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Abstract 

In the Economic Journal in 1962 John Hicks credited Keynes with originating the 
term ‘liquidity’—in an economic sense—in the 1930s, and launching the concept 
on two careers. He sent it into the practical world of bankers, central bankers, and 
policymakers via his contribution to the Macmillan Report, and into theoretical 
economics via the General Theory. Hicks was not quite right about Keynes 
introducing the term, but he was on to something with the idea that liquidity took 
on different meanings in different spheres. In this paper I discuss the multiple 
meanings of ‘liquidity’ among macroeconomic theorists and central bankers in 
the 1950s and early 1960s. I focus especially on the 1959 Radcliffe Report on the 
British monetary and financial system, which called for attention to ‘liquidity in 
the broad sense’ The meaning of ‘liquidity’ changed and fragmented both 
because of theoretical developments and because of the evolution of the financial 
system itself. 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1. Liquidity’s other career 

liquidity, n.: Econ. The interchangeability of assets and money. 

 Oxford English Dictionary (2 ed., 1989) 

liquidity: …a highly complex phenomenon. Its concrete manifestation is 
powerfully affected by changes in financial institutions and practices, which 
have been occurring with extraordinary rapidity in recent decades. It calls for 
analysis both at the microeconomic and the macroeconomic level, with 
unusually strong dangers of committing fallacies of composition. 

 A. B. Cramp, New Palgrave Dictionary of Economics (1987) 

No formal definition is equivalent to any substantial definition except under 
very artificial assumptions … It is the ambiguity in the definition of liquidity 
preference which gives it the appearance to some of being at one and the 
same time useful, formally valid, and of very general application. It may with 
suitable chosen definitions be any two of these but never all three. 

 Max Millikan (1938) ‘The liquidity-preference theory of interest’, 
American Economic Review, p. 247. 

Socrates:    Now tell me about ‘the liquidity position as a whole’, on which I 
understand the [1959 Radcliffe] Committee places great emphasis. How does 
the Committee define liquidity? 

Economist: Well, the Committee doesn’t actually define liquidity anywhere, 
Socrates… 

 W. T. Newlyn (1960) ‘The Radcliffe Report: a Socratic Scrutiny’, 
Banker’s Magazine 

In June 1962, John Hicks devoted his Royal Economic Society Presidential 
Address to the concept of ‘liquidity’. Whereas many terms of economics were 
drawn from practical commercial life, he said, ‘liquidity’ was a rare example 
of traffic in the other direction. A piece of theoretical jargon had passed into 
the wider world, and in such situations economists had ‘some responsibility 
for these animals, when they are inclined to get loose’ (Hicks 1962, 788). He 



suggested that Keynes was responsible for coining the term, in its economic 
sense. He pinpointed a passage in the 1931 Macmillan Report where the voice 
suddenly shifts and ‘liquidity and its congeners (liquid resources, liquid assets) 
begin to flow all over the vocabulary’ (Hicks 1962, 789). Undoubtedly this was 
Keynes’s contribution, Hicks concluded, connecting it to passages in the 
Treatise on Money published the previous year. 

Hicks was not aware of any use of the term before the Treatise. He readily 
admitted that his search for precursors was casual, and that related terms like 
‘liquidation’ and ‘self-liquidating’ had much longer histories. ‘But I doubt if it 
was before the 1930s that bankers (and presumably accountants?) began to 
talk about liquid assets; and it certainly seems wonderful (now) how much 
monetary discussion could go on without the word liquidity ever being 
mentioned.’ (Hicks 1962, 789) 

After the Treatise and the Macmillan Report, ‘liquidity’ the noun and 
‘liquid’—as an adjective applied to assets and institutions—quickly entered 
into the language of commercial life. It also entered the lexicon of economics. 
In the latter sphere, however, its meaning was later overwritten by Keynes’s 
more systematic use in the General Theory (1936). A linguistic divergence 
developed: 

For Liquidity escaped to the outside world, not through the General Theory, 
but through the Macmillan Report and hence through the Treatise; some of 
the slipperiness which belongs to that period it carried with it. Now (since 
Radcliffe) that is a situation with which we economists can no longer refuse to 
reckon. And perhaps it will do us no harm to open our minds to some of the 
nuances which the strong music of the General Theory for a while almost 
blotted out. (Hicks 1962, 789) 

The reference to ‘Radcliffe’ here indicates the context for Hicks’ remarks. 
Lord Radcliffe had chaired Britain’s Committee on the Working of the 
Monetary System, appointed by the Chancellor of the Exchequer in 1957 and 
issuing its report in August 1959. This report was highly controversial among 
economists, not least for its suggestion that money was important to monetary 
policy only through its importance in ‘the wider structure of liquidity in the 
economy’ (Radcliffe Committee 1959, 132). ‘Liquidity’ was a central concept 
throughout its analysis, but went undefined—especially in the more obscure 
sense of a ‘structure of liquidity’. But its implicit meanings certainly went 
beyond the treatment of liquidity in the General Theory. 

‘Liquidity’ and its related terms have continued to be slippery concepts in 
economic analysis, taking on different meanings in different contexts, in 



different periods, and for different writers. Hicks’s (1962) address is one 
example among many of economists remarking upon the confusion and/or 
attempting to straighten it out. Some others are quoted above, from the 
heroically terse OED to the Palgrave Dictionary entry by Cramp, which 
forgoes a definition in favour of explaining why a definition is so hard to come 
by. I have chosen to use Hicks as my point of departure here because the 
period he looked back upon produced a particularly interesting vintage of 
concepts of ‘liquidity’, and Hicks’ remarks themselves are stimulating, even 
though I do not agree with all his conclusions. 

For example, Hicks was wrong about Keynes being the originator of 
‘liquidity’. My own investigation has also been very casual, but I have come 
across a number of earlier uses. It seems to have been current by 1918 at least 
among American institutionalist economists. Moulton (1918a, 1918b, 1918c, 
1918d) used it extensively in his series of papers on ‘commercial banking and 
capital formation’—both ‘liquidity’ and ‘liquid assets’. It does not seem likely 
that he was the first, either, since he made no special effort to introduce or 
define the terms, presuming the reader’s familiarity. He devoted the third 
paper in the series to ‘the problem of liquidity’, by which he meant the 
adequacy of banks’ liquid assets (Moulton 1918c, 705-06). Within the same 
tradition, Mitchell (1923) discussed ‘the institutional basis for the shiftability 
theory of bank liquidity’.  Later, across the Atlantic, Hawtrey adopted the 1

terminology. Interestingly enough, there is no discussion of ‘liquidity’ in the 
1919 first edition of Currency and Credit, but ‘liquid’ and ‘liquidity’ are 
prominent in later editions. Again, the focus was on bank assets and the 
liquidity of banks themselves. For example, on liquidity as a property of 
institutions: ‘A deposit at an ordinary bank is payable in cash conditionally on 
the solvency and liquidity of the bank. The liquidity of the Bank of England is 
secured by its power of printing notes, and the interchangeability of its 
deposits with cash is absolute’ (Hawtrey 1927, 99).  On liquidity as a property 2

of assets: ‘A special reliance is therefore placed upon the liquidity of 
bills’ (Hawtrey 1927, 124). 

Though he was therefore wrong about Keynes introducing the liquidity 
terminology, Hicks was right about the divergence in usage. The Treatise/
Macmillan Report usage seems to have been longstanding, and not an 
innovation of Keynes, but it is quite possible that he brought it to wider 

 Mehrling (2011, 6-7, 34-37) alerted me to both Moulton and Mitchell.1

 This last sentence seems to be the basis for the Oxford English Dictionary’s 2

definition quoted at the beginning of this paper—and the 1923 second edition of 
Currency and Credit is the earliest example of usage the OED gives.



attention.  (Keynes himself never claimed to have coined it.) This discourse of 3

liquidity continued and prospered in the 1950s, using the words ‘liquid’ and 
‘liquidity’ outside the context of the macroeconomic ‘liquidity preference’ 
framework. It focused on the liquidity of assets and balance sheets, especially 
bank assets and balance sheets. 

On the other hand, there was the ‘liquidity preference’ framework, which was 
organised around the supply of and demand for money. Liquidity preference 
theory was mostly concerned with the determinants of the demand-for-money 
function. This was the dominant framework for monetary theory in the 1950s, 
with major contributions from, for example, Baumol (1952), Patinkin (1956) 
and Tobin (1958). It was continuous in some respects with a broader (and 
older) tradition of focus on the demand for money that had some similarities 
but did not adopt the language of ‘liquidity preference’.  But certainly 4

Keynes’s framing was decisive in bringing it to the centre of post-war 
monetary theory and providing a canonical version, even for those like 
Friedman who reacted against it. 

