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		Abstract

		Keynes’s IS-LM model in the General Theory, defined in (r,Y) space and contained in chapter 21 in Part IV on pp. 298-299 of the General Theory, was derived from the underlying D-Z model of Chapter 20 that incorporated expectations and uncertainty into the P(expected economic profits-Z) and p(expected economic prices-D)terms. Keynes explicitly derived Y from his Aggregate Supply Curve (ASC) analysis, which presented a locus of all possible expected D-Z intersections. The derivation of the ASC occurs two times in the General Theory. The first derivation is contained in ft. 2 of pp. 55-56 of the General Theory. The second derivation occurs in chapter 20 on p.283 in fts. 1 and 2 of the General Theory. Keynes then integrates the liquidity preference function formally into the D-Z model of chapter 20 on pp. 304-306 of chapter 21. Y is not derived from the IS curve a la Hicks, but from the D-Z model that incorporated long run concerns about future expected profits and the uncertainty of such profit.. Keynes then combined r, the nominal rate of interest, with the actual value of a particular D value that is actually realized, which is Y, where Y is nominal, actual, effective aggregate demand. 

The Harrod-Hicks-Lange-Modigliani -Hansen versions of IS-LM had no foundation in expectations and uncertainty, as they were based on perfect competition and risk. 

Only Champernowne, using an equivalent exposition to Keynes’s as presented in chapters 20 and 21 of the General Theory, combined and integrated expectations and uncertainty variables into his RES paper model by defining Q and Q’ variables, which were contained only in the three diagram-three equation Keynes model, but not in the three diagram-three equation neoclassical model. Champernowne correctly showed that if the Q and Q’ variables are removed from Keynes’s model, then one obtains the classical (neoclassical) model. For example, in the labor market, if Q and Q’ are present in the functions, then the first order condition for optimality becomes the marginal product of labor equals the EXPECTED real wage. If, on the other hand, there is no uncertainty about the future, then the first order condition for optimality becomes the neoclassical marginal product of labor equals the ACTUAL real wage. Therefore, if there is no uncertainty about future prices and profits, then chapter 20 of the General Theory drops out of consideration, since chapter 20 is Keynes’s more advanced mathematical modelling that Champernowne’s model provides in graphical form, which was based on Keynes’s original 1933 model, where Keynes used W=the state of the news to designate the impact of uncertainty about future levels of prices and profits on employment levels. 

Champernowne’s Q and Q’ variables are equivalent to Keynes’s early W variable, which Keynes replaced with uncertainty in the General Theory, where uncertainty was defined by Keynes as an inverse function of the evidential weight of the argument, V, where V=V(a/h) =w, where w is the weight of the evidence, from chapters 6 and 26 of Keynes’s A Treatise on Probabilit. Thus, Keynes’s W represented the change in w over time. If w increases, so that W represents an increase in positive evidence, then nervousness and uncertainty decreases. If w decreases, so that W represents a decrease in positive evidence and increase in negative evidence, then nervousness and uncertainty increase.

The only IS-LM model that is consistent with Keynes’s chapter 21 model is Champernowne’s. Meade, while dealing with expectations, did not explicitly introduce uncertainty as done by Champernowne with his Q and Q’ variables.

Thus, involuntary unemployment for Keynes and monetary unemployment for Champernowne have nothing to do with rigid or fixed money wages, as claimed by Hicks, Harrod, Lange, and Modigliani, but are due to the presence of uncertainty. The Harrod, Hicks, Lange and Modigliani models are mis-specified because they do not incorporate any possibility for uncertainty to exist. 
 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: IS-LM, Keynes, Champernowne, Reddaway, Hicks, Harrod, Lange, Modigliani, Hansen, M=L(r), M=L(r,Y)

	
	

	
    

    
	

	
	
		JEL Classification: B12, B14, B16, B18, B20, B22

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Brady,  Michael Emmett, It Is Not Possible to Fix the Misleading Analysis Contained in the History of Economic Thought Website of the Hicks -Hansen Version of the IS-LM Model If One Is Seeking to Grasp Keynes’s Own, Actual IS-LM Model Presented in Chapter 21 in Part IV on pp.298-299 of the General Theory that uses M=L(r,Y),not M=L(r) (October 21, 2020).  Available at SSRN: https://ssrn.com/abstract=3716259 or http://dx.doi.org/10.2139/ssrn.3716259 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Michael Emmett Brady (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				California State University, Dominguez Hills  ( email )

			

			
			
				
				
				
					1000 E. Victoria Street, Carson, CA
Carson, CA  90747
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research you’d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       32

			

		
		
		
			Abstract Views

			      312

		

		
		
	


	

	
		
			
				       48 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    History of Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                History of Economics eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,840

                                    

                                    
                                        PAPERS

                                            3,892

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Kevin D. Hoover at Duke University - Departments of Economics and Philosophy, Steven G. Medema at Duke University - Department of Economics

                                    

                                
                            

                        

                    

                
	
                    Macroeconomics: Aggregative Models eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Aggregative Models eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,459

                                    

                                    
                                        PAPERS

                                            6,392

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Philosophy of Science eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Philosophy of Science eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              493

                                    

                                    
                                        PAPERS

                                            2,789

                                    

                                

                                
                            

                        

                    

                
	
                    Philosophy & Methodology of Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Philosophy & Methodology of Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              372

                                    

                                    
                                        PAPERS

                                            4,437

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Kevin D. Hoover at Duke University - Departments of Economics and Philosophy

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.063 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
