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has been growing in influence recently, emphasizes that
Keynes’s sociopolitical vision was formulated long before
and, in fact, inspired the heterodox economic analysis and policy
prescriptions that were served up in his most influential work. One
of the earliest proponents of this interpretation, Joseph Schumpeter
([1951] 1965, p. 268) writes that “In those pages of the Economic
Consequences of the Peace [published in 1919] we find nothing of the
theoretical apparatus of the General Theory. But we find the whole
of the vision of things social and economic of which that apparatus is
the technical complement. The General Theory is the final result of a
long struggle to make the vision of our age analytically operative.”
More recently this interpretive thread has been taken up by
scholars who can be classified mainly, though not exclusively, as
opponents of textbook Keynesian economics. For example, in a recent
article on “The Sociopolitical Vision of Keynes,” the late Karl Brunner
reaches a conclusion similar to Schumpeter’s. According to Brunner
(1987, p. 32), “The general direction of Keynes’s sociopolitical
thoughts had . . . already emerged many years before he wrote the
General Theory. . . . [The latter work] provided the underlying vision
of the socioeconomic process in an extensive analytic context. The
sociopolitical program outlined over the prior decade naturally fitted
with the General Theory into a coherent story of modern Western
society.”
In another recent contribution, Allan Meltzer (1988, p. 5) declares
that “[ilt is nearer the truth to say that the General Theory provided

O ne long-standing interpretation of the General Theory, which
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the analytic framework for Keynes’s long-standing policy views than
to conclude that the books’ [sic] policy recommendations are the
derived implications of his theory.” Finally the post-Keynesian
Hyman P. Minsky may be cited. Echoing Schumpeter, Minsky (1975,
p. 145) writes:

In an interpretation of Keynes’s views on the implications of The
General Theory for broader social issues and on the appropriate
structure of policies designed to implement the new theory, his
writings on politics and social policy prior to The General Theory are
relevant. While The General Theory marks a sharp break in economic
theory, the “social philosophy” implications he drew from the work
are consistent with his earlier views. In fact, The General Theory can
be viewed as giving an economic theoretic rationalization for views
that Keynes’s ethics and intuition had led him to, even as he was a
practicing “classical” economist.

Textbook Keynesians, on the other hand, who generally are wont
to emphasize the Great Depression as the main intellectual stimulus
to the formulation of the “vision” underlying the General Theory,
strongly demur from the Schumpeterian interpretation. For instance,
in discussing Brunner’s contribution cited above, Lester Thurow
(Brunner 1987, p. 52) flatly states that “The General Theory would
not have been written without the Great Depression.” In his comment
on Brunner, James Tobin (Brunner 1987, p. 53) expresses agreement
with Thurow that the General Theory was presented as “a diagnosis
of the world economic crisis of the Great Depression.”

In this paper I shall argue that when the nature and evolution of
Keynes's “vision” is fully grasped, the Schumpeterian and neo-Key-
nesian views of the General Theory are complementary rather than
antithetical. It is indeed true that Keynes’s ethical and sociopolitical
views were formulated long before the writing of the General Theory
and inspired and suffused the heterodox vision of the economic
system presented in the book. But it is also true that prior to the onset
of the Great Depression and up through 1931, in theorizing about the
capitalist economy, Keynes proved to be a rigidly orthodox and paro-
chial Marshallian economist, despite the idiosyncratic refinements
and contrivances he introduced into Cambridge monetary theory in
his Treatise on Money. It was not until 1932, at the earliest, that
Keynes set himself to the task of overturning the Marshallian ortho-
doxy by undertaking the construction of a deliberately heretical
economics explicitly based upon and embodying concepts and pre-
cepts derived from his ethical and social philosophy.

Keynes’s social philosophy, the rudiments of which can already
be found in The Economic Consequences of the Peace and which was
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expounded in widely scattered articles, book reviews, and speeches
throughout the 1920s and early 1930s, can be classified as
“millennialist.” Although there are numerous variants of social mil-
lennialism or chiliasm, including those based on Christian theology
and Hegelian philosophy (Rothbard 1990), what is common to all is
the view that social evolution is teleological and, from a specific
starting point, progresses along a necessary and definite course to a
pre-ordained end. All millennialist theories are therefore presented
as theories of historical stages in which human history is foretold as
coming to a close in a paradisiacal final stage or millennium.