In this paper I reconsider Hicks’s idea that the concept of liquidity had 
developed two distinct strands after Keynes. My focus is squarely on the 
second strand—what Hicks took to be the Treatise strand—because the 
‘liquidity preference’ strand is already well-known. I believe that Hicks was 
right about the divergence, though Keynes should be seen as a contributor to 
the second strand rather than its originator. In §2 I review Hicks’ comments 
on liquidity’s two careers, and his own elaboration of the Treatise definition. In 
§3 I show that earlier writers had developed similar conceptions of liquidity, 
but related them to the General Theory rather than the Treatise, calling into 
question Hicks’ view that the divide emerged out of differences between 
Keynes’ two books. Focusing on Bronfenbrenner’s (1945) paper in particular, 
I show how the questions raised within the second strand could emerge from 
an attempt to generalise the theory of liquidity preference to many assets. 

In §4 I briefly return to the context of the liquidity definition in the Treatise 
itself to emphasise its context in a discussion of banking, and suggest that a 
more important divide between the two strands of thought on liquidity was 

 For what it is worth, one anecdote of a spread of ‘liquidity’ from the Macmillan 3

Report: Australian economist and economic historian Edward Shann seems to have 
adopted it enthusiastically from that source. See Turnell (1999, pp. 85, 90).

 Eshag (1963, 62-68) discusses the Marshallian influence on Keynes’s theory of 4

liquidity preference. After Keynes, Friedman (1956) and Friedman and Schwartz 
(1963), for example, focused on demand-for-money functions while rejecting 
Keynes’s conclusions.



attention to financial intermediaries. Finally, in §5 I look at a key example of 
thinking on liquidity from the second strand: the Radcliffe Report itself. There 
are a number of examples I could have chosen from the same period—for 
example, Minsky (1957), or Gurley and Shaw (1960).5 I have chosen Radcliffe 
because it was the trigger for Hicks’ own reflections. I suggest that the 
difficulties the Radcliffe Committee had in pinning the term down come from 
inherent difficulties in quantifying liquidity in a macroeconomic sense. 
Nevertheless, it pointed to features of the monetary and financial system that 
were missed by treatments in terms of supply and demand for a given quantity 
of money. The Report raised important questions that it did not answer in a 
fully satisfying way. 

2. Hicks on Keynes on liquidity 

The language of the Treatise on Money was, for Hicks, ‘just a bit too liquid’. He 
was not interested with ‘monstrosities like liquid capital… and even (I almost 
blush to mention it) liquid output’ (Hicks 1962, 789).  By ‘liquid output’, 
Keynes meant ‘the flow of liquid goods and services which are in a form 
available for immediate consumption’ (Keynes 1930, 127). By ‘liquid capital’ 
he meant simply ‘goods in stock’ or inventories (Keynes 1930, I, 128-29). 
These usages did not catch on, and are quite distinct from the monetary 
concepts, so like Hicks I will pass over them.  5

The third, and most important, usage of ‘liquidity’ and ‘liquid’ in the Treatise 
appeared in a discussion of bank balance sheets in chapter 25 of the second 
volume, on ‘the ratio of bank money to reserve money’ (Keynes 1930, II, 
39-78). It was here that Keynes set out the definition of ‘liquid’ which Hicks 
(1962) would seize upon: one asset is more liquid than another if it is ‘more 
certainly realisable at short notice without loss’ (Keynes 1930, II, 67). 

 They are not totally unrelated to the other sense of ‘liquidity’, however. In the 5

Treatise Keynes (1930, II, 130-47) treated the size of inventories as depending on an 
asset-holding decision on the part of firms and speculators. A firm facing 
unexpectedly low demand for its output did not accumulate ‘liquid capital’ 
automatically, but through a decision about whether to hold the goods or sell them at 
the reduced prices necessary to clear them, and then hold the proceeds in some other 
form. The major considerations include the interest rate and expectations of the 
future price of the commodity held. In fact, the discussion of ‘liquid capital’ in the 
second volume of the Treatise anticipated aspects of Chapter 17 of the General Theory 
(Keynes 1936, 222-44), with the ‘theory of the “forward market”’ in the former 
foreshadowing the treatment of ‘own-interest rates’ in the latter. But according to 
more familiar definitions of ‘liquid’, it is the illiquidity of ‘liquid capital’ that induces 
firms to hold inventories. 



This was an important and influential conception of the liquidity of any asset. 
If, as I showed above, Keynes did not coin this sense of the word, the 
definition he gave did seem to capture what people meant by it. It was in fact 
an old idea in political economy: compare Tooke’s explanation of the 
monetary quality of gold: ‘The markets of the world are open to it as 
merchandise at less sacrifice upon an emergency…’ (Tooke 1844, 10, emphasis 
added); or Menger’s definition of the ‘saleableness’ of goods ‘according to the 
greater or less facility with which they can be disposed of at a market at any 
convenient time at current purchasing prices, or with less or more diminution 
of the same’ (Menger 1892, 244). The location of the discussion of liquidity 
specifically in a discussion of bank balance sheets was in line with earlier uses 
of ‘liquid’ and ‘liquidity’ by the American institutionalists and Hawtrey—so 
Keynes here should be seen as developing rather than originating the concept. 

Hicks (1962) seized on this definition of a liquid asset and elaborated it at 
some length—turning a sentence fragment into something more substantial. 
Every part of it called for elaboration—‘more certainly’, ‘realisable’, ‘at short 
notice’, and ‘without loss’. Hicks began with the last part: ‘Without loss 
relative to what?’ (p. 790) To book value? Purchase price? This was not the 
relevant consideration: market valuations changed over time and no-one 
expected to necessarily be able to sell something for the price at which they 
bought it.  A better alternative was ‘the sense that the price at which it is 6

realisable at short notice is much the same as that at which it is realisable at 
longer notice’ (Hicks 1962, 790). A house was not very liquid, because it 
could be disposed of in a hurry only by accepting a lower price than one could 
get with a longer marketing period.  A government bond was more liquid 7

because there was an organised market for it. Of course, the house-seller 
might get a good offer straight away, but they would have to be lucky—thus 
the role of ‘more certainly’ in the definition. 

At this point Hicks made a distinction between ‘marketability’ and ‘liquidity’. 
A marketable asset was one with an organised market and continuous pricing. 
Marketability, according to Hicks, was a necessary but not sufficient condition 
for an asset to be liquid. An asset without an organised market could not have 
the property of liquidity. He acknowledged that this did not seem to match 
Keynes’s usage, since Keynes wrote in the Treatise of bank advances being less 
liquid than their security holdings, implying that advances still had some 

 Bronfenbrenner (1945), whose similar discussion I refer to below, uses original 6

purchase price as his definition of ‘full value’, but I think Hicks was right on this 
point.

 This is my example, not one that Hicks used.7



degree of liquidity (Keynes 1930, II, 67; Hicks 1962, 791). Hicks dealt with 
this by presuming that degree of liquidity to be zero, so that only marketable 
assets had positive degrees of liquidity. 

This seems unnecessary. Even assets that were not continuously priced in an 
organised market could be more or less ‘liquid’ than one another. The ability 
to discount assets with the central bank was an important source of an asset’s 
liquidity, even in the absence of a private market. Hicks’s view that advances 
were wholly illiquid neglected the fact that in the US banking system, 
commercial loans could be ‘shiftable’ to the the Federal Reserve. In the 
Treatise chapter in question, Keynes explicitly dealt with the American as well 
as the British banking system. The ‘shiftability’ of loans, and not only 
securities, was an important aspect of the institutionalist discussion of 
‘liquidity’: Moulton (1918c, 723) had declared that ‘liquidity is tantamount to 
shiftability’ and that ‘under the Federal Reserve System it is of course 
apparent that liquidity is a question of shiftability to the Federal Reserve 
banks’.  8

But Hicks’s distinction between ‘marketability’ and ‘liquidity’ led him to 
focus on differences in liquidity among assets with continuous markets. Many 
financial assets could be sold immediately on the market, but this did not 
make them equally liquid because of different degrees of price volatility. 
Holding a more volatile asset came with a higher risk that its realisable price 
would be below the expected price at any given moment, so that needing to 
sell it in a hurry could come with a penalty. Liquidity, then, was volatility. But 
the asset-holder would be concerned not so much with the volatility of 
individual assets, but with the volatility of their whole portfolio (Hicks 1962, 
791-92). 

