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rthur William Marget (1899-1962) was a respected

American monetary theorist and scholar who received his

doctorate from Harvard in 1926 and taught for the next
fifteen years at the University of Minnesota. His best known work,
The Theory of Prices (2 vols: 1938, 1942), had three goals. Marget
sought to demonstrate that Keynes misrepresented the history of
monetary theory, to reveal the shortcomings of Keynes’s own
approach, and to show that progress required an escape from the
Keynesian “blind alley” and a return to the “high road” of earlier
tradition.

The book was either behind its time, ahead of it, or (as I
suspect) both. The doctrinal revolution that Marget opposed
swept The Theory of Prices aside. Perhaps it was imprudent of
him to pursue three ambitious goals at once, for even the book’s
supporters found it long and arduous.’ Nicholas Kaldor, a non-sup-
porter whose review managed to misstate the book’s subtitle, called
Prices I “mid-Victorian,” with its “leisurely repetitiousness, elabo-
rate style, pompous exactitude, and . . . exhaustive scholarship,”
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1Henry Hazlitt (1959, p. 437), clearly an enthusiast, wrote: “And not even the
shortest ‘anti-Keynesian’ bibliography should omit Arthur W. Marget’s monumen-
tal study, The Theory of Prices (2 vols., 1,426 pages). This work is distinguished
both for its penetrating comment and for the immense range of its scholarship, but
its relentless prolixity and disheartening length have caused it to miss the
influence it might otherwise have had.” Less understanding and charitable is Mark
Skousen (1992, p. 34 n. 3) who informs us that his “search was in vain” for
“something of value in this detailed work”—a work he also calls “ramshackle.”

The Review of Austrian Economics Vol.8, No 2 (1995): 3-23
ISSN 0889-3047



4 The Review of Austrian Economics Vol. 8, No. 2

reminding him “of the bourgeois solidity and spaciousness of that
bygone age” (1939, pp. 495-6).°

For two reasons, this may be an appropriate time for a recon-
sideration of Marget’s work. The first, which provides a backdrop,
is that the interpretation and evaluation of Keynes’s theory
continues unabated. The second, on which this paper focuses, is
the recent decades’ renewal of interest in the Austrian School.

My principal argument is that most of the respects in which
Marget asserted the superiority of pre-Keynesian orthodoxy over
the revolution of Keynes are now primarily identified with the
Austrian tradition in monetary theory.

This position calls for some explanation, because Marget had
no special interest in the Austrians. He held an evolutionary
theory of the growth of knowledge that he called “the Principle of
Continuity,” and identified Menger, Bohm-Bawerk, Mises, and
Hayek as contributors (along with many others, especially Walras
and Fisher) to the monetary edifice that more than two centuries
of scholarship had established by the time of the Treatise. To
Marget they were not a unique School that posed a challenge and
offered an alternative to orthodoxy: they were a well integrated
part of it.

At the time, though, that is how they viewed themselves.
Kirzner (1989, p. 232) notes that: “About a half-century ago,
Austrians such as Mises, Hayek, and Machlup all maintained
that important Austrian insights had been successfully absorbed
into the mainstream by the early 1930s.” By 1969, however, Mises
apparently believed “that the fundamental Austrian ideas, ab-
sorbed into general economics by the 1920s came, somehow, to be
lost from general economics by about 1940” (the words are Kir-
zner’s; ibid., n. 1).

The best single word that describes what intervened is
Keynes. “[I]t is he,” Marget wrote, “who is largely responsible for
the feeling that the Principle of Continuity does not apply as a
maxim of scientific procedure at the present stage in the devel-
opment of monetary theory” (1938, p. 3). But Marget (and Hayek
and a few others) lost the fight, so the orthodoxy after Keynes
was not the orthodoxy that Marget defended. The charac-
teristics of established pre-Keynesian thought that Keynes and

2Marget’s response (1942, p. vii): “I, on the contrary, rest my case on the
proposition that if the qualities of ‘exactitude, ‘solidity,’ and ‘exhaustive scholar-
ship’ are indeed characteristic only of a ‘bygone age, that fact constitutes a
condemnation of our own age and a commentary on our current needs.”
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the subsequent development of macroeconomics cast out, commit-
ting the grave error of which Marget warned, were reluctantly
accepted back by the Austrians, like a glorious gift returned by
an unappreciating recipient.

‘That is why I believe that Marget’s staunch defense of “ortho-
doxy”™—and his evolutionary belief that no valid advance remains
for long the province of any unorthodox School—is in large meas-
ure a case for ideas that are now identified with the Austrians.?