The teleological aspect of social millennialism has been well-de-
scribed by Ludwig von Mises ([1936] 1951, p. 287):

The teleological view describes the course of [social] evolution in all
its windings and deviations. Thus it is typically a theory of stages. It
shows us the successive stages of civilization until one is reached
which must necessarily be the last, because no other follows it. When
this point has been reached it is impossible to foresee how history is
to proceed.

As a consequence of their teleological orientation, millennialist
theories are inherently esoteric, gnostic, and antirationalist, involving
the explicit or implicit assumption that the theorist or prophet alone
possesses gnosis or direct intuition of the truths of social evolution.

Before examining Keynes'’s specific theory of social evolution, it
is useful to broadly contrast this general characterization of
millennialist theories with the approach to social evolution that I
have elsewhere designated as “social rationalism” (Salerno 1990).
The rationalist approach is methodologically individualistic and
seeks for the ultimate explanation of social evolution in the per-
ceived benefits which accrue to individuals as a result of their
participation in the social division of labor. The rationalist ap-
proach is thus nonteleological and eschews any attempt to foretell
the exact course of human history. Social progress is identified
with the intensification and extension of the social division of labor,
which proceeds from the recognition by ever-increasing numbers of
individuals and groups that it is advantageous to endeavor to satisfy
a growing number of wants by consciously organizing their produc-
tive activities in accordance with the law of comparative advantage
(Salerno 1990, pp. 27-31). As Mises ([1936) 1951, p. 287) points out,
in the rationalist view, “[t]he end of social evolution can be no other
than that of society itself.” The law of comparative advantage which
is “the law of social evolution” yields “insight, not into man’s destiny,
but into man’s doings” (Mises [1936] 1951, pp. 287-88).
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Because the rationalist theorist relies only on ratiocinative pro-
cesses in formulating his explanation of the evolution of society, his
theory is exoteric and subject to critical examination and refutation
by other reasoning beings. Indeed, in order for much progress to be
made toward the formation of a world-embracing division of labor and
market society, the law of comparative advantage requires conscious
affirmation by human reason. In history, this affirmation takes the
form of the deliberate development and popular acceptance of a
coherent ideology of social life which supports human liberty, private
property, and a market economy, while abhorring political omnipo-
tence, privilege, and warfare (Salerno 1990, pp. 46-53). The
millennialist approach, on the other hand, posits the existence of a
metaphysical and supra-rational force which, through “the cunning
of History,” drives human beings to those actions which are necessary
to the achievement of humanity’s final goal.

In the next section, I provide a brief overview of Keynes’s most
important intellectual influences. These influences are small in num-
ber and relatively parochial, involving two Cambridge dons and a
British political theorist. In creating his sociopolitical vision, Keynes
drew mainly upon the ethical philosophy of G. E. Moore, the political
philosophy of Edmund Burke, and the economics of Alfred Marshall.
From Marshall, Keynes also adopted the millennialist theoretical
framework which the former constructed as a prop for his “preaching
of mid-Victorian morality, seasoned by Benthamism” (Schumpeter
[1951) 1965, p. 104).

In section 3, I trace the development of Keynes’s millennialist
theory of social evolution, upon which, I argue, his sociopolitical
vision is based. I also suggest that, during the decade of the 1920s,
in which this development mainly occurred, Keynes viewed Marshall-
ian economics as a tool for guiding a dynamic and useful but unsteady
and unethical capitalist economy toward the impending post-scarcity
millennium and that his Treatise on Money (Keynes [1930] 1958) was
intended as a handbook for just this purpose.

Section 4 contains an account of Keynes’s apostasy from
Marshallian economics in consequence of the Great Depression and
his endeavor, beginning in 1932, to formulate a heretical body of
economic analysis and policy, which was designed to effect a rapid
transition to the millennium. In the fifth and concluding section of
the paper, I present the case that the basic building blocks of the
General Theory, including the theories of effective demand and lig-

_uidity preference and the concept of the marginal efficiency of capital,
are fashioned out of the Moorite ethical precepts that Keynes pre-
sumed would guide action in his imagined millennial state.
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Keynes’s Intellectual Influences

G. E. Moore served as Keynes’s guide in his conception and pursuit
of the ethical good. In Keynes’s interpretation of Moore, ethical
goodness or “the Good” is an attribute uniquely related to “states of
mind,” which are the only things valuable in and of themselves. In
elaborating upon his version of the Moorite “religion,” Keynes (quoted
in Skidelsky [1983] 1986, p. 141) writes:

Nothing mattered except states of mind. . . . These states of mind
were not associated with action or achievement or with consequences.
They consisted in timeless passionate states of contemplation and
communion, largely unattached to “before” and “after.” . . . The
appropriate subjects of passionate contemplation and communion
were a beloved person, beauty and truth, one’s prime objects in life
were love, the creation and enjoyment of aesthetic experience and the
pursuit of knowledge. . . . [The Moorite] religion was altogether
unworldly—with wealth, power, popularity or success it had no
concern whatever, they were thoroughly despised.