What followed was similar in its basic form to that of Tobin’s (1958) treatment 
of ‘liquidity preference as behaviour towards risk’. Asset-holders could build 
portfolios of risk-free assets and riskier (more volatile/liquid) assets. They 
faced a trade-off between expected return and the certainty of that return, and 
could place themselves according to their preferences at different points on a 
‘budget line’ by changing the weight of cash in their portfolio—or, once they 
are no longer holding cash, by adjusting the proportions of more and less 
liquid securities (Hicks 1962, 791-96, 799-802). 

If this were all there were to the second conception of ‘liquidity’, it is hard too 
see what the fuss was about. The development of the Treatise conception 
seemed to lead to the same place Tobin had reached, working from the 

 See Mehrling (2011, 6-7, 34-37).8



General Theory. The exposition of this Tobin-like apparatus was the main 
thrust of Hicks’s paper—which does not in fact mention Tobin, or indeed cite 
anybody besides Keynes, Marshall and Hicks himself.  The important 9

differences were found mainly in asides. 

First, Hicks himself seemed to think that the main point that had dropped out 
in Keynes’s road to ‘liquidity preference’ was the understanding of liquidity 
as a spectrum, rather than a binary between ‘money’ and ‘bonds’. Keynes had 
acknowledged that there was some arbitrariness, and room for judgement, in 
drawing the line between ‘immediate’ and ‘deferred’ command over 
purchasing power. (See next section.) But Hicks suggested that the 
appropriate place to draw the line may have shifted in an important way since 
1936. For some reasons to hold liquid assets, the relevant decision was not 
between money and debts at all, but between more and less liquid debts. This 
had important consequences more monetary policy, because the ‘speculative’ 
decision may no longer primarily involve the money supply. Preferences and 
the supply of liquid (but non-monetary) assets may have shifted so that most 
portfolios did not include cash at all. (Hicks emphasised, however, that the 
portfolio theory applied only to ‘that part of the demand for money which is 
deliberately planned’, not the whole of the demand for money (Hicks 1962, 
795).) Therefore it was ‘appropriate that in 1959 the Radcliffe Committee 
should have found itself in need of something rather different’ than a theory 
of demand for money alone (Hicks 1962, 796). 

Secondly, Hicks argued that the simple portfolio analysis he set out 
represented the decisions of particular institutional actors, and was not 
necessarily generalisable to explain all asset-holding. In particular, it was 
applicable to ‘a concern which only operates in perfectly marketable assets… a 
very special case’ (Hicks 1962, 791). This meant investment trusts and 
discount houses—it was not applicable to the situation of commercial banks. 
This was not only because a large proportion of bank assets were illiquid 
advances. More importantly, bank balance sheet management involved 
watching the liability side as much as the asset side. Banks specifically had to 
manage liquidity so as to be able to meet reserve outflows as necessary. On the 
asset side, this meant they were concerned not only with the variance of their 
portfolios, but also the skewness: 

A worse than ‘expected’ outcome must be dreaded more than a better than 
‘expected’ outcome is desired. This is not because of any abstract ‘law of 
diminishing marginal utility’; it is because of the impact which such 

 It should be remembered that this was the published version of a spoken address, 9

which probably explains the lack of references.



unfavourable outcomes may have upon the non-liquid elements in the 
situation (things that may happen on the side of liabilities or on the side of 
other, non-liquid, assets). (Hicks 1962, 784) 

Even investment trusts and discount houses had to worry about their 
liabilities, but Hicks argued that this was especially important for banks, 
which would be under particular time pressure to sell assets when needing to 
redeem on-demand liabilities. This was why Keynes’s definition of liquid 
assets for banks specified their saleability ‘without loss’, rather than 
something more symmetrical, as implied by a two-parameter treatment 
looking only at mean and variance (Hicks 1962, 793). 

Finally, only by considering the liability side of the balance sheet can we move 
from a concept of the liquidity of assets to a concept of the liquidity of 
institutions. The latter, according to Hicks, was ‘a judgment of the adequacy of 
the liquid assets that are comprised in it (expressed in terms of probability 
distribution of future value) to meet the claims, of whatever kinds, that may 
be made upon them’ (Hicks 1962, 794). The liquidity of a bank (or other 
institution or even individual) thus depended on the quantity and nature of its 
liabilities as well as its asset portfolio. This seems to call for some counterpart 
to ‘liquidity’ in describing liabilities: demand deposits come with an uncertain 
potential for ‘claims’ in a given period than bonds issued. When applied to 
institutions, ‘liquidity’ referred to the whole ‘state of a balance sheet’—the 
appropriateness of the match between assets and liabilities. Quantitative 
conventions (such as a reserve-deposit ratio) could grasp this, but only 
imperfectly (Hicks 1962, 794-95). 

In the next two sections I discuss two aspects of Hicks’ take on the second 
tradition of ‘liquidity’: the threefold conception of asset liquidity, and the 
focus on institutional liquidity. 

3. The three-dimensional conception of asset 
liquidity 

The centrepiece of Hicks’ (1962) discussion was the unpacking of Keynes’ 
threefold definition of (asset) liquidity in the Treatise. He was not the first to 
elaborate a three-dimensional treatment of liquidity. Bronfenbrenner (1945, 
407) defined a ‘perfectly liquid’ commodity as one which ‘it is absolutely 
certain that its holder can obtain for a unit of the commodity at least one 
hundred per cent of its (deflated) money cost to him… immediately upon 
deciding to dispose of it.’ The more liquid a commodity, the closer it came to 
this definition. This definition was a close match to Keynes’ in the Treatise, : 



compare ‘absolutely certain’ with ‘more certainly’, ‘one hundred percent of 
its… cost’ with ‘without loss’, and ‘immediately’ with ‘at short notice’. 

Remarkably, Bronfenbrenner did not mention Keynes’s version, or the 
Treatise at all for that matter. His references to Keynes came from the General 
Theory—specifically, from a single chapter: chapter 17 on ‘The Essential 
Properties of Interest and Money’. He may have got the idea of a three-
dimensional conception of liquidity from Higgins (1941), which he did cite, 
and which presented a similar diagrammatic analysis of the liquidity profile of 
an asset with three axes representing time, proportion of face value, and 
probability. But Higgins did not refer to the Treatise either—only to the 
liquidity-preference theory of the General Theory. Higgins and 
Bronfenbrenner took their similar approaches in different directions. Higgins 
(1941) used his concept of liquidity to develop a loanable funds theory, while 
Bronfenbrenner (1945) aimed to repair what he saw as a weakness in Keynes’s 
presentation of liquidity preference. 

Both writers referred to Millikan, who also put forward a threefold conception 
of asset liquidity in the 1930s: 

Any given type of asset possesses a certain liquidity dependent upon (1) the 
length of time required for realising in cash the full value of the asset…, (2) 
probable amounts obtainable from quicker forced liquidation of the asset, (3) 
risk of loss of part or all of the principal… (Millikan 1938, 249) 

All three of Higgins’ and Bronfenbrenner’s dimensions were there, though 
they admittedly do not quite match the three items on Millikan’s list: time, 
value and probability were mentioned in the first two points, but the third 
added an entirely different kind of risk.  Nevertheless, the connection is 10

clear. But Millikan did not refer to the Treatise either: his focus was also 
entirely on the General Theory and liquidity preference. 

I have not traced the genealogy of the threefold conception of liquidity any 
further, though it would be interesting to do so. The failure of Millikan, 
Higgins and Bronfenbrenner to mention the Treatise is only a puzzle if we 

 This issue haunted discussions of asset liquidity, but I have space here only to raise 10

it briefly. Asset illiquidity as discussed by Higgins (1941), Bronfenbrenner (1945) and 
Hicks (1962) involved the likelihood of loss specifically arising from having to sell an 
asset under time pressure. The value realisable at short notice was compared with the 
‘full value’ that could be realised with more time. This left the tricky problem of 
movements in ‘full value’: the value realisable without time pressure could itself be 
subject to volatility for reasons unrelated to an asset’s liquidity. Higgins (1941) dealt 
with both by treating them in separate diagrams: an asset had both a liquidity and a 
risk profile.



assume, as Hicks did, that the Treatise was its origin. It may be that the idea of 
liquidity involving time, probability and value was already current when 
Keynes wrote his brief definition. He evidently did not seem to think it called 
for much elaboration. In this case, the ‘liquidity preference’ of the General 
Theory was an innovation not only with respect to Keynes’s earlier concept, 
but with respect to a broader existing tradition. Alternatively, the Treatise 
might have been the original spark for the idea, which was later so generally 
discussed that no-one felt the need to locate its provenance. 

In any case, it does not seem that there was a firm line between the Treatise 
conception of liquidity (as Hicks saw it) and that of the General Theory. This 
can be seen most clearly in Bronfenbrenner’s (1945) paper, since he explicitly 
presented the three-dimensional conception of liquidity as a way to patch up 
shortcomings in liquidity preference theory. 