My paper argues this position, but its scope is limited. It is
far from a comprehensive study of either Marget’s system, or
Austrian economics, or pre-Keynesian monetary orthodoxy. Its
case that Marget’s work should be embraced by Austrians and
identified as a contribution to their theory of money will rest on
some observations about method, focusing on the methodologi-
cally individualistic analysis of temporal monetary processes and
the role of aggregation.

“The ultimate goal of any Theory of Prices”—a phrase that
Marget used interchangeably with “Theory of Money and Prices”
to identify monetary theory—“is to explain why realized prices
are what they are” (1942, p. 222).* The focus on explanation rather
than prediction, and on “prices” rather than “price” (level) or rate
of interest or other aggregate, establishes common ground with
the Austrians at the most fundamental level.

Marget’s “realized prices” refers to the money or nominal
prices of all goods that are exchanged for money. Like many other
economists, he found it analytically convenient to separate this
pattern into a structure of relative prices and level. His “Theory
of Prices” included the influence of money on both, however, since
he understood that no market process could determine structure
and level independently. A strict methodological individualist, he
insisted that “explanation” link observable events to the choices
of individuals.

3Another arguable Austrian link is a complementarity between The Theory of
Prices and Hayek’s The Pure Theory of Capital (1941). Convinced that the errors
of the 1930s arose from capital theory, Hayek wrote of capital without money
and planned a sequel to complete the story. Marget, on the other hand, attrib-
uted Keynes’s popularity to a misunderstanding of monetary theory; his work
is of money without capital, a deficiency he intended to correct (Marget 1942,
pp. xvi—xvii) with Money and Interest and Money and Production. Neither
returned to his ambitious plan after the War, so a comparison of Money and
Production with Hayek’s integration of money and capital must remain a fascinat-
ing exercise in double speculation.

4Since T have not found the phrase “Theory of Prices” in his earlier works, its
origin is undoubtedly chapter 18 of Keynes’s General Theory, of which it is the title.
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The Individualistic Analysis of Process

Most economists would probably agree that the ideal analysis of
monetary change is to trace its sequential effects on particular
individuals. This ideal method was introduced by Cantillon in
1755; one of its virtues is the absence of any “dichotomy” between
monetary and value theory, since the latter provides the analyti-
cal link between each individual’s new alternatives and his new
behavior. But our inability to identify particular individuals and
to be certain of their actions prevents us from attaining this ideal.
To some extent “schools” can be identified according to how they
accommodate these problems of incomplete information.

One accommodation is to argue that consideration of the
details of the process can be dismissed because they are unpre-
dictable, random, and “average out,” with no measurable effect
on empirical relationships among aggregates. Since the analysis
of those individual choices is the province of value theory, this
avenue is risky: It makes possible a dichotomy in which value and
monetary theory are at best isolated and at worst contradictory.
Dichotomization is the most serious criticism of a monetary
theorist, so it must be levelled with caution.®

Neither Keynes nor the Austrians took this route. They ana-
lyzed the process differently, but neither undervalued its signifi-
cance. Indeed, Marget recognized this virtue in Keynes. Citing two
writers who are praised by Austrians—e.g., by Hayek ([1935] 1967,
pp. 8, 10) and Mises ([1952] 1971, p. 139)—for this very reason, Marget
identified “the emphasis in the Treatise” as “a tribute. . . . to those
writers, from Cantillon through Cairnes to writers of our own day, who
. . . provided contributions to an understanding of the mechanism of
price-change” (1938, p. 172). The fault that Marget found with Keynes’s
application of the method was chiefly his imprudent aggregation
(different, but equally imprudent, in the Treatise and the General
Theory). When Keynes attempted to differentiate his products®

SPatinkin (1965, p. 175, pp. 624-25) in fact accused Marget of dichotomizing.
It would not be unreasonable to draw this conclusion from a few of Marget’s
comments if they are taken out of context, but the accusation is not valid and serves
mostly to illustrate how difficult it is to avoid the appearance of dichotomization.

5In the Treatise, Keynes stated that “The forms of the Quantity Theory,
however, on which we have all been brought up . . . are but ill adapted” for the
analysis of a dynamic “causal process” because they are “identities or statical
equations” (1930, p. 133). In the General Theory, he asserted that there is (in his
predecessors) “a false division” between “the Theory of Value and Distribution on
the one hand and the Theory of Money on the other hand,” (1936, p. 293).
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his products® by charging that his predecessors failed to recognize
the importance of process, Marget sprang to their defense.