According to Keynes (quoted in Skidelsky [1983] 1986, p. 142), he
and the other early proselytes of Moore’s religion:

lived entirely in present experience, since social action as an end
in itself and not merely as a lugubrious duty had dropped out of
our Ideal, and not only social action, but thelife of action generally,
power, politics, success, wealth, ambition, with the economic mo-
tive and economic criterion less prominent in our philosophy than
with St. Francis of Assisi, who at least made a collection for the
birds.

Thus the Moorite contribution to Keynes’s thought is a concept of
the highest good as consisting in a succession of timeless states of
consciousness to be experienced in the present moment. There is
further a tendency in Moore to treat these internal states of goodness
as wholly independent of any external means for their achievement. As
Skidelsky ([1983] 1986, p. 146) points out, not only is economic welfare
not the same as ethical goodness, “there is nothing in Moore’s argument
to show that it is a necessary condition of it.” Thus Keynes absorbed a
radical present orientation from Moore’s thought and a related tendency
to denigrate “economizing” or purposeful behavior associated with scar-
city, since attainment of ethical goods did not directly depend upon—
indeed was inhibited by—the undertaking of time-consuming pro-
cesses of production employing scarce means.

On two crucial points, however, Keynes broke with Moore. First,
while he accepted the sharp distinction drawn by Moore between
economic welfare and ethical goodness, Keynes struggled mightily to
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forge a logical link between economic, social, and political goods on
the one hand and the Moorite ethical good on the other. Keynes
supplies this link by conceiving the existence of society as an absolute
and necessary precondition for the realization of the individual’s
“good states of mind.” The overall social good, including economic
welfare, while not intrinsically good, is therefore to be sought after
as a “useful” and “valuable” means to the ultimate end of the ethical
good (Skidelsky [1983] 1986, p. 154). For Keynes, however, because
the ethical quality of the end could never be imputed to or reflected
by the means, the Good is always to be valued absolutely above its
means of attainment, thereby precluding the logical development of
a universal principle on which resources are to be allocated between
the immediate attainment of good states of mind and the securing of
conditions that may be useful for their attainment in the future. Thus
the claim of the ethical good on behavior appears to be absolute,
indivisible, and beyond the pale of scarcity and economic science. Of
course, Keynes did believe that non-ethical ends had a claim on
behavior in certain circumstances, but, as Skidelsky ([1983] 1986, p.
154) states, “the connection [between economics and ethics] for
Keynes was never mechanical, always problematic.”

For guidance in identifying the social good and the proper method
for its achievement, Keynes turned to the political philosophy of
Edmund Burke. As Skidelsky ([1983] 1986, p. 154) states, “[i]f Moore
was Keynes’s ethical hero, Burke may lay strong claim to be his
political hero.”

Keynes (quoted in Skidelsky [1983] 1986, p. 155) broadly charac-
terized Burke as a utilitarian, for whom politics and government were
the essential means to securing the “happiness of the people” in the
form of “physical calm, material comfort, and intellectual freedom.”
For Keynes these qualities are, in turn, the “great and essential
means” for the attainment of the ultimate Moorite “good things” in
life, which flow from the cultivation of the “tastes and emotions, good
feeling and right judgment.”

According to Keynes (quoted in Skidelsky [1983] 1986, p. 155),
one of the most important corollary principles of Burkean utilitari-
anism is an “extreme timidity in introducing present evils for the sake
of future benefits.” In support of this principle, Keynes argued that:

Our power of prediction is so slight, it is seldom wise to sacrifice a
present evil for a doubtful advantage in the future. Burke ever held,
and held rightly, that it can seldom be right to sacrifice the
well-being of a nation for a generation, to plunge whole communi-
ties in distress, or to destroy a beneficent institution for the sake
of a supposed millennium in the comparatively remote future. . .. It



Salerno: The Development of Keynes’s Economics 9

is the paramount duty of governments and of politicians to secure the
well-being of the community under the case in the present and not to
run risks overmuch for the future.