Bronfenbrenner complained that Keynes’s definition of monetary assets—as 
‘those for which “liquidity preference” exceeds “carrying 
costs”’ (Bronfenbrenner 1945, 406)—gave no sense of how those two factors 
could be ‘made comparable dimensionally’. This was a mis-quotation of 
Keynes, who actually referred to the difference ‘between the liquidity-
premium and the carrying-costs’ (Keynes 1936, 237, emphasis added).  For 11

Keynes, the liquidity-premium on an asset was the implicit return from 
holding the asset over a given period arising from its liquidity, while carrying 
costs were the costs incurred in holding it over the same period. These were 
in fact comparable in the same dimension (whether they be valued in terms of 
money or units of the commodity itself ). Within the broader asset-valuation 
framework of chapter 17, both were considered alongside the asset’s yield, so 
that the total return on an asset was equal to the sum of its yield and the 
liquidity premium, minus the carrying costs (Keynes 1936, 226). 

Despite this misconception, Bronfenbrenner’s framework could be seen as an 
elaboration of the determination of the liquidity-premium, which Keynes 
himself left undeveloped. Because it did not leave a trace in any actual flow, 
the value of liquidity services to the asset-holder could only be inferred by the 
gap between the yields (less carrying costs) of assets of the same value. If an 
asset-holder was willing to hold some portion of their portfolio in the form of 
non-interest-bearing cash (or, more generally, any asset with a lower net yield 
than could be obtained from other assets), they must be deriving a service of 
some equivalent value to the foregone interest, which Keynes attributed to 

 Also: ‘Consider… an economy in which there is no asset for which the liquidity-11

premium is always in excess of the carrying-costs; which is the best definition I can 
give of a so-called “non-monetary” economy’ (Keynes 1936, 239, emphasis added).



liquidity. He did not go into detail about how asset-holders value the service 
of liquidity—and this was exactly what Bronfenbrenner sought to do. 

Bronfenbrenner defined the liquidity of an asset to an individual as ‘the ratio 
of the final utility to him of the commodity under existing conditions to the 
final utility which it would have to him… if it were perfectly liquid,’ i.e. if it 
could be converted to cash certainly, immediately, and at full value.  Bringing 12

utility into the definition was a way of translating the multiple dimensions of 
liquidity to a single scale. The profile of any asset could be described in terms 
of its departure from perfect liquidity in each of those three characteristics 
(certainty, immediacy and full value). This profile could be conceived as a 
three-dimensional surface, with time on one axis, proportion of full value on 
another axis, and probability on the third axis. It is easier to intuitive 
understand the nature of the profile by taking a two-dimensional slice. For 
example, taking a slice at a probability of .95, with value on the y-axis and time 
on the x-axis, we would expect an upward sloping curve representing the 
increasing proportion of ‘full value’ an individual would be 95 per cent 
confident of realising as marketing time increases. One asset could be 
considered ‘more liquid’ than another if its profile rose more quickly towards 
‘full value’. 

But even remaining in two dimensions, it is clear that the curve of one asset 
might cross that of another, so that neither were unambiguously more liquid: 
the 95 per cent curve for commodity A might rise to 60 per cent of ‘full value’ 
before that of commodity B, but then B’s rise more quickly to 100 per cent 
after that. Bringing the third dimension back in further complicated things. 
Bronfenbrenner’s solution was to introduce utility functions representing 
individuals’ preferences with regard to the various qualities of liquidity 
(Bronfenbrenner 1945, 407-10). 

It followed that there was much that was subjective about the liquidity of an 
asset: it depended on the individual’s preferences regarding the different 
characteristics of liquidity (not to mention subjective judgments about 
probability, which would in reality surely be quite rough). Liquidity functions 
were ‘variable from person to person and from moment to 

 Bronfenbrenner in fact noted that each commodity could have a different level of 12

liquidity in different uses: for example, ‘capital goods held in inventory are in general 
far more liquid than the same goods after inclusion in a final 
product’ (Bronfenbrenner 1945, 407). This added a complication that is not relevant 
for my present purposes, so I have otherwise ignored it here to talk simply of the 
liquidity of particular assets.



moment’ (Bronfenbrenner 1945, 411). But they would leave an objective trace 
through their effect on the demand schedules for assets.  

Chapter 17 of the General Theory, where the concept of the liquidity-premium 
appeared, and Bronfenbrenner’s (1945) sole specific reference to Keynes, 
presented liquidity as a spectrum. Monetary assets were simply those at the 
most liquid end of that spectrum, and there was no firm line between the 
monetary and the non-monetary. Hicks was wrong to suggest that the idea of 
liquidity as a spectrum dropped out of Keynes’s theory between the Treatise 
and the General Theory. Furthermore, the three-dimensional concept of 
liquidity, which Hicks found in the Treatise, was used by Bronfenbrenner 
(1945) and others to elaborate on the General Theory idea of liquidity 
preference, suggesting some compatibility. 

It may be true, though, that the Chapter 17 treatment of liquidity was 
somewhat at odds with the treatment of liquidity preference earlier in the 
General Theory. In introducing liquidity preference, Keynes certainly did what 
Hicks claimed, and assumed a clear dichotomy between ‘money’ and other 
assets, whereby ‘incentives to liquidity’ meant incentives to hold the former. 
He defined an individual’s ‘degree of liquidity-preference’ as ‘a schedule of 
the amounts of his resources, valued in terms of money or of wage-units, 
which he will wish to retain in the form of money in different sets of 
circumstances’ (Keynes 1936, 166). It was, in other words, a schedule of 
demand for money, relating it to the interest rate. 

However, Keynes acknowledged at the outset that any line between money 
and non-money would be arbitrary to some extent: 

[W]e can draw the line between ‘money’ and ‘debts’ at whatever point is 
most convenient for handling a particular problem. For example, we can treat 
as money any command over general purchasing power which the owner has 
not parted with for a period in excess of three months, and as debt what 
cannot be recovered for a longer period than this; or we can substitute for 
‘three months’ one month or three days or three hours or any other period; 
or we can exclude from money whatever is not legal tender on the spot 
(Keynes 1936, 167). 

Was the Chapter 17 treatment of a spectrum of liquidity necessarily in conflict 
with this earlier (Chapter 13) dichotomous treatment within the initial 
exposition of the liquidity preference theory of interest? It could be argued 
that the simpler treatment with only two assets—‘money’ and ‘bonds’ was all 
that was necessary for explaining the basic features of that theory, while 
Chapter 17 sketched an elaboration for a more complex world with many kinds 



of assets. Bronfenbrenner’s (1945) paper could then be seen as filling in some 
of the details for that elaboration, developing a more complex framework for 
liquidity preference which no longer relied on the assumption of a gulf 
between money and non-money: ‘only if all individuals have identical 
conceptions of money at a given point in time is it strictly accurate to speak 
objectively of “the” amount of money existing or circulating in a 
community’ (Bronfenbrenner 1945, 413). 

But if the framework allowed for a generalisation of the idea of liquidity 
preference to its varying influence on the demand for many assets, it also 
pointed towards a huge complication. As Bronfenbrenner noted, changes in 
the liquidity profile of an asset could shift scales of liquidity preference 
independently of any shift in individual preferences (Bronfenbrenner 1945, 
411). If, for example, people suddenly became much more uncertain about the 
price obtainable for a security at short notice, its ability to satisfy demand for 
liquidity would fall. This raised an important question: what determined the 
liquidity profile of a given asset? What conditions lay behind the ability to 
convert one asset quickly and fairly certainly to cash at ‘full value’, while other 
assets were subject to more uncertainty, more marketing time and effort? The 
answers were not provided by Bronfenbrenner himself—but presumably they 
involved factors such as: the depth of the asset’s market, the presence or 
absence of dealers and other market-makers, expectations about the 
‘fundamentals’ and risk associated with the asset and the broader economic 
environment, and so on. 

In other words, the framework helped to understand the demand for liquidity 
as something more complicated—but still intelligible—than the demand for 
money. But it did not in itself explain the supply of liquidity. In fact, it revealed 
it as much more difficult to pin down. The supply of money was relatively 
straightforward, and seemed like it might be subject to policy control (though 
not necessarily). Wherever you drew the line between ‘money’ and ‘debts’, 
there would at least be something countable fitting the definition of money. 
The supply of liquidity would be much more difficult to quantify. It was not a 
quantity of members of some set of assets, but a supply of liquidity services, 
whose capacity to fulfil demand for liquidity was subjective and subject to 
change along with developments in market conditions and in the institutional 
structure of the financial system. 