Marget’s use of the method of the individualistic analysis of
process is most clear in his extended rebuttal, in Prices II, of
Keynes’s charge that his predecessors dichotomized. In three
chapters Marget (1942, pp. 221-403) examined the effects of
money on ordinary Marshallian demand curves (“Particular De-
mand Curves and the Determination of Money Prices”), their role
in mutually determining flows of money and flows of goods
(“Stream Equations and the Price System”), and the significance
of these flows in modern monetary dynamics (“Stream Equations
and Process Analysis”). Later (ibid., pp. 521-624), he paralleled
them with chapters on supply: “Elasticity of Supply and the
Structure of Money Prices” and “Particular Supply Curves,
Stream Equations, and the Determination of Money Prices.” He
endeavored to show not only that the “value theory” of dynamic
monetary processes had dominated pre-Keynesian theory but
that its application of the method was superior to those offered
by Keynes himself.

It is impossible to discuss sequential processes without intro-
ducing time. Ever since Menger ([1871] 1981, pp. 67-71 et
passim) an emphasis on the significance of time has been
considered one attribute of the Austrian School, but few if any
of their works equal the treatment of time in Marget’s analysis
of the monetary process. For a hint of the power and richness of
Marget’s method of sequences, consider his classification of dif-
ferent types of period. They can be (1) clock-time or analytical-
time, (2) ex ante or ex post, or (3) ceteris paribus or non-ceteris-pari-
bus. There are eight possible combinations; Marget listed them all
(1942, pp. 4023 n. 122), complete with page references to preceding
discussions. He noted that because the goal of monetary theory is
the explanation of realized money prices, “the ‘periods’. . . to which
all the other types of ‘period’ must be related, are . . . ex post
non-ceteris-paribus clock-time periods” (ibid., p. 403 n. 122).

Expectations inevitably affect currently realized money prices,
but these—in turn—*elp to determine expectations with respect to
the future course of prices” (ibid., p. 230 emphasis Marget’s). Expec-
tations must themselves be explained, Marget insisted:

we must proceed upon the assumption that expectations are what
they are largely as the result of experience of economic processes
as they have been actually realized in the past and as they are
being currently realized in the present. (1942, pp. 228-9)
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The phrase “are what they are largely as the result of” accommo-
dates a subjective perspective. It does not mean “are identical to,”
which would indicate a deterministic adaptive interpretation
that some might find mathematically tempting. Marget’s view is
identical to that of Austrian writers who both preceded and
succeeded him.’

Now that macrotheorists have discovered the electromagnetic
property of hysteresis, it is interesting to note Marget’s observa-
tion about the dependence of expectation upon knowledge ac-
quired in the actual market process, and the resulting effects of
those expectations on subsequent processes:

When, therefore, it is said that “equilibrium” is “indeterminate”
whenever “the final position is dependent upon the route fol-
lowed,” all that this can mean is that no account of the actual
functioning of the economic process can be regarded as com-
plete until it undertakes, upon the basis of a study of the
successive, actually realized steps in any economic process ac-
tually unfolding itself in time, to establish the nature of the
considerations likely to determine the nature of en-
trepreneurial responses to changes in the market situation, -
including the possible changing nature of the goals whose at-
tainment these responses are designed to aid.8

Marget’s analysis of the monetary process, with its sequential
cause-and-effect relationship to expectations and—through
them—to subsequent demands and supplies and, finally, to
money prices and (if one wishes) to conventional monetary aggre-
gates, is as sophisticated as any Austrian discussion of monetary
processes of which I am aware. Combining this analysis with his

"See, in particular, Lachmann (1943), who approvingly quotes Lundberg: “ ‘It
is sensible to link actions with expectations,’ states Dr. Lundberg, ‘only if the latter
can be explained on the basis of past and present economic events. Total lack of
correlation here would mean the complete liquidation of economics as a science’,”
(ibid., 1943, p. 66). Marget had quoted Lundberg’s statement, too (Marget 1942,
p. 228). (Lachmann later abandoned his 1943 view, asserting that because
expectations arise from the subjective interpretation of “past and present eco-
nomic events,” they must be treated as “autonomous” [Lachmann 1976, p. 129].
[I thank a referee for reminding me of this.] Lachmann’s later views are
embraced by those who consider hermeneutics a promising Austrian research
program, but to others they do indeed “mean the complete liquidation of econom-
ics as a science.”)

