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John Maynard Keynes (1883-1946). Keynes wes the
most influential Western sconomist In the first half of
tha twentisth century, He brought economic ® nelyolr.
which In the lale ninetesnth century had often been far
removed from reel problems, to beer on matters of ur-
gent public interast—-aspecially the problem of depres-
don. Keynes' work on the theory of natlonal income
determination, combined with increased sophistication
in the collection of naticnal iIncome data, caused an
intense now Interest In macrosconomics. Since his
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theories lad o an srgument for increased government
inlervention In the economy, Keynes was sometimes
@ Ikcked for being ciose 1o Marxism In his thinking. i
Is now widely recognized that Keynes provided »
major aiternative [0 Marx; indeed, his baslc ® pproech
her been adopted In one form or another by virtually
every natlon In the world outside the Communist bloc.

EC 214



eanudiuan syt ldm IRy MIeeuaanImMIus lasun lunisnduriu
Q:Lﬂumwﬂ‘ma%mué’aunﬁw"lé'ﬁ’agﬂﬁ'ﬂaa"m

fareanie
S = saving

IS

A 3 “ 1 LT [ - ﬂld
daraendy @3MMIRH 0 uazn1zeaw §) Wi usnmwdndi 9
y 3 A‘ A (%) ] - r= 1 o ] ~
1 vananuin feadszndaliuilan Raniseoy asinldsamuannue 1gu &
Guasw 10 Suwn wldamu 10 Fuon delawssgiuedouwlms Tnmssamu
wnnMIaen datieaniduainivaudnasssniiu « stﬂmamﬂuéﬂﬂgﬂa
¥ [ [ Rl < G4 1 1 Al = & Ve ) :‘t‘ L% A’ )
Tausan 1una Widaeus Inausm 1'nmuv~,{mwau Yeftslidnaaeniduudugetuang
qarugn fenanide «, 8n fudelamseauanniimasemu it lignseanide

&) o / z 4 1 4 o
goiu o mmﬂnﬂuaumm:msaaugwu Lﬁmmn@amﬁmmagalﬂ‘lﬁﬂunamﬁam
luWaugmwieenidy waifldsmulon (Hunaldareandedensass theldng
X x 1 L= k.1 £l L9 ~

AIUNISIABIIY wmammmpﬁ E aumuqmﬂnmﬁn Q@augaﬁ ANTHARNIZTWOR

AMTNIUANTR T

A X .
msuilaninnnievesiuegivez1s (consumption function)

- -, ] ; [ o - ! 2
Tagdn@inauilnadestiuegiuszduressold Sudugas c = 1y dwle

' L= 1 P 1 h | - 4' » A ] L] W
N mivilne © tesudwarld (v nanfe We swoldiuRouwdadly deaminly

EC 214 199



mu Inaufouusdy Keynes Sauiuinlsliearingu o uwuagnu mafiTm
¥
MINTIMTEIT eI nm.ma‘lﬂnu"l'z wagnunwaamwam'lﬂli’luamnﬂ
X
wIofnilumaendy uazliuagiusadion ysy

rn1uﬂnﬂumuua'lnﬂ..Laumwaﬁt.fﬂmmonmnmmﬂﬂan Tairseldn
LQﬂUﬁUﬂ‘T] ﬂ’)’]&lIﬂ&JLBUJﬂU’InUTIﬂﬂLQﬂU (average propensity to consume = APC

= T) APC azaasafiaswld (Y) iy mﬂ:ﬂu'l.mﬂun':msmuqm (T)

a 2 | L 2 1 L r L ~ 2
MIUIIIUTU C (APC) Sxviomnidu v (45) aan‘hhqnn wnutiimsu3 lnetlaosy

C+1

investment

saving = s

o+
%

Ao ldleFas AUl aTRua Sty mqmmnumwvl@qa ‘lmmuwwmﬂ%w
4 fvowud M wiawudr  denlifewnldiduiuin WAUM TS aWA
vilnnse wazBndvilefte maltiuBeseenmsTnady (marginal propensity to consume-

