated by its quantity, E. Roll tells us that
this was his argument against the prevailing mercantilist views
that a low rate of interest would raise prices. See E. Roll, op.

cit., p. 117; also J. Locke,

[ ; (1692), p. 48 and passim.
--- Hegeland maintains that Locke's proposition about the question
of the amount of money being of no importance whatsoever, "was
directed towards the monetary doctrines of mercantilism, according
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However, Locke did say more than that, and particularly with respect

to the determination of the price level, or the value of money, And
Hume adopted his ideas, while stressing the role of money in stimulating
activity and trade.l Finally, it may be said that, on account of
their opposition to the monetary doctrines of the Mercantilists, both
Locke and Hume were led to argue more strongly than any of their pre-
decessors has done thus far, that the value of money was purely
"fictitious™ because it arises from the"agreement and convention of
men”; and that it varied inversely with, and in proportion to, the
quantity money available -- the demand for money being almost constant,
This, therefore, will be my interpretation of the quantity theory,
namely: an increase in the quantity of money causes a proportionate
increase in prices, or what amounts to the same thing, a proportionate

decrease in the value of money,

to which the quantity of money constituted one of the main sources
of the wealth of a nation, Its basic content {s that money {s
primarily a medium of exchange, which, in point of principle, does
not add to the amount of riches of a given economy.” See H,
llegeland, gp, cit., p.l. This is difficult to reconcile, however,
with the conclusion which both Locke, and llume particularly,
arrived at concerning a change in the quantity of money upon the
level of prices, Cf, llumet example above, - Also, see E.F,
lecksher, op. cit., pp. 225-226, and A.W, Marget,

Prices (New York: Prentice-Hall, Tnc., 1942), Vol, II, 16-18, for
views opposite to legeland's,

1 As Marget put it, Locke must be credited for having tackled the
problem of the velocity of circulation of money. For, he supposed
that the ‘vent’ of or the demand for money was almost constant;
this meant in fact that the ratio T/V was constant, where T stands
for the volume of transactions and V for velocity, That ratio may
be considered here as summarizing the forces which determine the
demand for money. See A.W. Marget, op, cit., vol. II, 17, n, 39,
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The relationship of causality between the amount of money
and the level of prices, which has been stressed, if not formally
introduced, by Locke and Hume, was taken up thereafter by the
“classical"” economists, Nevertheless, a cleavage developed between
the doctrine inherited from the past and the theory that has been
advanced by Adam Smith and his followers, The break with the doctrine
which was inherited was related to the basic factors which determine
the value of money., Moreover, the role of money, as a "medium of ex-
change”, received too much attention, in the hands of Smith and his
disciples, at the expense of that other important function, j,e, that
of a "store of value."l Because of this, it might be useful to look
into A, Smith's bitter reaction to the Mercantilists for an explanation
of the intensification of the belief that an increase in the quantity

of money causes proportionate prices increases.

1 The "store of value” function of money had already been stressed
by no less a writer than Aristotle, See E, Roll, op. cit., p. 25ff,
Aristotle recognized that "money i{s serviceable with a view to
future exchanges"”, but also that its value, like that of other things,
is subject to change,

2 A. Smith is generally considered to have been unfair to the
Mercantilists, A, Gray tells us: "Untill recently, the Mercantilists
have suffered from the cioud cast over them by A, Smith,,. The
rather harsh traditional judgment rests on two misinterpretations:
firstly that the balance of trade theory represented substantially
the whole of their aims and doctrines, whereas in fact this was but
one aspect of a larger and more comprehensive policy: secondly,
that they were guilty of the folly of Croesus in thinking that
wealth consisted in gold and silver instead of the things that gold
and silver could bring," See A, Gray, Ihe Development of Fconomic
Doctrine, London, 1931, pp.78-79; see also J.A, Schumpeter, {istory
of Economic Analysf{s, New-York, 1954, p. 344; E. Roll, ap. cit..

p. 62; and J.M, Keynes, The General Theory. pp. 335, 348,
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While many Mercantilists held a pure Midas-like view of
money, others, like T, Mun, did not. In fact, Mun wrote :“... for
although Treasure is said to be the Sinews of the war, yet this is so
because it doth provide, unite and move the power of men, victuals,
and munition where and when the cause doth require; but if these
things be wanting in due time, what shall we then do with our noney.'l
In short, it may be said that the most outstanding Mercantilists did
not fall into the error of identifying Treasure with wealth, TIn
addition, they were also aware of the relationship between the quan-
tity of money and prices, Thus Gerard Malynes wrote in 1601: “plenty
of money makes all things dear, and scarcity of money makes all things
good cheap”:z and T, Mun: .., it is a common sayinj that plenty or
scarcity of money makes all things dear or chup."3

J. Viner blamed A. Smith for identifying every Mercintl!lst
with a man to whom money meant wealth, In his opinion, Smith “did
cxaqg§rato the extent of the dependence of the mercantilist case on
the absolute fdentification of money and wealth, inasmuch as he failed
to make clear that there were some mercantilists who were never guilty
of such identification and few mercantilists who were never guiltless

wd

of it, Actually, it is possible that, in his endeavour to combat

the mercantilist philosophy, A, Smith overstated the case and could

[ ]

As quoted by E.F, Hecksher, op, cit., Vol. II, p. 212,
2 G. Malynes, A Ixeatise of the Canker, 1601, T-E.D, TTI 367,
3 T. Mun, England's Treasure, 1644 -- written about 1630 -- pp. 24,

28; also see J. Viner, Studies in the Theory of International Trade.
London, 1937, p. 59.