8Marget’s (1942, p. 233 n. 34) quotes are from Nicholas Kaldor, “A Classifica-
tory Note on the Determinateness of Equilibrium,” Review of Economic Studies 1
(1934), pp. 125fT, 132ff.
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rich scheme for classifying periods produces a presentation that
has yet to be equalled.

Underlying many analyses of process is the notion of a goal
or target toward which the various actors are gradually mov-
ing the economic system. Modern Austrians continue to
debate the usefulness of the concept of general equilibrium,
and of Mises’s evenly rotating economy in particular (see
Fink and Cowen 1985). Their common ground, though, is
sufficiently well known that Paque (1985) used it to differenti-
ate an Austrian from a Chicago School approach. Marget’s
position on those interpretations of general equilibrium with
which Austrians tend to agree, and the side that he would take
in the debate, support my characterization of his theory of mone-
tary processes.

Early in his career, Marget published two articles (1931,
1935) on the monetary economics of Leon Walras that are
occasionally cited in today’s literature, and he considered the
mathematical formulation of general economic equilibrium im-
mensely important among Walras’s contributions. The concept
of general equilibrium, Marget stated, “provides a description
of one conceivable (‘ideal’) type of functioning economic system
with which other types of functioning economic systems can be
compared” (1942, p. 424), and in his analysis “full place is given
to the possibility of using the concept of an equilibrium of the
system as a standard of comparison” (ibid., p. 450). Mises ac-
corded this role to his evenly rotating economy: “in order to
analyze the problems of change in the data and of unevenly and
irregularly varying movement, we must confront them with a
fictitious state in which both are hypothetically eliminated”
(1966, p. 247).

Although Mises identified “the tendency, prevailing in every
action, toward the establishment of an evenly rotating economy”
(ibid., p. 250), these actions take time during which knowledge
and tastes must be presumed to change. He thus emphasized that
the evenly rotating economy could never actually be approached.
Marget shared this position:

When, on the other hand, it is claimed that the concept of a state
of general equilibrium is useful not only as a standard of compari-
son, but also as the specification of a goal which the economic -
system as a whole actually tends to approach, the cogency of the
argument for the use of such a concept is very greatly diminished.
(1942, p. 446)
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But Marget shared with Lachmann a more fundamental objection
to general equilibrium. He acknowledged and accepted the ten-
dency for adjustment to bring about partial equilibria in particu-
lar markets, while noting that the specific entrepreneurial ac-
tions chosen to effect them do not necessarily succeed (1942, p. 448).
Even when they do, though, he claimed that these very actions
“might have the effect of driving the system still further away from
‘equilibrium’” (ibid., p. 447). Lachmann expressed the same point
like this: “we can never be sure that the spill-over effects which an
equilibrating adjustment in one market has on other markets will
always be in an equilibrating direction . . . Equilibrium in one
market may be upset when the repercussions of the equilibrating
adjustments in other markets reach it” ([1952] 1971, pp. 190-1).

The essential difference that Marget perceived, between the
probable partial-equilibrating tendencies in particular markets,
and an improbable approach to a general equilibrium, is that
which Hayek (1976, pp. 107-32) drew between economy and
catallaxy:

Itis of the utmost importance to observe, however, that in the case
ofthe concept of an “equilibrium of the system,” there is no agency,
under institutions such as ours, which can be assumed to be
engaged in a type of calculation, or to cherish a type of intention,
involving the conditions for “general” economic equilibrium in a
sense comparable to that in which the calculations and intentions
of individual entrepreneurs can be said to involve a consideration
of the conditions for “equilibrium” within their own firms. (Marget
1942, pp. 448-9, emphasis Hayek’s)

These problems of process “strengthen the case for refusing
to regard as identical the concept of ‘general economic interde-
pendence,’ on the one hand, and ‘general economic equilibrium,’ on
the other” (1942, p. 423). In a manner wholly consistent with modern
Austrian technique, Marget recognized the linkages among actions
and prices but insisted that the vagaries of subjective interpretation
demand the “loose joint” of general interdependence rather than the
hyper-refined precision of general equilibrium.? Indeed, despite

9Although Marget never used the phrase, others have used the “loose joint”
metaphor to describe what money does to relationships among real variables. See
Garrison (1982, p. 134; 1985, pp. 202-3), who identified it as significantly differ-
entiating Austrian macroeconomics from its modern (tight-joint and no-joint)
alternatives, and Hayek (1941, pp. 408-10). As Hayek (ibid., p. 408) put it, “money
by its very nature constitutes a kind of loose joint in the self-equilibrating
apparatus of the price mechanism.”
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Marget’s nod to its usefulness as some kind of standard, the
tc;oncelag)t of general equilibrium seems to play no role in his sys-
em.