200 EC 214



Rivc = S5 vy i iR st T el AT

. ¥  a d
vosswld wiamu 9 awgasadienivas %%—, MPC 9zfdfi (constant) AW3L

a A X | 3 Fo a & v
Wmﬂ’]‘SUSIJ’IﬂLWNﬂJumWL@mHN’MﬁNQ “”']Unﬁl»ﬂunqjUTIﬂﬂLﬂuLﬁumTwﬂ

w28 1Judn Y = ¢ woeflsdsgldiviilaltus Inavae lusiviesas
#38 D = S (aggregate demand = aggregate supply) M7U3 1A C SumsusTnetavesin
waalFauniis © wazRunitaunIgeves Lﬁawﬁmﬁuﬁﬂ‘éuﬁunﬁwmsamu
1 mu;uslesasgﬁw:;j@q@qan’wﬁa S=1 ﬁqﬂ BURS Y = C + I ﬁfgﬂ A nalWifiasy
16 v,
ﬁ'faqm (multiplier)
tnenF sy ﬂmw,ﬁ'u%u 10 §um (A ) silurel e luma i i
swldnduAuin 15 Fuum @ v lwmenge§ideh Duwanziidguinld
W uflunasidn ws ety dnldsauduswle wsafisneleau 9 din

-l >3 P 1
an mgﬁmoma

C+1

AL = 10 §1UUM
C+1

AY = 15

).
as ) UM

J
v T Y

Y
0 ! w'le

EC 214 201



] . A‘ ) © L7 v

gaquin 10 dmum diven e 1 (mde A 1= 10 Smum) inldagld

Wil 15 Fmuum Iy, iy, (A Y =15 §uum) wssadasiniaiued

™ o A o W e & 1 | s ) A vlv - "

1dann npaeniifinls Sol¥swldiRannniGusmu 5 id ndnhose laine:
| e o v o 1Y & W I A

WAL IIUBIYULAE 10 BTULN T3ALEN 5 RIUUN Wy 15 S1UUN Lngmﬂa

L L ; -I ¥ X Qe o) v o
Al + 1Al dmiy 12— a1 Ruanldegnels esnndagu amgmlmﬂux
2

o ¥ o) e o - 0 8 s a2 w
mqm’laun 1'.mm1.dgm A1 WEWT A Y @8ANNRaAINUH Iutiu
Y = KAl
p . AY

fK= 0

Y-y voa m oa a o
K utluwesn 17U1ﬂlwulﬂ“ntﬂﬁﬂiﬂOlduﬂ-ﬂn'ﬂlwu

s landtroou s9eldidin a v 1 15 Fuun MIRIUAY A 118w
10 F1um K 1Jwir13? unuenle

_ 15 Ly
K 10 12|.°m
a o P -l
Wigasin g @n
K = 1
1.8C
AY
= 1
AS
AY

ammadesveudunIennuIvuBuetndeRuan (iquidity preference)
L] L7 ;
MnuASATIAeNY

anmasasueads wneiimietnnfadusalitud el évietns
ARBIMN L‘éuaﬂﬁﬂmwnﬁmﬁqﬂ sz luevedlevidt winsondnateinaa g
UBTUNTT (demand for money) HIURIEHARGLIIUAT TN AWARENTELRT 1% Burhn
Uszn Wikmdas i g udu s masesBationrann u fam Thwion indasdls

202 EC 214



R

il‘f”"":::f 7 "'a‘,"u_‘_ S g Ll g ,‘f:“i oyt s o a8 ®
Jsinanendw vay insrewautelfinn turntsiszdariun sl
i . v 8 ﬂvﬂ' d L) 1
asasl3unn Winiidugdtornwaged
] = = e L4 A’ b Qe G g 9 qu g
amwaes (Guwe) adinuietoniuagiudaseends thdaaonidog
auagnazfaiusalilufle (nwesos) deoss ldetnndiReasulsznougsfiv
L 1 ﬂl 1 Qe ) 3 4 L
wininunlesrenieu SavihAuinnsuilne (© Yeu nseew (S) ANTU ININTI
d" A a .‘d’ -~ o‘ = A 2 qs  Os A’ g: Id L 4
sani ielesaseaniesnamioi euwinfudusalitudinniu sanialdiiunty
Tuflaitaldseuniu tiamsuslosann deurnWnsesusatonas Gzt

saseaniie

L{) = Md

0 YTuaudIuge

dl s - "1’ G = o e W \'d “
Wednseendugeszdy « sxfiaussniiGusalilfiwisuies oM, wn
-1 A o 1 ﬂ' z L] x -
apniduanaanIzel «, wxdieuasnniioduse (Frmwasad) Wi oM, inniu Kuse
1' A A o 1 % a v [
ulsanunefalinslddwann mreansatosas Seviudugasledi