Note that in considering this problem, we have departed from the definition of 
liquidity we started with. ‘Liquidity’ was defined with respect to an asset: a 
liquid asset was one that could be sold relatively quickly and certainly at ‘full 
value’. The Millikan/Higgins/Bronfenbrenner framework pointed the way to 



generalising the concept of liquidity preference to show how many assets 
could satisfy it in differing degrees: and here we have reached a concept of the 
demand for liquidity as opposed to the demand for money. This concept in 
turn called for an explanation of the supply of liquidity—and we have shifted 
from the micro to the macro. It was very hard to quantify or even define the 
supply of liquidity in a macroeconomic sense, when it could emerge and fade 
away with shifts in expectations and institutional strategy—and yet that is 
what seemed to be called for. 

This problem was the genuine root of ‘liquidity’s second career’ in the 1950s. 
Monetary authorities had much to do with the liquidity of particular 
important assets. They were, after all, often market makers for particular 
assets: the Bank of England, for example, made a market between cash and 
Treasury bills, and between British currency and foreign currency under the 
terms of Bretton Woods. They were also regulators and monitors of other key 
market makers and providers of liquidity—especially the commercial banks.  13

But there were many influences on liquidity beyond their direct control. They 
did not have absolute control over bank balance sheet decisions, and to the 
extent that they were able to restrain the banks, other institutions tended to 
emerge, routing around policy control. Institutional liquidity was a critical 
part of the second strand of ‘liquidity’—and a discussion of bank liquidity 
was, as Hicks noted, the context for Keynes’ definition in the Treatise. 

4. Liquidity and the banks 

The Treatise represented a shift in Keynes’s thinking away from the version of 
the quantity theory he had deployed in the Tract on Monetary Reform (Keynes 
1924). Chapter 25, where Hicks found the definition of ‘liquid assets’, opened 
with a criticism of ‘the crude Quantity Theory of old days’, which ‘was liable 
to suggest that the total quantity of money (M) was the main, if not the 
exclusive, determinant of cash-facilities’ (Keynes 1930, II, 49). (‘Cash 
facilities’, as he defined it earlier, included unused overdrafts as well as 
positive bank balances (Keynes 1930, I, 41-43).) For this reason and others, 
Keynes suggested that the demand for money would not necessarily move in 
proportion movements in the value of output. But in this chapter, Keynes set 
this aside to focus on the controllability of the money supply, which he saw as 
vitally important. Rejecting the quantity theory did not entail rejecting the 
importance of the money supply: ‘the total quantity of money remains, if not 

 On commercial banks as makers of the market between their own deposits and cash, 13

see Mehrling (2013). Commercial banks could also be important to the liquidity of 
other assets, such as government securities.



an overruling factor, at least in the long run a dominant one—and of 
exceptional practical significance because it is the most controllable 
factor’ (Keynes 1930, II, 49). Central bank control of the money supply 
depended on (i) control over the reserve base; and (ii) predictability of or 
control over the banks’ reserve-deposit ratio (and the cash-deposit ratio of the 
public). This chapter discussed the second issue, leaving the first for Chapter 
32. 

Keynes argued on the basis of 1920s data that the reserve ratio was usually 
fairly constant ‘at any given time’ (Keynes 1930, II, 53), though he 
acknowledged that it may change over time for various reasons. Banks tended 
to keep to a given ratio, expanding their lending or asset purchases when they 
had spare reserves, and pulling back or selling assets when they were 
overstretched. There was little difference on this point between the United 
States, with a regulatory reserve ratio, and the United Kingdom, where it was 
a matter of convention. On average, in both countries, reserves were kept at 
around 9 to 9.5 per cent in both countries (Keynes 1930, II, 63). In Britain 
different banks maintained different conventional ratios, but each remained 
very stable, showing ‘no correlation whatever with the state of trade or with 
the bank-rate or with the fluctuating proportions of the advances… or with 
any such influences’ (Keynes 1930, II, 57). Keynes believed that the actual 
reserve ratios were higher than necessary for strictly prudential reasons. The 
point of maintaining a steady, large reserve was to instil confidence in 
customers. Cash (and central bank deposit) reserves were therefore not quite 
analogous to what Keynes would later call precautionary balances: though 
they could be used to meet cash outflows in the short term, they needed to be 
quickly replenished to the mandated or conventional minimum. Being below 
the minimum was like being in overdraft in spite of the positive balance, and a 
bank needed other means to rapidly restore its ratio to the minimum. 

This was where ‘liquidity’ came into Keynes’s story. Banks could 
substantially vary the proportion of their non-reserve assets made up of 
‘relatively less liquid’ loans, as opposed to marketable securities (Keynes 
1930, II, 54). Banks managed their liquidity not by varying the quantity of 
reserves they had on hand relative to deposit liabilities, but by varying the 
proportion of their assets they held in forms that could be easily convertible 
into reserves. Banks could hold, in order of decreasing liquidity, bills of 
exchange and call loans to the discount houses; longer-dated securities; and 
advances to customers. It was here that Keynes gave the definition of ‘more 
liquid’ as ‘more certainly realisable at short notice without loss’ (Keynes 1930, 
II, 67). Because the less liquid the asset, the higher the rate of return, 



bankers are faced with a never-ceasing problem of weighing one thing against 
another; the proportions in which their resources are divided between these 
three categories suffer wide fluctuations… When, for example, they feel that 
a speculative movement or a trade boom may be reaching a dangerous phase, 
they scrutinise more critically the security behind their less liquid assets and 
try to move, so far as they can, into a more liquid position. When, on the 
other hand, demands increase for advances from their trade customers of a 
kind which the banks deem to be legitimate and desirable, they do their best 
to meet these demands by reducing their investments [in securities] and, 
perhaps, their bills; whilst, if the demand for advances is falling off, they 
employ the resources thus released by again increasing their investments. 
(Keynes 1930, II, 67) 

Unlike the reserve-deposit ratio, the proportion of bank advances to deposits 
varied widely. Banks actively managed their assets between different liquidity 
categories, holding a higher proportion of securities, bills and call loans to the 
discount market when particularly concerned for their liquidity. Keynes 
emphasised that central banks themselves ensured the liquidity of some 
instruments. Where the central bank accepted certain classes of asset as 
eligible for discounting at a pre-established rate, those assets became 
‘perfectly liquid’ (Keynes 1930, II, 71).  Keynes suggested that in the absence 14

of reserve ratio rules or conventions, banks could easily make do with 
negligible reserves—just enough for convenient till money and clearing, 
relying upon a buffer of liquid, interest-bearing assets to convert into cash as 
necessary. 

Keynes’ judgment that the reserve ratio was generally constant suggested that 
if a central bank could control the reserve base, it could control the money 
supply. But this was something of a red herring. According to the theoretical 
framework of the Treatise, bank asset management, seen here to be motivated 
by liquidity concerns, would have important systemic effects. Keynes did not 
emphasise this in Chapter 25 itself, but the links back to the ‘fundamental 
equations’ of Chapter 10—the theoretical core of the Treatise—are not hard 
to see. The discussion of bank asset choice filled in an important gap that had 
been left in the determination of the price level. 

In the earlier chapter, Keynes discussed the choice on the part of private 
individuals about how much of their wealth to hold in the form of securities, 

 The Bank of England did not discount directly from the clearing banks, but via the 14

discount houses—but the effect was the same, as the banks could replenish their 
liquidity by calling in their loans to the latter, who could replenish their own liquidity 
from the central bank.



and how much to ‘hoard’ in the form of bank deposits. When ‘bearish’ 
sentiment was on the rise, all other things equal people wished to sell 
securities and hold deposits. But an individual who became more bearish 
would not sell securities at any price: bearishness meant they placed a lower 
value on securities, but ‘if… the price-level of other securities falls 
sufficiently, he can be tempted back to them’ (Keynes 1930, 142). Though the 
language of ‘liquidity’ was not used, this was a clear pre-cursor to the 
‘liquidity-preference’ framework of the General Theory. But here banks played 
an active role: 

If, however, the banking system operates in the opposite direction to that of 
the public and meets the preference of the latter for savings-deposits by 
buying the securities which the public is less anxious to hold and creating 
against them the additional savings-deposits which the public is more anxious 
to hold, then there is no need for the price-level of investments to fall at all. 
(Keynes 1930, 142) 

In other words, the yield on securities—the important rate so far as 
investment is concerned—depended not only on the ‘liquidity 
preference’ (here ‘bearishness’) of the public, but also on that of the banks. In 
the Treatise terminology, it depended on ‘excess-bearishness’, or ‘such excess 
of bearishness on the part of the pubic as is unsatisfied by the creation of 
deposits by the banking system’ (Keynes 1930, 144). The point of Chapter 25, 
then, was to expand on bank asset decisions. A shift on the part the banks 
from bills to securities—a shift away from liquidity—could offset bearishness 
on the part of individuals, or independently lower the price of securities if the 
public’s bearishness remained constant. A reverse movement would have the 
opposite effect. Meanwhile, the ability of the banking system to sell off bills—
quickly, certainly and at full value—was guaranteed by central bank market-
making, which set an interest rate but accommodated the market at that rate, 
ultimately replenishing bank reserves as necessary.  The effect of monetary 15

policy came through its strategy in setting this basic interest rate, ‘Bank Rate’ 
in the UK, not by determining the supply of bank reserves or money. 