Action in disequilibrium (general and partial) was important
to Marget, so it seems unlikely that he would have accepted the
“equilibrium always” interpretation of the new-Classicals. He
objected, for example, to the “over-simplified propositions” that
consumers’ valuations are “reflected immediately and with unerr-
ing accuracy in the prices of producers’ goods” (1938, p. 494). A
few years later, Hayek (1945, p. 90) used the same example to
demonstrate the profession’s (specifically Schumpeter’s) ten-
dency to take for granted the market’s solution of knowledge
problems by unwarranted analogy to the actions of the individual,
for whom a consistent set of knowledge and goals may be as-
sumed. It was—as Hayek called it later—another failure to dis-
tinguish catallaxy from economy.

Although a thorough analysis of Marget’s microeconomics
must take place elsewhere, a part of it that is significant to our
interpretation is his remarkable discussion of the role of “particu-
lar demand curves” in the determination of money prices (1942,
Pp. 241-63). His consideration of knowledge, time, and the mi-
croeconomic marketing process again illustrates an affinity with
a method that is now associated with the Austrians.

In the third of his forty “Propositions” specifying the relation-
ship of Value to Monetary Theory, he accepted that “any given
realized price is what it is as the result of the conformation and
position of the market demand curve and the market supply curve
prevailing at the moment the price is realized” (ibid., p. 240). But
he explained that these market demand and supply curves need
not be the standard ex ante curves that we imagine to be formu-
lated in the minds of the buyers and sellers prior to the start of
the marketing process. If the knowledge of others’ valuations that
is acquired in the marketing process provokes a change in one’s
own valuations, these discoveries may change the supply and
demand curves themselves, and a realized price and quantity
(though necessarily characterizing the intersection of the curves
that obtain at the moment of the exchange) need not lie on either
the demand curve or the supply curve as these were conceived

0This is a strong contention, especially since Marget nodded to general
equilibrium as “a standard of comparison.” But I can recall in Marget’s work no
significant use of this standard. For example, his treatment of “the natural rate of
interest” is sharply distinct from a real general-equilibrium conception relating
saving to investment (1938, pp. 197-205).
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prior to the marketing process (1942, p. 222). “{Rlealized prices
are not necessarily ‘equilibrium’ prices,” he noted (ibid., p. 231;
emphasis his), “if the concept of ‘equilibrium’ is to be given most
of the connotations which it carries in the ‘general’ Theory of
Value.” Conventional ex ante curves play an indispensible ex-
planatory role, he quickly assured us, but that role is not as
simple as elementary presentations of the Theory of Value make
it appear (ibid., pp. 236-38).

Aggregation

It is easy to understand the appeal of macroeconomics, with its
promise of simplicity and empirical manageability at the small
cost of irrelevant detail. The Austrian criticism was never exclu-
sively that the detail was interesting or important to a full
understanding of economic processes: it was that the composition
of the aggregates was important to the goals of the macroecono-
mists themselves. The effect of investment on current and future
unemployment, for example, depends on both its amount (the
aggregate of concern to macroeconomics) and composition—spe-
cifically, the likelihood that it conforms to the composition of
future consumer demands.

What is the appropriate role for aggregates, one might won-
der, to a writer as committed to the individualistic and temporal
tracing of patterns of money flow as Marget obviously was? He
issued many warnings against their incautious use. He insisted,
for example, that “the composition of [the Fisherian] T . . . is
particularly relevant for the role of prices in determining the
absolute demand for cash balances” (1938, p. 210; emphases his).
He understood, as do students of the Austrian theory of the
business cycle, that “a process that deserves to be called ‘infla-
tionary’ may take place under the cover of a ‘stable’ price level”
(1937, p. 28; see also 1942, pp. 24849 n. 43). And he warned that
the use of Keynes’s aggregate production function

may prevent an adequate recognition of the importance of study-
ing changes in the structure of output and employment which may
be of the greatest importance for the explanation of movements
in output “as a whole” or employment “as a whole” themselves.
(1942, p. 537 n. 33)

In this advice Marget did not quarrel with the goal of explaining
changes in aggregates, but argued that even for that goal it is not
safe to rely on an analysis that largely restricts itself to aggregates.






