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Having examined the structure of influence within the Keynesian and the Anti-Keynesian Traditions (volumes 1 and 2), this volume focuses more directly on economists and the policy process.  In the twentieth century, the United States replaced the United Kingdom as the center of both academic economics and the international economy.  In the process, the position of the United States with regard to multinational bodies was transformed: from declining to be involved (League of Nations, 1920) to collaboratively constructing (Bretton Woods, 1944) to all the arrogance and anxieties of sole super power status.  
 
These chapters highlight aspects of multi-layered structure of influence within the policy process.  They are primarily concerned with the nine economists associated with the birth of the International Monetary Fund (IMF), and the expanding influence (and independence) of the Federal Reserve System: Harry Dexter White, Lauchlin Currie, Alvin Hansen, Jacob Viner, Marriner Eccles, Arthur Okun, Allyn Abbott Young, John H. Williams and Arthur Bloomfield.   
 
The first six will be familiar to many non-economists.  White’s Plan underpinned the IMF; Currie was the first professional economist to work as a Presidential adviser in the White House (a forerunner to the post-war position of Chair of the President’s Council of Economic Advisers).  Hansen and Viner (Presidents of the American Economic Association, 1938 and 1939, respectively) were influential leaders of competing schools (Keynesian and Chicago, respectively).  Eccles, the son of a rags-to-riches Mormon polygamist, was Chair of the Fed (1935-48) during the period of its first stage of its (institutional) independence from the Treasury.  Okun (after whom the ‘Okun gap’, the gap between full employment and actual output was named) was Chair of President Johnson’s CEA. 
 
The final three are less well known amongst non-economists, but were influential none-the-less.  Young was important primarily for the influence he exerted over his students; Williams and Bloomfield were influential economists at the New York Fed (Vice President and Research Director, and Chief Economist of the Balance of Payments Division and then Senior Economist, respectively).          
 
Hansen (the ‘American Keynes’) ‘recruited’ Keynesians via his Harvard Fiscal Policy Seminar (run jointly with John H. Williams); Viner ‘recruited’ students to the increasingly anti-Keynesian Chicago School via his University of Chicago price theory course.  Viner, White, Currie and Williams were part of a remarkable group of policy-focused international economists who had been supervised at Harvard by Frank Taussig.  In the depths of the Great Depression three of these ‘Harvard boys’ (White, Currie and P.T. Ellsworth) wrote a paper advocating deficit spending to combat the depression.  This paper, which remained unpublished for 70 years, undermines Milton Friedman’s assertion about the uniqueness of the Chicago oral tradition.  In his Harvard PhD thesis, Currie also blamed the Fed for the severity of the Great Depression (decades before Friedman and Anna Schwartz).  Williams also advanced a similar thesis around the same time.   
 
The deliberations about post-Second World War reconstruction reflected the new mid-century power structure.  James M. Broughton, the Historian of the IMF (chapter 2) analyses the competing forces that struggled for influence at the birth of that institution.  At Bretton Woods in 1944, White and the Americans dominated; John Maynard Keynes and the British were unable to prevail.  
 
In 1934, Viner recruited White and Currie to President Roosevelt’s Treasury.  (White was, successively, Assistant Secretary, Chief of the newly created Division of Monetary Research and head of International Economic Policy).  President Truman appointed White the first U.S. Executive Director of the IMF (January 1946). But White abruptly left this position in June 1947 (vacating his office the same day).  White and Currie were accused of being Soviet agents.  On August 13th, 1948, White testified before Richard Nixon and a hostile House UnAmerican Activities Committee; three days later, he died of a heart attack.  
 
Before Pearl Harbor, it was by no means certain that the United States would accept or embrace the new post-war position implied by the Bretton Woods agreement.  In ‘Building up a multilateral strategy for the United States’ Sebastiano Nerozzi (chapter 3) explores the process by which Viner and Hansen shaped America’s strategy for the post war economic order.    
 
At the end of the twentieth century two related traumas (the inflation of the 1970s and the disinflationary costs of the 1980s) created a constituency for inflation targeting and central bank independence.  In New Zealand, Canada, Australia, Britain, the countries of the European Union and elsewhere, economists successfully sought to insulate monetary policy from overt political influences.  Previously, monetary policy tended to produce a political business cycle rather than macroeconomic stability.    
 
The Federal Reserve System was created in 1913, in the teeth of significant opposition.  Eccles (and Currie, his personal assistant) drafted the 1935 Banking Act which created the current structure of the Fed; Eccles was the first Chairman of the Board of Governors of the Fed.  However, March 4th 1951 is regarded as the Fed’s true “Independence Day” (Hetzel and Leach 2001).  
 
