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1 Introduction
Jon S. Cohen and G. C. Harcourt

All those who are associated with this volume are friends and many
have been pupils and/or colleagues of Lorie Tarshis, in whose honour
the volume was conceived. The subjects of the essays relate to issues
with which Lorie himself has been concerned during his working life —
which still continues vigorously. He is currently Chair of the Econo-
mics Department of Glendon College of York University in Toronto.

Lorie Tarshis is an original and eminent Keynesian economist. He
was introduced to the works of Keynes, principally the Treatise, as an
undergraduate at the University of Toronto by Wynne Plumptre and
Vincent Bladen. In the early 1930s, as an affiliated student reading for
the Economics Tripos at Cambridge, he went to Keynes’s lectures on
what was to become the General Theory. Lorie has always worked on
issues which were close to Keynes’s heart too — theories of employment
and inflation, (Lorie was to add new micro-foundations and a theory of
distribution), international monetary matters and the appropriate
policies with which to deal with macroeconomic problems in democra-
tic capitalist economies. Thus Lorie’s PhD dissertation, Tarshis 1939,
was in essence a macro theory of distribution which incorporated the
theories of imperfect competition and the short period analysis of Joan
Robinson and Richard Kahn, together with empirical support from US
experience. He wrote the first Keynesian textbook for North America
(Tarshis, 1947) and his most recent book, World Economy in Crisis:
Unemployment, Inflation and International Debt (Tarshis, 1984), brings
together all these themes in an up-to-date analysis of some of our most
pressing problems, together with a set of down-to-earth, sensible policy
proposals with which to tackle them. (For an account of Lorie’s career
see Harcourt (1982, Essay 23). In the appendix to this introduction we
list his education, appointments, war service, and selected publica-
tions.)

The essays in this volume cluster around Lorie Tarshis’s principal
concerns. Some relate to historical episodes but all search for relevance
to modern pressing problems, in the spirit of Lorie’s mentor, Keynes,
and of Lorie himself, Thus, Paul Wells returns to a small Keynes
masterpiece, The Economic Consequences of Mr Churchill (1925), a
work which illustrates well the ability of Keynes to make up theory on
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the spot as new economic problems arose. Wells wonders why Keynes
felt that he had such a struggle to escape from old ideas when he so
excelled at inventing new ones! Moreover, Keynes’s account of how to
cope with an over-valued exchange rate, and especially of how to avoid
its impact on employment, has an all too modern ring about it.

So, too, does Ronald McKinnon’s essay on foreign exchange dealers,
the domestic money market and stabilising speculation. McKinnon
points out that the foreign exchange market cannot be treated as if it
were a market for any ordinary flexibly priced commodity such as
wheat or copper. The value of a country’s foreign exchange is jointly
determined in national and foreign money markets. Dealers in these
markets may be classified into merchants who deal in goods and
services (which often have fix price characteristics), and professional
speculators — mainly the foreign exchange departments of large com-
mercial banks -~ who are interested in the balance in their portfolios
between domestic and foreign monies. McKinnon argues that a market
made up of merchants alone would be unstable and that, even if there
are speculators, very special conditions have to be met before transitory
fluctuations of a financial nature can be removed to allow the exchange
rate to exhibit the underlying trends in trade and productive capital
movements —a sobering conclusion which has been borne out by the
events of recent years.

Susan Howson and Donald Moggridge contribute two essays on
aspects of the international monetary system. Drawing on his unri-
valled —and remarkable — knowledge of Keynes’s works, Moggridge
examines Keynes’s views on the international monetary system, its
workings and its reforms, and its relation to domestic policies, from the
earliest times to his last article, ‘The Balance of Payments of the United
States’, which was published after his death. Moggridge uses a classifi-
cation which was adopted by Williamson (1977), in order to put a
structure on Keynes’s huge output on these issues. Not surprisingly,
Moggridge is able to document the development and change of
Keynes’s views, but also their continuity —especially in the attempts to
devise ‘a scientific management of the central controls ... of our
economic life’ (Keynes, CW vol. 6, p. 302). Perhaps most of all, an aim
which is of vital relevance today, was ‘the effort to combine an
international system with the maximum of monetary independence.’

Susan Howson addresses an even more topical and pressing probiem
(one which has given Lorie Tarshis many sleepless nights (see Har-
court, 1982, p. 374)): the rise of external financial markets (the euro-
currency markets) and whether the increased international mobility of
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short-term capital — what we used in Australia to call ‘hot’ money —
‘makes it impossible for small open economies to pursue independent
monetary policies’. The emergence of floating exchange-rate regimes,
especially of free as opposed to dirty or managed floats, has served both
to complicate matters and to make them more pressing. While How-
son’s essay is relatively optimistic in tone, she does not underestimate
the tasks facing central bankers (the essay itself was originally drafted
when Howson was working at the Bank of England) and she does
suggest that the control of monetary aggregates (as opposed to interest
rates) may be neither possible nor desirable in a regime of managed
floating exchange rates. Dennis Robertson, if not Keynes, would
certainly have applauded.