Md = L (1)
Md = UTUIHINED
L@ = dareendotdenududanwneed

armases wiemieennfieiiuaaliluile Keynes neaillsimguninigals
3 t1zm7 A8

EC 214 203



"1, e laudalil v ﬁéuﬁﬁ% (transaction miotive) -nﬁs’i’xﬁupﬁﬁiﬁr’dumu
Tnildandasmaiiuaa il Fedumnon s s fAringau 98y anmiauiealeatey
LaIuATwIAIaIRIAe ANFEIM TR UAE )

2. waldiura 1Y saeiny (precautionary motive) W31z TueuIAREITngRN-
@udunannanalduiueunazameldduazmylidszam

3. ma"lmua@‘hmom'h (speculative motive) 'lumma'umnuua.mman-
iy FeReinvzuwaiin mummwam Wy Wuslas

B2 3 1J'5.,mmnmﬁummmaammumn (demand for money) uamuegnu
Sasrmamiipothmits Tosiaws 278 3 umwamwuﬁﬂum'rmamuumnnqﬂ

aoon A a'
ﬂs:anﬁmw‘uamu&mmwu (marginal efficiency of capital - MEC)

Keynes Sy unﬁnawnatmawm (mtﬂwqu) wewisez IonanaLYI
Iusﬂwawammmsawmuu Tagvnanl 3o lumsdniinew (running expense)
G ﬁJ\‘lL‘SEJﬂE]ﬂﬂil’ld’)’]NﬁYlﬂ’l@’ﬂ.,‘iﬂiU‘i}’m‘qu MEC aotﬂmnmmol%lmﬂ:maun’mje
\n3asinaiy MEC Lﬂuwﬂmwaa wanmmm‘lmumnwu (returns from the assets)
ﬂum‘numﬁ ‘]I Ell,ﬂ‘.i awnmu (cost of the assets) Keynes L?Elﬂ marginal efficiency of
capital wsam‘hmnmmnmmmﬂmwmmuan 1 0309

13919971

FUNAMEENTETT AUEBINM T T SNUY RN TBILTINY LRZAY
UBLINNIHR AT USSR @Togﬂ'ﬁ"mdw

AU

i ¥V o
ATMIUNITS—

o FIUIUAUITH

204 EC 214



™ L el W ¢ 4w - -
ﬂ&lqa'ﬂﬂﬂﬂ"';’munqj‘q (real wage) ﬂqﬂ ( 7 )0 'n‘ﬂ“ﬂuu@']u‘n'“ﬂuaﬂ’"l
o R w d o X
(full cmployxnent)IﬂUSJ'-J’lu'mﬂuﬂu NO LATIAIIRINITY ( '"F) Lﬂaﬂunawﬂlu

" w - ' ° | e W e FERIN
llhrl-( T JLNAAUIIIIUITUIU AB ﬂuﬂqu'ﬂ:u'ﬂﬂﬂukﬂqﬂqdquﬂwﬂﬁﬂﬁmﬁ'ﬂﬂﬂ
1

] -~ o .3 Ot J -~ w L o
a1 sinliAamavinududaanisdauialaC 3 ), Suiugaauge
| e W i T . s v - Ve Y e -
#% Keynes Wiviuenn TwTasmdredaaiiuadrauniads hiviudeiumaiu
o, [ ¥ e er W Aaslo B/ s ol o & e ] L % o Qs N
vissamraiae SuihaimidResugs ussiioidugne wwiasshaiusng-
asEANAe Mdaadusmdnaiudu (money wage) INTIZAUNUATUITENN NTIRY
[ = = 8 [ Ya o - . . /- Inr
FraThuduitis sevnlviRaduie (3uesnaen (money illusion) Wiz IeiIuanNuATaLE
o Qe ] [ 1 ] o 1) 8 -
1éen uazmudsauInuIMar liuan T UM IRARMLUEY YINIEWUKIEIIAn Y
Taiwela suflsvuraianganuila udifudazgnasfiony aunugsuFuinaviidy
NN waweTeacaafitm sy iwziumes lueen Jedealdaunuesn day
- I 1 Qr x Qr 1
ot tiamyrasulasliadaslatiudagdresg

w
s
A

wU

i i

, F

} |

o [ | Sp = wMmpP, N
Ny N, FIUIUARINH

!