The independent influence of banking strategy set the Treatise discussion 
apart from the later General Theory exposition of ‘liquidity preference’. In the 
Treatise, though Keynes did not of course use the term, the ‘liquidity 
preference’ of the banks interacted with the ‘liquidity preference’ of the non-
bank public to determine the rate of interest. In the General Theory, the banks 
are out of the picture. A number of writers have commented on this shift. 

 Again, in the UK, this worked via the intermediation of the discount houses, but 15

this does not change the fundamental picture.



Dow (1997, 67) argued that Keynes was ‘abstract[ing] from bank liquidity 
preference’ in the General Theory, and that this was justified by the 
institutional context of the 1930s. Robinson (1971, 81-82) argued that he 
played down banking for strategic reasons, so as to make his critique of ‘the 
classical theory of interest’ more focused, to take on monetary orthodoxy only 
one sacred cow at a time. Moore (1988, 197-208) believed, like Dow, that he 
was simplifying in order to focus attention elsewhere, but describes how the 
place of the banks became a sticking point in the debate following publication, 
so that Keynes was ‘forced under heavy pressure to concede that the banks 
“hold the key position” in the process of economic expansion’. More recently, 
Bibow (2000) has presented a thorough analysis of the evolving place of the 
banking system in Keynes’ analysis. He concurs that the assumption of a 
given money stock in the General Theory was a strategic expository move, and 
emphasises the continued concern with bank behaviour after its publication. 
This was the case especially with the introduction of the ‘finance motive’ and 
the ‘revolving fund’ of bank finance in his 1937 debate with loanable-funds 
theorists Ohlin and Robertson. There, Keynes emphasised that control of 
bank credit creation could be a potent way of restraining demand (Keynes 
1937, 247-48).  16

In any case, whatever the reasons for downplaying the banks in the General 
Theory, this is certainly a feature dividing the traditions on liquidity in the 
1950s (and later). The mainline of liquidity preference theory tended to focus 
on the determinants of demand for money, either abstracting away from the 
supply of money entirely, or assuming that a stable reserve-deposit ratio was 
sufficient reason to consider supply exogenous or under the control of the 
authorities. Hicks’ second strand of thinking on liquidity, on the other hand, 
was marked by a focus on the liquidity management of banks and other 
intermediaries, and how it interacted with that of non-financial units. 

5. Radcliffe and the ‘wider structure of liquidity’ 

I now turn to consider a key document of ‘liquidity’s second career’—and the 
one Hicks had most in mind in his 1962 address. The Radcliffe Report’s most 
well-known and most controversial point was the argument that monetary 
policy must work via ‘liquidity’ rather than either the interest rate or the 
money supply. ‘Liquidity’ was everywhere in the Report. There were many 
references to the liquidity of particular instruments and institutions. But more 
importantly, there were references to the liquidity of the whole economic 

 I have discussed this in more detail with respect to Australian central bank strategy 16

in the 1950s in Beggs (in press).



system, which called for more elaboration but was never defined outright. The 
main discussion of liquidity was deep within the report, it was in the key 
section on ‘the objects and scope of monetary action’, where the Committee 
set out its vision about how policy should operate. 

The report first called into doubt the ‘interest incentive effect’ on investment. 
Researchers had sought econometric evidence of an influence of interest rates 
on purchases of capital goods ‘without much success’ (Radcliffe Committee 
1959, 131).  It then went on to reject the idea that control of the money supply 17

would be sufficient for achieving policy’s macroeconomic aims—and here was 
where ‘liquidity’ came in. Money was 

only part of the wider structure of liquidity in the economy. It is the whole 
liquidity position that is relevant to spending decisions, and our interest in 
the supply of money is due to its significance in the whole liquidity picture 
(Radcliffe Committee 1959, 132). 

With the idea of ‘the wider structure of liquidity’, the Radcliffe was using the 
term in a sense distinct from both the Treatise and the General Theory—but 
related to both. The ‘structure of liquidity’ was something distinct from the 
money supply—indeed, introduced precisely in contrast with the money 
supply. It drew on concepts associated with liquidity in the Treatise sense, of a 
broad set of assets defined as ‘liquid’ to the extent that that they can be 
converted into money quickly, certainly and without loss of value. But it 
seemed to refer to something macroeconomic in nature, something that 
described the state of the economy, or financial system, as a whole. The 
Radcliffe Report referred to ‘the wider structure of liquidity in the 
economy’ (p. 132), ‘the liquidity of the public’ (p. 62), ‘the liquidity of the 
system’ (p. 65), ‘the whole liquidity position’ (p. 132). It declared that ‘the 
object of the monetary authorities must be to act, not upon the “supply of 
money” (however that is defined), but on the liquidity position of the system 
as a whole’ (Radcliffe Committee 1959, 42). 

But the Committee did not fully explain the meaning of such a 
macroeconomic conception of liquidity. In elaborating the concept of ‘the 
wider structure of liquidity’ the Committee put it in terms of an individual 
unit: 

 This was an orthodox opinion of the time, based on a number of empirical studies 17

(Radcliffe Committee 1959, 158-60; and see Keynes 1936, 164; Henderson 1938; 
Shackle 1961, 244-49; Johnson 1962, 371-73). R. S. Sayers—one of two economists on 
the Committee and its chief theorist—had himself been associated with this research 
(Sayers 1940; and see Chick 1977, 59; 1983, 129-31).



A decision to spend depends not simply on whether the would-be spender 
has cash or ‘money in the bank’, although that maximum liquidity is 
obviously the most favourable springboard. There is the alternative of raising 
funds either by selling an asset or by borrowing; and the prospect of a cash 
flow from future sales of a product both encourages commitment beyond 
immediately available cash and makes borrowing easier. The ease with which 
money can be raised depends on the one hand upon the methods, moods and 
resources of financial institutions and other firms which are prepared (on 
terms) to finance other people’s spending. Decisions to spend on goods and 
services—the decisions that determine the level of total demand—are 
influenced by the liquidity of the spenders, and it is for this reason that… we 
have directed attention to the liquidity of the various groups of financial 
institutions and to their influence on the liquidity of others. (Radcliffe 
Committee 1959, 132) 

In fact two distinct kinds of units were mentioned there, along with their 
respective liquidities: ‘spenders’ (who could be divided into firms and 
individuals/households) and financial institutions. This was a layered 
conception of liquidity, in that spending depended on the liquidity of the 
spenders, and that in turn depended on the liquidity of the financial 
institutions. 

This passage could be read as suggesting that the liquidity constraint on the 
spenders was really about the need to finance expenditure. Individuals and 
firms could spend on goods and services only what they could raise from their 
own earnings, from selling assets, and from borrowing. They needed to get 
their hands on means-of-payment—money in the narrowest sense—in order 
to spend it. This was certainly an important aspect of the Radcliffe approach. 
But further elaboration showed that the Committee also meant something 
more: ‘The spending is not limited by the amount of money in existence; but 
it is related to the amount of money people think they can get hold of, whether 
by receipts of income (for instance from sales), by disposal of capital assets or 
by borrowing’ (Radcliffe Committee 1959, 133, emphasis added). Compared 
to means-of-payment, highly liquid assets were ‘only inferior when the actual 
moment for a payment arrives’. And to reinforce the point: ‘The decision to 
spend thus depends upon liquidity in the broad sense, not upon immediate 
access to money’ (Radcliffe Committee 1959, 133). If liquidity influenced 
spending only because of the financing constraint, then the amount of money 
people thought they could get hold of would not be relevant—because they 
would in fact have to get hold of it before spending it.  



