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HOW DID WICKSELL’S THEORY OF CUMULATIVE
PROCESS INFLUENCE KEYNES AND HIS
CONTEMPORARTES?

THE (LEXR)
Introduction

Monetary economics came to the fore with
Wicksell’s Interest and Prices (1898), a century
The theory of

cumulative process proposed by Wicksell was to have

after Thornton’s Inquiry (1802).

great influence on economic theory in the 1920s-30s
through critical interpretations

The purpose of the present paper is to examine
this strand of thought by taking in Keynes, Myrdal
and Hayek as well as Wicksell. How did Wicksell’s
theory of cumulative process influence them? How
did they evaluate Wicksell’s theory as monetary
economics, and in so doing take a critical stance
on the neoclassical orthodoxy?

We will address these questions, which are of
fundamental importance to: (i) understand how
monetary economics developed in the inter-war
period (one of the most significant developments
in modern economics); (ii) understand how Keynes
accepted and then rejected Wicksell’s influence, or

to trace out the Keynesian Revolution.

Wicksell put forward a theory of cumulative
process as an alternative to the quantity theory
of money. Wicksell took for granted the classical
dichotomy between the theory of exchange value and
the theory of money prices

Wicksell’s theory of cumulative process greatly
influenced younger economists, who succeeded to
Wicksell’s theory of cumulative process through
their immanent criticism. They concurred both in
rejecting the classical dichotomy and in their
reasons for doing so. However, they differed in how
and on what points they should or should not accept

Wicksell’s cumulative process theory

[Myrdall: a divergence between investment and

saving induces a change in the roundabout

production structure, which brings about a change
in the goods and

prices of consumption

expectations; this, in turn, widens divergence
between investment and saving.

[Hayek]: what matters is the case of forced
saving which takes place through injection of money.
Although the effects differ according as to whether

money is injected into the investment goods or

consumption goods sector, analysis of the
roundabout production proves the sovereign
approach.

[Keynes]: Keynes partially accepted Wicksell’s

cumulative process theory in the Treatise

Theoretically speaking, however, this is not a

crucial point. When we trace his theoretical
development from the Treatise onward, it 1is
essential to keep the main focus on how he dealt
It was through his

that he

with ‘Keynes’s own theory’.
self-critical reflection on this
eventually arrived at the General Theory. His harsh
criticism of the Wicksellian way of thinking in the
General Theory epitomizes the nature of the
painstaking journey that he labored on for five

years.

* See Hirai, Looking at Keynes’s Economics from
Multiple Points of View, University of Tokyo Press
(in Japanese), 2003, pp.271-275.
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