Full employment

EC 214 205



| R = =y ) Qe Ad:ﬂl 1 W 1 A’ e

AU W, Lﬂuﬁ:@ﬂﬂﬂ‘ﬂ‘nmﬂﬁu@;ﬂ mnmmagamﬂu"lmmmﬂmuaz"l‘a
TN I0 NI AU Aaas Teazudaziilnedndng w, agjﬁfum audnulioauae
Lo A e = 1 v @ @ a A e o o )
adrensdmiudane witnuoszgnag swiludsiduad ol seauiiazlTan
9% ON, UuszduiianInteududa s D n [ uduauaa In 1A% demand

1 L 1} Qe . o s — A ¥
for labor) AANOWHATYNTLNGINY (wage-fund) T8I ENAIEEN Fanamuil
WNAURAHEMAY (MP) x 9780 (P ) FaufiamIaess windnsliauauaan (Lay
off) 1AaN1371997% lenlurdnsle whiusses N,-N, winszuy AB e lWnduAug
funddae Lﬁ@ﬁuqamaaamuﬁ WRSTUNRIEVOILT I BRZ UM TAIUANER I
=4 'Y n' I [d =y 13 i d; ¥ L7
BN LanTuIzdasauAn o luarsiiluas i oz livuReudtywnanwizain
Fauadnazaniumsauuluuienisess (fiscal policy) #ae3Fn13mamenns
A nal nl ‘3 [ F=y

ﬁagwumamua%’whdmuqmmn5wmw?mwmwmu’tﬂé&mu AB i fems
NwANdaTIEN
@ a = [V 4 R
ansaIHgNIHaAUAUa (Post Keynesian School)

ﬁﬁd’ﬂ’lﬂﬁ Keynes tﬁﬂuﬁﬁdﬁﬂ The General Theory of Enployment, Interest and
Money 1936 |SISiNLAS ¥ JANRATINUILNINUINNI N T BIUAZA NN JB I SaaELS
S vouTuuazloensy Fafunmsinemge fresuiTymiaswgeaasum-
ma WaRarssgiaand Guiauszmytars wuludl 1965 iaduieinnuecns
agwmluanigawim msufnsfifanamn® 109 Keynes lonmyaadsudsur
(aggregate demand) 84 (88 C + I+ G) 3N W Iudodoudang fufnauTaaui oy
a9 teauiiumatull 1960 laiTunalapifaRum saUALATAWINIWAND (stagfla-
tion) I nduarin wnsie

<l > A P &'t =
1) N8I Keynes Wi 1AM TMRBINTIZANTUAD (demand pull) vl Dany
¥ A’ Iy [ o L") : d'n J - i =l e -:
watreRusnaupnauaay MnldTaunstu audidudieumunn wisdmwianmitegy
L ! 3 AJ - 1 - -~
(excess purchasing power) TR ITEURUTAAzUA 16 uiniduagiue (Fum
TUWW) INTIZAUYHA (cost push) S9dp TN umssase Tagaul iniafum
A 1 Qs 1 W LY _ =) -1
Anenvrmfinsrmlufunulm seduqulunsiiuduloremaiu sedaseendy
ﬂ‘. L W Ar &) ) .y c‘ a W o ;A L WA' [ [ A‘
iNanaduruts SadumasasTumssoy Fomidaiwi diRameTuaudesmite

206 EC 214



2) unurmassgnsiumaudledgwit Spnalddunsnurdufismaen-
TURnw vapsfanAuigussaaTuldfumuns iuiiafududdnmaiu
TV NN LR A MUA L, lﬁ’ﬁmﬁus'ﬁm«nwme‘:’agaag{é’wmﬁ’ueﬁalu
sziuazindaTinomes, sugIugifinue, maulﬁanwsawﬁﬁs%ﬂhﬂ%u
agd,  edusyulddugugs u?ﬁ'ﬂ'l&iﬁﬁs:ﬁﬂﬁmwlmmmﬁﬂmgmﬁ'ams
s Swdumaiuenldgemomms vldSulefans

) [ Qe : ) 1} 1 ) G dl
3) qsnwaamﬁ':jﬁmﬁmmmﬂmmﬂummﬂhtﬁg i msu I as
P a1 Y (e A d a o (e
1IN WTIRIMMINNe s lemuse WiwSassniuidnlnganms:
Tl sz T Vl.u'ﬁm‘smuquﬂaﬁﬂtﬁaﬁ'sﬁnﬂmﬂmdﬁﬂaﬂﬁm AU IRaY
Aouiaa Galbraith

. =~ a (4 A 9 [ ¥ a- & ni
JX. Galbraith 77383 HMMIATINTLNATITRNBEENT IR "l.@mummaa'lmsm