The process by which the Fed gained control of monetary policy is as worthy of scrutiny as that other Declaration of Independence, 175 years before.  Roosevelt appointed Eccles successively assistant secretary of the Treasury under Henry Morgenthau and then Chair of the Fed.  Matias Vernengo (chapter 4) examines Eccles’ contributions to the struggles over Fed independence.    
 
Eccles played a pivotal role in the Keynesian policy revolution; he was an advocate of fiscal expansion and “orderly” interest rates (virtually fixed at a low level).  Accommodating monetary policy - “the peg” – facilitated the policy of cheap Treasury borrowings by keeping debt-servicing expenses low.  Cheap money facilitated the recovery of the 1930s and the financing of the war; but inflation began to emerge as a serious post-war issue.  Eccles’ concerns about inflation led him to propose tax increases: in 1948 President Truman declined to re-appoint him as Fed Chair, appointing instead Thomas McCabe.    
 
The Cold War, and the Korean War (1950-53) in particular, enabled Truman to associate the monetary policy peg with patriotism and its abandonment with “what Mr. Stalin wants”  (Hetzel and Leach 2001, 40).  Truman was confronted with both an independent and recalcitrant General Douglas MacArthur in Korea and a Fed in Washington increasingly determined to exercise monetary independence.  Almost simultaneously, Truman fired General MacArthur and replaced McCabe with William McChesney Martin.  But McChesney Martin negotiated the March 4th 1951 “accord” between the Treasury and the Fed and revealed himself to be more independently minded than Truman had anticipated.  The modern Fed was born.    
    
President Nixon replaced McChesney Martin with Arthur Burns as Fed Chair.  During Burns’ tenure as Fed Chair (1970-78), the consumer price index rose by over 72%. American political and military power appeared to be waning as stagflation undermined her economic power.  The Old Keynesian-fiscalist school was associated with this “national malaise” and yielded influence to Friedman and the Chicago School as a consequence.  Gregory N. Mankiw (George W. Bush’s CEA Chair 2002-5) attributes this loss of influence to a Keynesian complacency about inflation.   Yet Burns and the Fed controlled monetary policy: neither Keynesians nor monetarists were responsible for these outcomes.  
Some Old Keynesian saw benefits from inflation (in terms of supposedly lower unemployment) – others did not.  For example, John Lodewijks and co-author (chapter 5) examine the contributions of President Johnson’s CEA Chair, Arthur Okun in this respect.  The archival evidence illuminates Okun’s position: in 1975 he wrote to John Hicks that “Among American Keynesians, I have been nearly alone in regarding the inflation problem as real rather than as merely a figment of imagination or money illusion among the unsophisticated masses”.
 
Roger Sandilands (chapter 6) examines the career of the acknowledged leader of the “spending wing” of the New Deal, Lauchlin Currie.  In 1939, Roosevelt ‘poached’ Currie from the Fed and put him in charge of the Chinese component of America’s Lend-Lease program (a program designed to keep Nationalist China from ‘falling’ to Japan).  After 1949, Currie was one of the many ‘China hands’ who was blamed for China ‘falling’ to the Communists.   As a PhD student at Harvard, Currie had been influenced by Williams and Allyn Abbott Young.  Roger Sandilands (chapter 7) also examines Young’s pervasive influence on this generation of economists.   
 
Pier Francesco Asso and Luca Fiorito (chapter 8) analyze Williams’ contributions to post-war reconstruction.  In cooperation with the Taussig group in the Roosevelt administration, Williams advocated the establishment of a Tripartite exchange rate stability agreement with France and Great Britain.  This evolved into the “key currency” idea which initially competed with the Keynes and the White IMF Plans.  The U.S. Treasury and the Federal Reserve attempted to silence Williams: at the request of Treasury Secretary Morganthau, Fed Chair Eccles, sought to have him dismissed.   
 
In ‘Building up the Washington Consensus’ Michael Alacevich and Pier Francesco Asso (chapter 9) describe one of the Federal Reserve’s missions to advice various third world countries about their monetary constitutions: Bloomfield in South Korea (1949-1950).  After graduating from Chicago, Bloomfield was a research economist at the New York Fed (where Williams was his mentor).  He co-authored the Act establishing the Bank of Korea in a situation of extreme political and economic instability: the slide towards civil war (June 1950).        
 
These chapters illustrate an important proposition: the subterranean world of economics and public policy provides numerous insights into the process by which our subject is constructed and our influence disseminated.  The market for influence is as worthy of attention as the other markets that economists have traditionally examine.
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