4 J. Viner, op. cit., p. 19.
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not have helped grounding more firmly later students of monetary
theory in the belief that a proportionate change in prices accompanies
every variation in the quantity of money, At the same time, the
“store of value” function of money was thrown into oblivion, whereas
its "medium of exchange" function was put in the forefront, Actually,
one can hardly find, in Smith's work, a statement which proves beyond
reasonable doubts that the suthor believed in a sort of causal re-
lationship between the amount of money and the level of prices. But,

Rax
this is due to the fact A. Smith held a different theory of value

which, in his opinion, had its application even in the case of noncy.l
Smith thought the value of the money-metals to be governed
by the "quantity of labour” which they enable a person to purchase or
command, Thus the considerable increase in prices during the sixteenth
ceniury. or the "lowering™ of the value of money, was due not to an
influx of precious metals as a consequence of the diséovcry of abundant
mines in America -- as traditional monetary theories would have us
believe -- but rather to the lower labour cost now fncurred in mar-

keting these metals: "As it costs less labour to bring these metals

from the mine to the market, so when they were brought thither they

1 Actually, A, Samith's works contain three theories of value: there
is the labour theory, the labour and other costs theory, and the
supply and demand theory; in addition to this, Smith distinguishes
between what he called the "natural” or intrinsic value of a commo-
dity, the determination of which rests upon the cost of production
theory, and what he considered as the "market” value of that commo-
dity, which is found by applying the demand and supply theory, In
the end, however, labour, and not money, is the measure of value,
See E, Cannan, A Review of Economic Theory, London, 1930, chapter
VII, especially pp. 104-172; and A, Smith, Nealth of Nations, Book
I. Chapter V and Book Il, Chapter Il (pp. 32 and 313 of the Modern
Library Egition. to which all page cftations refer unless otherwise
indicated),
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could purchase or command less labour.”! The labour value of the
money-metals, or their "natural price”, by contrilt with their market
value, or their "market price®, is the relevant variable, since,
aceerding to Smith, this "natural price” weuld represent “the lowest
possible price ... for which it is'possible to bring ...[}ho money
letal{] to market for any considerable time together."2

In spite of this, Smith was what i» commonly referred to
as & “"quantity theorist”, although it sounds paradoxical to advance
at the same time that there is no direct evidence of his having thodght

in terms of a causal relationship between the amount of money and the

level of prlcn.3 Nevertheless, his treatement of money, which he

1 A. Smith, gp, cit., p. 32, - Smith's suggested explanation is in
sharp contrast with the one offered by J., Bodin who thought that
“the chief and almost the sole cause of the increase (in prices)
was the great import of the precious metals.” J. Bodin, gp. cit..
see also H, Hegeland, op. cit., p. 16.

2 A, Smith, gop,_cit., Boek I,.Chap..XI, part III (201, 213); also
A. Marget, op. _cit., Vol., II, 26B1f,

3 In the opinion of Irving Fisher, A, Smith accepted the quantity
theory, See I, Fisher, Ihe Purchasing Power of Money, New-York,
1911, p. 14, n,1. On the other hand, H, Hegeland expressed some
doubts on Smith's acceptance of the theory, op. cit.., p. 47, n.3.
The reader could also consylt A.W, Marget, gop. cit., Vol. II, 27-30,
--For our part, we believe:' that A, Smith agreed with the propo-
sitions of the quantity theory, The impression to the contrary
may be due solely to the fact that he had a different theory of
value, at any rate different from the one which thus far was thought
to regulate the value of all things both in the short run and in
the long run, In the end, his theory and others come all to the
same thing. Thus if an influx of the precious metals could be
attributed to the fact that labour, in other countries, was more
productive, whereas its productivity in producing commodities
stayed the same in the recipient country, it would follow that a
larger quantity of those precious metals would have to be given
up in exchange for an unchanged amount of commod{ties, This amoumts
to say that the money-metals have lost value, or that the price
level is now higher, and in proportion to the increase in the pro-
duction of the money-metals -- this is in perfect harmony with the
quantity theory, However, Smith cannot be said to have really
launched the quantity theory, Ricardo rather deserves that credit.
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considered as fulfilling practically the sole function of a "medium
of exchange”, paved the way for more rigorous formulations of the
quantity theory among his followers, starting with J.B. Say and D,

Ricardo.