1. FIRNER (Affluent Society) NHTIAIFIANTIIBINT AU TNIINATINLINTULAS
: 1 QaQ Gl as T ™ W A 1 & I & Y
analisuane mﬂugaj@]ﬁuﬁlﬁw‘lu‘lﬂau'lﬁmaam'm"lmﬁuamﬂu uaw A leangs
o ) = o) w v A A o qw A ) v
T NARTANNWANER T uummalwgwu Yo lduszmrudnnududa
j 1 nr L] 1 1ol A
I uwllBgITAUNFNLINAY INTIZTALREWILY LA lUAaMUAUNTIIN FRATAL TN
¥ o A Qs 1 1 ﬂ‘.: Qo - ]
uazSguiadslaatanuswauTsnmnalrgindniu wifamsenduwsnulngd

Q - 3 -~
mmaumma’lugsnwuﬂmu

Galbraith \uTauspriunsaannguunaldimnzey uazdnuaiies uliu
Aoae [ L) ol W dl o Qla Lol AI =l @/
uisnlng dafldszintam wialdnndafiennuiuamans s giadoyeasdseld
a A & v oA o P Y
W nazwalafeRudiiaes Ruedugaiyadae

L. o 1 L il = |dz : |
5§QQU§ﬂ'ﬁa"lﬁ"lﬁm:’ﬁ’JUlﬂﬂi:’ﬂﬁ‘ﬁ%ﬂﬂ’l’)&ltﬁ%ﬂ%ﬂﬂ]% Q’?JEVUW}’J'UH LYY

[ <

Inadny mMaAuan: MITNEINNURZENS UL TLTIBUAUT ﬁm?aaﬂ@ﬂﬂuﬁm

L O

' - 1 & )
FEANANINOUU TIT ﬁﬂ?iVI’WI'I\‘i'ilﬂlﬁ‘l,wuﬁlultﬂﬁa’ﬂuﬂ']%ﬂ NTU

L

o L &

Lﬁi‘a'lﬁlﬂuﬁaﬂw%ﬁasam symrialdfannuiuadluselduszninde
Semrdseiums ey Smsdteiuseldsianuesnraun Wl hanizen e
éin ﬁamﬁﬂmnw@f’wmsé‘]’@‘['saﬁmuﬁﬁqmmwlufiumnw JuSmyansim-
gl mﬂﬁmmiﬁgnqmamﬁmmﬁnmﬂau (uau

EC 214 207



s I "y

1908-

A Canadian by birth, Galbraith emigrated to the
United States 1n the early 1930s and obtained a
Ph.D. from the University of Caifornia at Berkeey.
In 1949 he became professor of economicy at Har-
vard, where he remained until hé retired in 1974.

While most economusts write for a narrow and
specialized audience, Galbraith addresses a broad
spectrum of intelligent laypeople and is no doubt
the best-known economist in the country. Two of his
books, The Affluent Society (I 958) and The New /n-
dustrial State (1967), remained on best-sdller lists for
weeks after publication.

In The Affluent Soctety Galbraith argued that
America 1n the mid-twentieth century had a super-
abundance of consumer goods compared with ear-
lier generations or other nations. But conventional
wisdom continued to anayze the marketplace as
though consumers were living in dire poverty. Or-
thodox price theory, which was formulated at a time
when economics concentrated on basic wants. was
therefore no longer adequate to dea with the redli-
ties of modern American society.

According to Galbraith, the two basic propost-
tions underlying the traditional theory of demand—
the law of diminishing margina utility and the as-
sertion lha_t wants are generated from the individ-
ua-are not valid in today’'s world. How can pro-
duction be defended as want-satisfying if that
production itself creates wants?

The end result of Galbraith’s reasoning is the
doctrine of “socia imbalance” in which the supply
of private goods outstrips the supply of necessary
public goods. Private goods that are not urgently
needed are produced ir abundance. while public
goods are not produced in adequate supMy

The contrast was and remains evident not aone
to those who read. The familv wiich tekes its
mauve and cerise, air-conditioned, power-
steered, and power-braked automobile out for a
tour passes through cities that are badly paved,
made hideous by litter, blighted buildings,
billboards, and posts for wires that should long
since have been put underground. They pass on
into a countryside that has been rendered
largely invisible by commercial art. They
picnic on exquisitely packaged goods from a
portable ice box by a polluted stream