Keynes (quoted in Skidelsky [1983] 1986, p. 157) summed up
Burke’s political philosophy in the following terms:

His goods are all in the present—peace and quiet, friendship and
affections, family life, and those small acts of charity whereby one
individual may sometimes help his fellows. He does not think of the
race as marching through blood and fire to some great and glorious
good in the distant future; there is, for him, no great political millen-
nium to be helped and forwarded by present effort and present
sacrifice.

Thus, Keynes derived two things from Burke: (1) the belief that
government and politicians are competent to directly secure the
material conditions that foster “general happiness” or “the wide
dissemination of comfort” and that are also the means for attaining
the spiritual or mental states that constitute the ultimate good; and
(2) a strong present orientation in policy matters which dovetails with
the severely foreshortened time horizon that is entailed by accep-
tance of Moore’s notion of the ethical good.

The second point on which Keynes disputed his mentor on ethics
involves probability theory. As a utilitarian, Moore contended that it
is rational to pursue one’s own immediate good only if this pursuit
will, on balance, increase or at least not decrease the good of the
Universe. However, in attempting to judge which course of action is
rational in this sense, the individual actor is confronted with the
daunting task of correctly forecasting and assessing the myriad
consequences of his action, which may ramify into every corner of the
remote future. The insuperable difficulty of this task leads Moore
(quoted in Skidelsky [1983] 1986, p. 152) to argue that “[olur utter
ignorance of the far future gives us no justification for saying that it
is even probably right to choose the greater good within the region
over which a probable forecast may extend.” Moore concludes, there-
fore, that, in most cases, an individual rationally pursuing the ethical
good can do no better than to conform to general rules of conduct,
such as those embodied in the dictates of conventional morality.

Keynes reacted to this argument by challenging Moore’s under-
lying approach to probability, which Keynes identified as a frequency
theory of probability invelving certain knowledge of the distribution
of outcomes. In Keynes'’s view, the concept of probability which is
relevant to action is one which refers to the available evidence
regarding alternative actions. A proposition about the outcome of a
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contemplated action is more probable than a proposition regarding
an alternative outcome, if, however slight the presently existing
evidence, it indicates that the first outcome is more likely than the
second. As Keynes ([1921] 1962, pp. 307, 310) states:

Given as our basis what knowledge we actually have, the probable
. . . is that which it is rational for us to believe. . . . To believe one
thing in preference to another, as distinct from believing the first true
or more probable and the second false or less probable, must have
reference to action and must be a loose way of expressing the propri-
ety of acting on one hypothesis rather than another. . . . We might
put it, therefore, that the probable is the hypothesis on which it is
rational for us to act. . . . The results of our endeavors are very
uncertain, but we have a genuine probability, even when the evidence
upon which it is founded is slight. . ..

With this theory of probability, Keynes is able to free the Moorite
pursuer of good mental states from the shackles of conventional rules
of correct conduct that were clamped on by Moore himself as a
utilitarian concession to the uncertain future. According to Keynes
([1921] 1962, pp. 309-10): “If good is additive, if we have reason to
think that of two actions one produces more good than another in the
near future, and if we have no means of discriminating between their
results in the distant future, then by what seems a legitimate appli-
cation of the Principle of Indifference we may suppose that there isa
probability in favor of the former action.” Thus, the claims of the
immediate good upon action are even stronger for Keynes than for
Moore, because Keynes’s theory of probability permits him to ignore
the unforeseeable future ramifications of present action.

The final major influence on Keynes’s social philosophy is his
mentor in economics, Alfred Marshall. Marshall’s influence on the
early Keynes is difficult to overestimate. From all accounts, Keynes
the economist was steeped in Marshall. Dating from his academic
appointment to Cambridge in 1909, Keynes “taught straight
Marshallian doctrine . . . the doctrine he mastered as few people did
and with which he remained identified for twenty years to come”
(Schumpeter [1951] 1965, p. 263).

Revelations of Keynes’s astonishing parochialism in economic
theory are provided by Harrod, his disciple and authorized biogra-
pher. In urging the young Harrod to attend Cambridge, Keynes
“brushed aside” the London School of Economics and rejected the
alternative of a foreign university because, according to Keynes, “they
knew nothing at all of Economics on the Continent” (Harrod 1951,
p.- 319). Harrod (1951, p. 322) refers to “Keynes’s dictum that there
wasn’t any place but Cambridge where one could learn economics.”
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After enrolling at Cambridge, Harrod was impressed by Keynes’s
view that “the content of economic theory was extremely small” and
that “wide reading in economic theory” was not necessary. Keynes
believed, as Marshall had, that “there was not much further work to
be done” in the field of economic theory, and Keynes’s “recipe for the
young economist was to know his Marshall thoroughly and read his
Times every day carefully, without bothering too much about the
large mass of contemporary publication in book form” (Harrod
1951, p. 324).