Instead, the Committee seemed to imply that spending in the current period 
would be influenced by the effect of that spending, including the way it was 
financed, on the spender’s future liquidity position. Financing spending by 
borrowing meant the unit was committing itself in advance to make future 
payments. Alternatively, financing by selling existing assets meant the unit 
was diminishing the resources with which it could potentially have made 
future payments. When a unit was weighing up a specific spending decision, it 
had to consider (among other things) its ability to meet future payment 
commitments as they came due. Income in future periods was subject to some 
degree of uncertainty, so a unit would need some kind of buffer of liquidity 
which could be used to generate cash as necessary. The Report illustrated this 
with reference to ‘the giant industrial firms’ planning their projects years in 
advance, but argued that ‘this is merely an extreme example of what is being 
done throughout the economy, by spending units great and small, all the time’ 
(Radcliffe Committee, 1959, 133). 

This notion of liquidity was very different from the liquidity preference vision 
presented in the General Theory. There, liquidity preference concerned asset 
choice—about how to hold the stock of wealth. It was not concerned directly 
with decisions about how much to spend and how much to save from a given 
flow of income. These were, Keynes stressed, ‘two distinct sets of 
decisions’ (Keynes 1936, 166). Liquidity conditions affected expenditure only 
indirectly, by determining the rate of interest. By contrast, the Radcliffe 
Report suggested that liquidity was directly a part of expenditure decisions. 
But expenditure decisions themselves—along with the associated financing 
decisions—could be conceived of as decisions about the balance sheet. They 
potentially involved the liability side of the balance sheet as well as the asset 
side. 

The whole-balance-sheet approach to liquidity may have been at odds with 
the asset-choice approach of ‘liquidity preference’, but it was in line with the 
other tradition of liquidity. As Hicks would note, what he saw as the Treatise 
concept of asset liquidity came with a ‘corresponding meaning to the Liquidity 
of the balance sheet as a whole’: ‘it is a judgment of the adequacy of the liquid 
assets that are comprised in it (expressed in terms of probability distribution 
of future value) to meet the claims, of whatever kinds, that may be made upon 
them’. ‘Liquidity’ in the Treatise sense could thus be developed to refer to the 
‘state of a balance sheet’ (Hicks 1962, 794). All that needs to be added to this 
to grasp what I take to be the Radcliffe position is that expenditures (and their 
financing) too affected the ‘state of a balance sheet’, so that liquidity 
management related directly to expenditure. 



The liability side of the balance sheet also mattered in another way. Units 
might manage their liquidity buffer by holding liquid assets, but they might 
also (or instead) plan to borrow to meet claims upon them as necessary. As the 
Committee noted, there was some equivalence between the two, in that both 
involved another unit agreeing to purchase an asset with means-of-payment: 
‘In theory, “borrowing” is selling an asset, the asset being money 
forward’ (Radcliffe Committee 1959, 132).  But borrowing was selling a 18

newly-created asset, a new claim on the issuer. It would leave little trace in the 
statistics before units actually did the borrowing. Sayers later emphasised this 
point in defending the Report’s rejection of any version of the quantity theory. 
Not only was a broader conception of liquidity than money necessary, 
including ‘all those goods or claims regarded by their owners as potentially 
useful for settling market commitments’, but ‘we must interpret it widely 
enough to include credit that can be brought into existence concurrently with 
a decision to exercise demand’ (Sayers 1960, 712). 

Another difference between the Radcliffe vision of liquidity and that of the 
General Theory was that Radcliffe seemed to focus on the precautionary and 
finance motives, instead of the speculative motive. Also in contrast to 
standard ‘liquidity preference’, the motives focused on different sets of assets, 
rather than combining into an overall demand for money. The finance motive 
involved demand for means of payment specifically—demand arising from the 
fact that eventually ‘the actual moment for a payment’ does arrive. The 
precautionary motive involved a much broader set of liquid assets, as well as 
anticipated borrowing channels. But these assets and borrowing sources were 
considered more liquid to the extent that they were expected, when called 
upon, to provide cheap and quick access to means of payment. The 
implication was that the wider ‘structure of liquidity’ would be influenced by 
factors seen to impact upon the cost and availability of finance (means of 
payment)—not in an entirely predictable or quantifiable way, but influenced 
nonetheless. 

Keynes’s discussion of the speculative motive did find something of an echo 
in the Radcliffe Report, specifically with reference to the discount houses. 
These institutions occupied a critical position in the financial system, (1) as 
market makers in the money market through their readiness to discount 
Treasury Bills, and (2) as a conduit between the Bank of England and the 
clearing banks, since the central bank lent directly to the discount houses but 
not the banks. The rate at which the discount houses were willing to discount 

 For a firm, selling new equity was another option for raising cash (Radcliffe 18

Committee 1959, 132).



Treasury Bills—the key short-term interest rate—depended both on the 
current Bank Rate (i.e., the minimum rate at which the Bank of England 
would lend to the discount houses) and on the discount houses’ ‘expectations 
as to the future trend of the rate and as to the extent to which they are likely to 
be obliged to borrow from the Bank at that rate’ (Radcliffe, 1959, 121). 

So, as in the General Theory, the basic interest rate depended upon 
expectations of a future interest rate, but the mechanism was rather different. 
Rather than bulls and bears making speculative decisions between money and 
bonds, and thereby determining the price and yield of bonds, this was purely a 
pricing decision based on maintaining a profitable spread for the primary 
market makers in the money market. In the event that the rate charged by the 
discount houses was not in line with the authorities’ wishes, the Bank of 
England could ‘make Bank Rate effective’ by adjusting its own purchases and 
sales of Treasury Bills to squeeze bank reserves, leading the clearing banks to 
call in money from the discount houses. This would force the latter to borrow 
from the Bank at Bank Rate, a higher rate than they had been paying the 
clearing banks, and therefore increase their own discounting rate, which 
would then affect the rest of the interest rate structure above it (Radcliffe 
1959, 122). Such an operation could not be described in simple terms of an 
alteration of the money supply against a given liquidity preference schedule. 
The central bank was giving via credit to the discount houses what it had 
taken away with its Bill purchases. The Radcliffe Committee emphasised that 
British monetary policy deliberately operated through the targeting of interest 
rates, and therefore had to be passive with respect to quantities (Radcliffe 
1959, 127-28).  

Thus the authorities did not control (and did not seek to control) the quantity 
of reserves in the banking system, and certainly did not control the supply of 
means-of-payment to the private sector. Even if the operations of monetary 
policy were changed so as to target quantities instead of interest rates, the 
Committee considered the supply of means of payment to be very stretchable 
by the private sector. Credit could in principle always spread it further. The 
extension of bank credit would simultaneously expand the stock of means-of-
payment for the non-bank public. To the extent that the authorities were able 
to restrain bank balance sheets, non-bank intermediaries could fill the gap. 
Finally, expansion of credit between non-financial units could defer payment. 
Not only was the income velocity of money variable, but ‘we cannot find any 
reason for supposing, or any experience in monetary history indicating, that 
there is any limit to the velocity of circulation’ (Radcliffe Committee 1959, 
133). 



Statements like this were responsible for the widespread view of Radcliffe as 
advocating any control over the money supply, either because it was defeatist 
at best or actively inflationist at worst. The Report has taken much blame for a 
subsequent ‘more or less complete abandonment of control over the money 
supply’ (Chick 1977, 74). A typical judgement in a modern textbook: 

… money was one liquid asset among many, of which trade credit was a major 
part, and… the economy was ‘awash in liquidity,’ so that changes in the 
money supply could not be used as an effective policy tool for changing 
aggregate demand in the economy. Therefore, Keynes’s belief in the 
unreliability of the effects of monetary policy (because of the instability of the 
money demand function) was buttressed for the 1950s Keynesians by the 
Radcliffe report that the money supply was only a small part of the total 
supply of liquidity, which was the proper determinant of aggregate demand 
but could not be significantly changed by monetary policy. (Handa 2009, 62) 

But the Radcliffe Committee was not defeatist about the potential for 
monetary control, and certainly did not advocate looser policy. Chick has 
attempted to save a theory inherent in the Radcliffe approach from the Report 
itself: ‘Radcliffe had argued strongly that the money supply as such did not 
matter’, but ‘this judgment did not follow from their theory, any more than it 
follows from the work of Keynes’ (Chick 1977, 74). She laid the blame for 
subsequent policy on the fact that interest rates were too-frequently 
determined by the government’s borrowing requirements rather than 
macroeconomic rationality. The Radcliffe Committee had argued that the 
quantity of money was irrelevant as a target in an interest-rate focused policy, 
but strongly advocated the use of interest rates for purposes of 
macroeconomic control (or influence—‘control’ implies too much precision). 
Later policy had taken the first message but abandoned the second. 