208

JOHN KENNETH GALBRAITH s

In The New [fndustria! Sare. Uialbraith exanuned
the socioeconomic scene of the 19560s and 1960s, in
which, he felt, educaiion, scaal anangements, and
government insuiutions were all influenced by the
changes brought about by the modern Jndustrial
Revolution. In this society, the major goals of the
firm are survival and stabilicy and much emphasis is
put on planning and marked aralysis. While aggre-
gate economic planning s of course beyond the
scope of any individual firm, the upper levels of in-
dustry, in their quest for stabiiity, come to appreci-
ate the stimulation that resuiied from government

econemic policies. ] _
Many economusts disagree with Gdbraith. and

perhaps the most admired part of his work from
thelr viewpoint 15 kis anaiysis of the modern U.S.
economy in 4 merican Capitelisen {1956), which was
later embodied in Econonucs and the Public Purpose
(1973). Galbraith argued that as big: business and
big unions have evaived over the years, they have
each come io exercise greal power, which 1§ often
offset by the power of the other. Galbraith called
this concept “couniervailing power” and maintained
that government necdes 1o be large to itself counter-
vajl againg and c¢onirel these forces

FOR FURTHFR READING

Galbraith, Joho Kenoeh, The Affluent Sociery. 2nd ed.
Boston: Houghton- Mifflin, 1364%

AAAAAA . The New Induztrial Stot
Houghton-Mifffin. 1970

Ind rev.sed. Boston:
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MILTON FRIEDMAN
1912

Friedman, atong with John Kenneth Galbraith and
Paul Samueison, 15 one of the best-known contem-
porary United States economists. He was awarded
the Nobel Prize for Economics 1n 1976. Friedman
has spent most of his career al the University of
Chicago, where he 13 Paul Snowden Russell Distin-
guished Service Professor Emeritus.

Friedman 15 perhaps best known (g the public for
his “monetarist” views, which put emphasis on the
importance of the money supply in the economy,
and for his view that the role of government should
be severely limited. He thinks that, in recent years,
monetary policy has been given less attention than it
deserves. Fiscal (Keynesian) policy is, in his view,
less effective than monetary pohcy, which influences
the amount of money in circulation.

Friedman maintains that the general prosperity
since World War Il has not been due to “fine tun-
ing” by the Council of Economic Advisers and oth-
ers, or to variou$ countercyclical devices, but to the
fact that the great economic errors of the jpterwar
period were largely avoided, especially severe reduc-
tions n the stock of money. Friedman holds that
neither monetary nor fiscal policy will elirminats mi-
nor business fluctuations. Consequently, an zn'~-
matic policy designed to tncrease the money supphy
by some given figure each year would be far supe-
rior 10 actions of the Fed, or to policies devised by
the Council. This automatic policy would work
much more effectively if accompanied by meaning-
ful efforts to reduce price rigidity stemming from
monopolistic elements 1n the economy. Further-
more, he believes, a modest but steady increase in
the money supply 12 the best way to try to maintain
effective demand at the level of full employment.

Friedman’s other claim to fame is his frequent
questioming of most governmental policies designed
to stimulate or regulate econonuc activity, Fried-
man would largely confine the government to the
role of rule maker and umpire. Under capitalism,
government must provide a stable framework within
which economic arrangem~ats can be carried on.

Friedman sees these ‘“rules” as having to do largely
with property rights, contracts, and the provision of
the money supply. The role of umpire 1s played by
the police, the courts, and the monetary authorities.

Friedman accepts three cases in which govern-
ment power can be reasonably used: (I) in cases of

“technical  monopoly,” such as telephone or power
cumpanies, where it is clearly Impracticable or nef-
fgient to rely on a number of competing smaller
firms to control prices; (2) to control “‘neighborhood
effects,” that is, external diseconomies which arise
{rom the action of one party which damages others,
such as smoke, pollution, and so forth, since the tra-
ditional framework of capitalism has no mechanism
to solve this problem; (3) and In cases of mental
incompetence or immaturity. In the last instance,
Friedman recognizes that voluntary action would be
preferable, but cannot be relied upon.

FOR FURTHER READING

Among Friedman’s major works arc Price Theory. A Pro-
visional Texi (1962), A Moneiary History of the Unired
States (co-authored with Anna J, Schwariz, 1963}, The
Optimum Quantity of Money and Other Essays (1969). 4
Theory of the Consumption Function {1957), and Essuys
in Positive Economics (1953)
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