ITr

A.U.'latget wrote: "It is a commonplace, in doctrinal
histories concerned with the development of “classical”™ economic
theory, to regard Adam Smith as the common ancestor of two separate
branches of “"classical doctrine, the one stemming from Ricardo, and
the other, less compactly organized but nevertheless continuous in
its influence, stemming from J.B, $ay."l Let us then verify this
truth by analyzing briefly the treatement which the quantity theory
received in the hands of Say and Ricardo,

Although J.B. Say agreed with Smith upon the nature of
money -- that is, its being mainly a "medium of exchange™ -- and upon
the fact that the value of money, like the value of all other things,
was regulated by the "general laws of value”, he nevertheless meant
something different when he spoke of “demand and supply”, due io
the amount of emphasis he placed upon “utility” as the factor lying
behind "demand”, This, therefore, overshadowed the “cost of pro-
duction”, a factor to which Smith and Ricardo attributed so much
weight in explaining how value is determined, On account of that,
Say appears as an anticipator or a protagonist of the application

of "utility analysis” to the demand for money. As Marget put f{t:

1 AW, Marget, gp. cit., Vol. II, 30,
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®.eo it 18 particularly worth pointing out that Say's utteramces
-upen this head [tho application of “utility analysis® to the demand
.for money] have at least as much claim to be regarded as an “antfci-
. pation” of the relevant propositions of modern monetary theory as his
utterances with respect to utility in general have to be:regarded as
an"anticipation” of the relevant propositions of “modern” value
thoory."l

Actually, Say is not the first to have introduced the
concept of "utility” as a factor of importance, among others, upon
which rests the “demand” for every commodity, including money.
Bernardo Davanzatti, Ferdinando Galiani and Joha Law, for instance,
count among the earliest anticipators of the application of "utility
analysis” to the demand for money which they considered as a commo-
dity the value of which was determined like that of any other commo-
dity, that is by supply and dennd.2 Thus one can feel the develop-
ment of a new approach to the theory of money and prices, which
received support from Say and thus accounted in part for the emergence
of two separate branches of "classical™ economics after A, Smith:
the one stemming from Say, and the other from Ricardo whose exposition
of the quantity theory will now be considered,

David Ricardo is, in the opinion of Irving Fisher, the
one who must be credited for launching the quantity theory., It is a

fact that, although many people of all times were agreed upon a

1 A.N, Marget, op. cit., Vol. II, 31-32,

2 See AW, Marget, op._cit., Vol, II, 13-15, 18-24, 30-32; and
A.E, Monroe, Early Economic Thought (Cembridge: Harvard University
Press, 1930), pp. 279-307, about F, Galiani,
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causal relationship between the amount of money and the level of
prices, it is nevertheless difficult, at least in some cases, to find
in their writings any clear-cut and unequivocal statements about this
relationship. But in the case of David Ricardo, there is no place !
left for any doubt about his firm adherence to the quantity theory,
For, said Ricardo: "If the bank were restricted from paying their
notes in specie, and all the coins had been exported, any gxcess of
their notes would depreciate to the value of the circulating medium
in proportion to the excess...If 20 millions had been the circulation
of England before the r1estriction, and 4 millions were added to it,
the 24 millions would be of no _more value than the 20 millions were
before, provided commodities had remained the same, and there had
been no corrgsponding exportations of cotns, "} However, when there
comes the question of knowing how the value of money is determimed,
we cease to find as much clarity in Ricardo's thinking, E, Cannman,
for instance, resarked that Ricardo did not apply his “general”
Theory of value to the determination of the value of loncy.z f

this were true, it would indicate a difference of attitude between

A, Smith and Ricardo, since the former believed the value of any
commodity, including money, to be normally determined by the quantity

of labour embodied in it, whereas Ricardo would have the value of all

1 TItalics sre mine, See D, Ricardo, Ihe High Price of Bullion (in
the works of David Ricardo, edited by J.R, McCulloch, London,
1846), p. 285, Underlining this statement is the assumption made
by Locke, namely that the ‘vent’ of or the demand for money is
constant, See page 7 above, note .

2 Professor Cannan wrote: “... it seems impossible to avoid the
impression that he Ricardo did in fact keep his theories of the
value of currency so to speak in a different side of his head from
that occupied by his general theory of value,” See E, Cannan,

London, 1930, p. 182, Also see AN,
Marget, op. cit., Vol. II, 32f{f,: and D, Ricardo, gp. _Cit.. the
Appendix,

.
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commodities other than money determimed by the quantity of labour
contained in them., Actuslly, the sbove quoted statement, in which

he describes the quantity theory, cam hardly be said to depict any
aspect at all of a "labour theory™ of value, Yet elsewhere, Ricardo
chides those who “after having requested their readers to consider
money and bullion merely as commodities subject to the same general
principles[s] of supply and demand..."proceed "to forget this re-
commendation themselves, "and to consider money as something peculiar,
the value of which is not determined in the same way as that of other

1 Hle finally degended himself against the criticisms of

commodities,”
Malthus, sbout his inconsistencies, by restricting the validity of .
the "labour” or the “cost of production™ theory of value to only those
commodities that were such "as can be increased in quantity by the
exertion of human fndustry and on the production of which competition
operates without restraint,” This excluded money, since the latter
was considered by Ricardo as a “monopolised” comodlty.2

Thus it seems safe to conclude that, according te Ricardo,
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