I think we can go even further than Chick in exonerating Radcliffe from 
money-supply nihilism. The Report did not disclaim any policy interest in the 
money supply, but sought to place it in context. Again: ‘Though we do not 
regard the supply of money as an unimportant quantity, we view it as only part 
of the wider structure of liquidity in the economy… our interest in the supply 
of money is due to its significance in the whole liquidity picture’ (Radcliffe 
Committee 1959, 132). This was explicitly not a denial of the money’s 
supply’s importance, though it was certainly a denial of a simple quantity 
theory. It would be fairer to say that the money supply was an epiphenomenon 
in the broader Radcliffe theory: it was not a target in its own right, but 
appropriate targeting of other variables (relative interest rates and the supply 
of finance) would have restrained it as a side-effect. The view of velocity as an 



uncontrollable variable meant that the money supply would have been an 
inappropriate target, but it did not follow from this that Radcliffe policy meant 
unrestrained monetary growth. 

Radcliffe in fact advocated new strategies for achieving restraint, focusing on 
the availability of finance rather than money as such. It focused on the market 
for credit, i.e., the supply of funds to ultimate borrowers. This gave it some 
resemblance to loanable-funds rather than liquidity-preference theory—but 
could be seen as an elaboration of Keynes’s post-General Theory ‘finance 
motive’ acknowledgement that investment could be held back by a throttling 
of the bank finance bottleneck: ‘lack of finance may prove an important 
obstacle to more than a certain amount of investment decisions being on the 
tapis at the same time’ (Keynes 1937, 247). 

The Radcliffe Report emphasised that ‘the market for credit is a single 
market’ (Radcliffe Committee 1959, 42). By this it meant that different 
sources of finance were substitutes for one another. A firm turned down by a 
bank could approach a finance company, or, if it were big enough, issue bonds 
or equity. If long rates were high, they could switch to shorter-term borrowing 
and hope to refinance down the track. This meant that monetary policy 
focused on restraining a single class of institution (banks) was doomed to be 
routed around, as non-bank finance expanded. Concentration on a single 
interest rate would be undermined by shifts in the structure of rates. This was 
why the authorities had to act ‘on the liquidity position of the system as a 
whole’ (Radcliffe Committee 1959, 42). In context, this phrase meant simply 
that policy needed ways of acting upon all financial institutions and across the 
interest rate spectrum. 

Ultimately, the Committee thought that control over the interest rate 
structure (i.e., the relativities between rates as well as the overall level of 
rates) would be sufficient to influence ‘the liquidity position of the system as a 
whole’. Shifts in the interest rate would work not via the demand for funds 
(which, as noted, was seen to be interest-inelastic), but by restraining supply, 
i.e., by credit rationing. If longer-term lending rates stayed still while the 
shorter-term rates at which institutions could borrow rose, their willingness to 
supply credit would fall in response to an increase in borrowing costs and 
potentially a fall in the value of their portfolios. Shifts in relative rates could 
induce the public to move their funds between different institutions, with 
effects on lending capacity. By influencing the structure of rates, ‘the 
monetary authorities can bring about a change in the liquidity condition of 
financial institutions and of business firms and people generally, so that those 
wanting money to spend… find it more (or less) difficult to get than it was 



before’ (Radcliffe Committee 1959, 130-31). And the Bank of England could 
influence the structure of rates simply by exploiting its positions at different 
points in the interest rate spectrum: its market-making between cash and 
Treasury Bills in the money market, and its control over the division of the 
public debt between cash, Bills, and short and long bonds. For example, by 
buying Bills while selling short bonds, the Bank would be making the private 
sector less liquid on the whole. 

The alternative was expanding regulation of bank balance sheets over a wider 
set of financial institutions. This, the Committee believed, would be a doomed 
undertaking, ‘because the further growth of new financial institutions would 
allow the situation continually to slip from under the grip of the 
authorities’ (Radcliffe 1959, 134). The capacity of private actors to innovate 
would be enable them, over time, to evade any kind of regulatory control, so 
that ultimately the authorities would ‘be driven either towards a 
comprehensive structure of financial controls or to reliance upon non-
monetary measures as the effective regulators of total demand’ (Radcliffe 
1959, 134). The central bank was a strategic actor within ‘the wider structure 
of liquidity’, so policy was about much more than controlling the money 
supply. 

6. Conclusion 

Hicks was right that there was a distinctive ‘second career’ for liquidity at 
some distance from the neoclassical-Keynesian take on liquidity preference. 
But I have questioned some of the details of Hicks’ take. 

First, Keynes was not the originator of the economic concepts of ‘liquidity’, or 
‘liquid assets’ (and made no claim to be). The terms referring to the liquidity 
of assets and institutions go back at least to the 1910s. The idea of particular 
things being more ‘saleable’ than others—i.e. more certainly and quickly sold 
at ‘full value’—goes back at least to Tooke. ‘Liquidity preference’ was a 
coinage of Keynes, but this was continuous in some ways with older 
discussions of the demand for money. There were existing traditions of 
discussion of liquidity, which Keynes contributed to and rechannelled with 
both the Treatise and the General Theory, but which he did not originate. Hicks 
was certainly right, however, to see Keynes as a part of both traditions. 

Second, liquidity preference could be reconciled with the idea of a spectrum 
of liquidity, and did not depend on a sharp division between money and non-
money. The work of Bronfenbrenner and Higgins shows that the idea of a 
spectrum of liquidity could be related to a demand schedule and used to 



elaborate on ‘liquidity preference’. This could be integrated with the 
discussion of the ‘liquidity premium’ in Chapter 17 of the General Theory. 
Conversely, a version of ‘liquidity preference’ before the term could be found 
in the Treatise, with the discussion of hoarding and ‘excess bearishness’. The 
split Hicks noticed in contemporary discussions of liquidity did not therefore 
spring from a divide between the Treatise and the General Theory. 

However, it was much easier to develop a clear-cut, quantifiable treatment of 
the demand for liquidity than of the supply of it. The mainline tradition of 
‘liquidity preference’ in the 1950s focused on developing the determinants of 
the demand for money and other assets, largely taking the supply for granted. 
But the spectrum conception of liquidity made clear that the liquidity of 
assets depended on the market-making practices of institutions in financial 
markets, so that the supply of liquidity depended on a complex set of factors 
that the central bank could influence but not control. 

That meant that a focus on banks and other financial intermediaries was 
integral to the ‘other’ liquidity tradition. This was true for Keynes himself in 
the Treatise: that book’s discussion of liquidity appears in the context of a 
discussion of bank behaviour. This discussion mattered to the theoretical core 
of the Treatise, because both bank liquidity decisions and individuals’ 
propensity to ‘hoard’ mattered in determining the interest rate. A number of 
writers have argued that Keynes dropped explicit treatment of the banking 
system in the General Theory version of ‘liquidity preference’ only as an 
expositional strategy, and brought it back in afterwards, in debate with the 
loanable-funds theorists. The liquidity management of banks and other 
intermediaries was centrally important to liquidity’s ‘second career’. 

Finally, the divergence in conceptions of liquidity in the 1950s was not a 
simple split between economists and ‘practical men’. There were professional 
economists on both sides—though the divide certainly tended to run between 
‘pure theory’ and ‘applied economics’. Hicks’s (1962) lecture represented a 
leading figure of the former camp noticing some fundamental theoretical 
questions thrown up by the latter—and ended up contributing the the ‘second 
career’ itself. Hicks would develop this train of thought later in the decade, 
with his 1966 lectures on the ‘two triads’ of monetary theory (Hicks 1967). 

Liquidity’s ‘second career’ was very diverse in the 1950s, and I do not mean 
to imply that it was a unified body of theory. I could have discussed Gurley 
and Shaw, the early Minsky, or the applied theory of Australian central 
bankers—all of whom fit the frame while being quite diverse in the specifics. I 
chose to use the Radcliffe Report as an example because it was the biggest 
influence on Hicks’ own conception. 



In making sense of the Radcliffe vision, I do not mean to imply that I think it 
answered all the questions it raised adequately. If anything, it showed the 
inevitable problems in developing a macroeconomic conception of liquidity 
that did not rely on a fixed definition of ‘monetary assets’. Its aversion to 
actually presenting a clear definition of the ‘wider structure of liquidity’ 
surely came from the difficulty of doing so. I do not feel that anyone has 
sorted it out entirely satisfactorily since: Cramp’s entry in the Palgrave 
Dictionary, quoted at the beginning, gives some sense as to why: ‘it calls for 
analysis both at the microeconomic and the macroeconomic level, with 
unusually strong dangers of committing fallacies of composition’ (Cramp 
1987). With attention back on liquidity in recent years, we seem to again have 
a fragmentation of conceptions. It seems worthwhile to retrace the evolution 
of this term, which cannot be pinned down, and yet which we cannot do 
without. 
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