Walter Salant, who has known Lorie since the 1930s, writes on two
interrelated topics which are of great interest and urgency to Lorie: the
claims of supply side economics to increase employment and reduce
inflation, together with a consideration of the international aspects of
the analysis and its claims. Salant is in the Keynesian mould (when
Keynes criticised the argument of an opponent, especially its premises)
when he writes: ‘I ... think it is illuminating to make explicit every link
in the chain of reasoning connecting ... premises and ... policy
conclusions and then to examine all of those links.” By introducing the
vital dimensions of orders of magnitude and lengths of time of supply
side effects, which aspects are conspicuous by their absence in the
arguments of their proponents, Salant restores a welcome sense of
perspective and relevance to an influential but basically rather silly
discussion of recent years.

When the young Tarshis went to Keynes’s lectures in the early 1930s,
he noted that much of them were taken up with definitions, the search
for precise and rigorous units of measurement and the like, the
necessary preliminary tasks by which Keynes sorted out his own mind
and provided himself with the apparatus of his new theory. The
emphasis which Keynes put on the definitions of saving and invest-
ment, and on the distinction between the gross and the net versions of
these categories, is well known. Both Keynes and Lorie would therefore
welcome the essay by Tibor Scitovsky who, in the context of the
concern in recent years about the decline in the personal saving ratio in
the United States (and other countries), returns again to the meaning of
gross and net personal saving, in order to see whether we have a
statistical illusion due to a particular definition or whether we are
observing a real phenomenon. Scitovsky argues for the first interpre-
tation, adding that while his is ‘a somewhat technical paper about
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national income accounting, ... the subject is of interest to Lorie—
indeed, the danger is that he too will stumble or has already stumbled
on the same argument.’

Michael Weinstein contributes a vigorously argued case that job
impact statements should always accompany industrial policy legisla-
tion so that the diffused costs amongst the relatively powerless may be
set against the benefits for the few and the powerful. As well as setting
out the theoretical arguments for this institutional reform, Weinstein
draws on his previous research into the costs and benefits of the
National Industrial Recovery Act of the 1930s, ‘the most ambitious
exercise in industrial planning ever attempted in the United States,’ in
order to provide compelling historical and empirical support for his
arguments. He shows that while certain groups of lower paid workers
did benefit overall from the NIRA’s provisions it was still the politically
powerful, both firms and labour groups, who benefited most while
‘low-paid entrants to the labour force, . . . small unorganised firms . ..
[and] consumers lost.” Moreover, he argues, it remains the politically
weak who are the ‘invisible losers’ today from legislation because job
impact statements are not required before legislation is debated and
implemented.

One of us (G.C.H.) concluded a 1982 portrait of Lorie Tarshis
(Harcourt, 1982, p. 375), as follows:

Through students and colleagues, the essential soundness of Keynes’
message and approach has been imparted in the United States and
Canada, quietly and unobtrusively but with conviction and persua-
sion, not least by Lorie Tarshis. He reserves his ire, his anger and
scorn, which can be withering, for the stupid and the insensitive and
the inhumane, who, failing to see the soundess of the approach,
unwittingly push capitalism toward the abyss from which Keynes
tried to rescue it well over forty years ago. I suppose the acid test for
Lorie is whether you think that, in this world of ours, causality runs
from employment to the real wage, or vice versa. If you think the
former, you share his ‘vision’ and may enjoy the privilege of his
friendship and concerned companionship.

We hope that Lorie will see in these essays a tribute to what he has
quietly, unobtrusively but with conviction and persuasion, tried to
impart.
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2 ‘Mr Churchill’ and the
General Theory'

Paul Wells

INTRODUCTION

In a handsomely written paper which opens with an attractive sketch of
Keynes as a teacher and closes with a succinct preview of his meticulous
study of Keynes’s aggregate supply function, Lorie Tarshis (1978, pp.
48-63) questions the practice of using hindsight to read too much
significance into the words of earlier writers. Despite this sound advice
from my teacher and friend, I propose to jump straight into Keynes’s
celebrated essay ‘The Economic Consequences of Mr Churchill’ and
bring to light a number of rather important theoretical innovations
which he first developed in this essay and subsequently refined and
wove into the core of his General Theory.

Keynes’s Essays in Persuasion, ‘the croakings of a Cassandra who
could never influence the course of events in time’ (CW vol. 9, p. xvii)?
are perfect models of literary art and inventive economics. The surpris-
ingly modern and prescient nature of these pre-General Theory essays,
most of which were written in the 1920’s, can easily be seen in his
‘Social Consequences of Changes in the Value of Money’, ‘Can Lloyd
George do It?” (jointly written with Hubert Henderson) and ‘The
Consequences to the Banks of the Collapse of Money Values’, to name
a few. But it is his ‘Mr Churchill’ which best illustrates Keynes’s
inventive mind at work in concert with his marvellously assured grasp
of the real world, of institutions and human behaviour. To read ‘Mr
Churchill’ today is to be delighted by his cool (at times hot) dissection
of ‘one of the most contentious acts of economic policy in English
history’ (Pollard, 1970, p. vii); it is to be surprised by the profound and
lasting value of the several analytical contributions this one brief work
made at that rather early date.

In the preface to his General Theory, Keynes wrote that ‘The
composition of this book has been for the author a long struggle of
escape ... a struggle of escape from habitual modes of thought and
expression’ (CW vol. 7, p. xxiii). The Essays in Persuasion, however,
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