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In Keynes: The Return of the Master, Robert Skidelsky, the preeminent biographer of John Maynard Keynes (1883-1946), has written a thought provoking book resurrects the economic thought of this most famous economist of the 20th century.  The book is written in three distinct sections.  First, Skidelsky succinctly describes what caused the present economic crisis, and how the intellectual failure of the economics profession contributed to it.  Secondly, he presents the economic thought of John Maynard Keynes.  Finally, he comes full circle and speculates on potential policy propositions that Keynes would have offered given his macroeconomic writings and political philosophy.  In this last section, Skidelsky even includes suggestions for the training of future economists.       

According to Skidelsky, the primary intellectual shortcoming of economists that contributed to the economic meltdown was their acceptance of the “efficient financial market theory” (EMFT).  EMFT posits the belief that the market price of financial assets, as well as real assets such as homes, accurately reflects their true value because economic actors possess sufficient knowledge to precisely estimate value.  Rates of return on financial assets—stocks, bonds, derivatives—vary according to risk.  Because EMFT economists also believe that risk can be accurately measured, the price of financial assets accurately reflects their risk-adjusted value.  Consequently, Skidelsky correctly points out that orthodox economic thought precluded the possibility of the recent housing market bubble and concomitant financial meltdown.  

Skidelsky’s summary of Keynes macroeconomic thought is especially well-done—I would recommend it as an introduction to his economic writings.  He clearly interprets Keynes’ theory of probability and how it underlies the Keynesian notion of uncertainty, which is the fundamental underlying element of Keynes’ macroeconomic thought.  The uncertainty that economic agents—consumers and entrepreneurs— have concerning future events becomes magnified during an economic crisis and they react by cutting back from consumption and investment, respectively.  Furthermore, investors in the financial markets, affected by what Keynes termed “animal spirits,” become overly pessimistic and begin a sell-off resulting in sharp declines in these markets.  Skidelsky’s narrative provides a concise description of Keynesian macroeconomic theory and how it aptly explains the recent economic recession, a meltdown ruled out by EMFT theory.

In the policy prescription of the book, Skidelsky is careful to separate what Keynes would have actually proposed from what some “Keynesians”—people who have misinterpreted Keynes at some level— suggest he would have proposed.  Keynes would have approved of a fiscal policy that included some deficit spending and a monetary policy that would have ensured low interest rates.  However, he would not have approved of the government takeover of General Motors or, for that matter, other business takeovers.  Skidelsky accurately notes that Keynes was not a socialist.  Rather, Keynes maintained that capitalism, despite its flaws, offered the best avenue to economic prosperity.
In his monograph, Robert Skidelsky has provided his readers with a crisp description of the causes of our current economic predicament, a precise interpretation of the economic thought of John Maynard Keynes, and policy prescriptions the “Master” would have offered as a way out of our present economic dilemma.  
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