More recently, Moggridge (1976, p. 153) has affirmed that
“broadly Marshallian modes of analysis pervade all Keynes’s work,
even when Marshall and his successors were the objects of attack, as
in the General Theory.”

In the judgment of his fellow Cantabrigian, A. C. Pigou (quoted
in Keynes 1973, p. 22), even after he discarded some of the technical
apparatus of Marshallian theory in the 1930s Keynes remained, in
terms of his philosophical approach to economics as a branch of
applied ethics, “a firm disciple of the ‘Master.”” As late as 1938, for
example, Keynes defended Marshall’s view, as against Robbins’s, that
economics is “a moral science” which “employs introspection and
judgments of value” (Moggridge 1976, p. 22).

Writing in 1941, Keynes (quoted in Hession 1984, p. 326) de-
scribed the doctrinal filiation of his own intensely ethical approach
to economics in the following terms:

Along one line of origin, at least, economics more properly polit-
ico-economy is a side of ethics. Marshall used always to insist that
it was through ethics he arrived at political economy, and I would
claim myself in this, as in other respects, to be a pupil of his. I
should have thought that nearly all English economists in the
tradition, apart from Ricardo, reached economics that way. There
are practically no issues of policy as distinct from technique which
do not involve ethical considerations.

Accordingly, one of the main props for Keynes’s social philosophy
is the value-laden theory of wants developed by Marshall. Marshall’s
classification of wants is threefold. “Natural” human wants refer to
the biological needs for, e.g., food and shelter, which characterize both
the lower animals and uncivilized man. According to Marshall ([1920]
1949, p. 86), the wants in this class “are countless in number and very
various in kind: but they are generally limited and capable of being
satisfied.” As civilization progresses, however, there emerges a sec-
ond class of “artificial” wants, which are not capable of satiation.
Marshall ([1920] 1949, p. 88) includes in this class the craving for
distinction among one’s fellows which, for example, in the case of
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women’s dress, gives rise to “the evil dominion of the wanton vagaries
of fashion.”

Marshall’s third category encompasses “wants adjusted to activ-
ities.” In the early stages of social evolution, wants are the prod to
human “activities,” which are aimed almost exclusively at satisfying
these wants. In the higher stages, in which natural wants have been
satisfied, “higher” activities begin to be undertaken for their own sake
leading to the creation of wants. Marshall’s example of this inverted
relationship between wants and activities is the pursuit of science,
literature, and art for their own sake, generating a demand for the
labor of those who pursue these activities professionally (Marshall
[1920] 1949, pp. 88-89). The rapid increase in the consumption of tea,
while the consumption of alcohol stagnates, affords another illustra-
tion, because, according to Marshall ({1920] 1949, p. 89 1n), tea is
desired to “stimulate the mental activities,” just as alcohol serves to
“merely gratify the senses.” As the pursuit of higher activities be-
comes increasingly widespread in society, there emerges a pervasive
“desire for excellence for its own sake” causing the processes of
production, heretofore seen as merely a means to want satisfaction,
to be transformed into higher activities pursued as ends in them-
selves. Thus the work of the fisherman begins to take on the character
of the “activities” of a Newton or a Stradivarius (Marshall [1920]
1949, p. 89). For Marshall (quoted in Parsons [1937] 1968, p. 141 1n),
then, “[wlork in its best sense, the healthy energetic exercise of
faculties is the aim of life, is life itself.”

Marshall’s theory of wants and activities serves as the basis of
his theory of social evolution, which also deeply influenced Keynes.
Thus Marshall ({1920] 1949, p. 85) tells us that “it is to changes in
the forms of efforts and activities that we must turn when in search
for the keynotes of the history of mankind.” The reason is that “man’s
character has been molded by his every-day work, and the material
resources he thereby procures, more than any other influence unless
it be that of his religious ideals” (Marshall [1920] 1949, p. 1). Human
character is thus developed in the very process of economic and social
evolution in which, in the later stages, “each new step upwards is to
be regarded as the development of new activities giving rise to new
wants” (Marshall [1920] 1949, p. 89).

Most important for Marshall, economic and social progress is
expressed in a “rising standard of life,” a term which Marshall never
clearly defines but which can be understood as “some kind of index
of human quality: a scalar function of a vector of attributes or
‘activities,’ physical or mental, such as energy, dexterity, rationality,
foresight, honesty, unselfishness, striving for self-improvement and






