
WRPE Produced and distributed by Pluto Journals www.plutojournals.com/wrpe/

commUnications

comment on H. nicHolas’s PaPer  
“WHat is tHe ProBlem WitH  

neoclassical Price tHeory?”

Ezra Davar

abstract: This comment shows that Walras, the central figure among the Neoclassical 
school founders, describes a comprehensive theory of production, capital and money; hence, 
Nicholas’s main claims that “the Neoclassical approach has a fundamentally flawed view of the 
determination of commodity prices because it conceives of them as being formed in the first 
instance in the process of exchange abstracting, in the sense of ignoring, production and money” 
are not based on Walras’s theory, and they are unfounded and incorrect. Nicholas accepts the 
erroneous method of post-Walras authors, namely, when they discuss Walras’s approach, 
the economy is presented either through the exchange economy or through the production 
economy; moreover, these representations differ from his original model and are incomplete. 
The result is that these two different theories, post-Walras authors’ theory and Walras’s original 
theory, have been identified with each other; and these terms are used interchangeably as if 
they are not any different from each other.
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1. introduction

this comment shows very briefly that Walras, one of the central figures among the 
Neoclassical school founders, describes a comprehensive theory of production, 
capital and money; hence, Nicholas’s (2012) main conclusions that
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the preceding has sought to show that the Neoclassical approach has a fundamentally 
flawed view of the determination of commodity prices because it conceives of them as 
being formed in the first instance in the process of exchange abstracting, in the sense of 
ignoring, production and money. (474)

are incorrect because they are not based on the original theory of the Neoclassicals, 
particularly of Walras, and hence, such conclusions have been negatively 
influencing and retarding development in economic science.

Nicholas accepts, unfortunately, the erroneous method of post-Walras authors, 
namely, that when they discuss Walras’s approach, the economy is presented either 
through the exchange economy (in general) or through the production economy 
(davar 1994; Jaffé 1983). moreover, these representations of Walras’s model differ 
from his original model and are incomplete (Arrow and Hahn 1971; debreu 1959; 
dorfman, Samuelson, and Solow 1958; Hicks 1939; Patinkin 1989; Weintraub 
1985). for example, Nicholas (2012) asserts that

Neoclassicals typically refer to an economy characterized by such an exchange process 
as a pure exchange economy, and depict it as comprising individuals with naturally given 
tastes and endowments of commodities whose primary goal is to enhance (maximize) 
their individual satisfaction through the direct exchange of their commodities with 
one another. Production and money, which are arguably two of the most fundamental 
ingredients for understanding the exchange process, have no role to play in such an 
economy. Even when they are subsequently brought into analysis to explain where 
individuals get their endowments of commodities from and why commodities have 
money prices, it is in an inessential manner, i.e., one which does not significantly alter 
the findings of the analysis excludes them. Indeed, for most Neoclassicals, even after 
production and money are brought into the analysis, prices can still be fundamentally 
understood as it formed in a pure exchange economy. (482)

the central reason for such a situation is that the first group of economists, 
who are in the minority, have read Walras’s original works, misunderstood and 
misinterpreted them, from Pareto through Keynes and Arrow-debreu; and the 
second group of economists, who are in the majority, including modern authors 
who are writing about Walras’s theory, have not read them in the original and 
have been saturated by the erroneous “Walras’s approach” of the first group of 
economists. the result is that these two different theories, namely, post-Walras 
authors’ theory and Walras’s original theory, have been identified with each other, 
and these terms are used interchangeably as if they are not any different from each 
other (see the recently published book of cardenete, Guerra, and Sancho 2012).
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So, Nicholas (2012) concludes,

It was argued that abstracting from production causes (allows) Neoclassicals to 
erroneously conceive of the relative prices of commodities as essentially determined 
in a process of the exchange of commodities between utility maximizing individuals 
who are naturally endowed with bundles of commodities. . . . And, abstracting from 
money causes Neoclassicals to erroneously see money prices as formed in the process 
of exchange, and the aggregate money price level as reflecting the amount of money 
injected into the system to circulate commodities at any given point in time. It was 
further argued that when both production and money eventually brought into the 
analysis of prices by Neoclassicals it does not for the most part fundamentally alter 
these conclusions. (474).

What are the origins of these conclusions? Naturally, the origins must be based 
on the original theories of Neoclassical representatives, as Nichols considers 
himself: “the origins of what has come to be referred to as the Neoclassical school 
of thought can be writings of Stanley Jevons, Karl menger and leon Walras in the 
later part of the 19th century” (458). Unfortunately, that is not the case. Nicholas’s 
paper does not discuss any original statement of the above-mentioned authors and 
what is very strange, in my opinion, is that their writings are not included, not only 
in the references of the paper but also in his recently published book (Nicholas 
2011), where chapter 6 is “the Neoclassical theory of Price.” thus, the origins of 
Nicholas’s conclusions, in our opinion, might be based on the secondary sources 
of the neoclassical theory, namely, the writings of those authors (see references 
in Nicholas’s paper) who misunderstood and misinterpreted the Neoclassicals’ 
approach, especially Walras’s theory (davar 1994, 2012, 2014b).

Nicholas (2012) also accepts the existing mistaken assertion that

these writings [Neoclassicals] represented a fundamental break with the then dominant 
Classical school whose representatives included Adam Smith, David Ricardo, and 
Karl Marx. Whereas the Classical economist focused on classes and production when 
explaining economic phenomena, the Neoclassicals came to focus on the behavior of 
individuals and the process of exchange between them. Given the nature of the break 
between the Neoclassical and Classical approaches, it can justifiably be argued, as quite 
a few economists have done, that the Neoclassical label is a misnomer. (458)

It is necessary to stress that the opposite situation is true of the above assertion, 
namely, the classics—Smith and marx and Walras’s general-equilibrium theories 
are characterized by an equivalent (common) approach (davar 1994). the classical 
thinkers have, in general, given us a descriptive theory of economics. their theory, 
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especially Smith’s, not only described the current economic life of their time very 
closely but also related to coming events. yet, their descriptive theories are based on 
solid philosophical and mathematical (logical) backgrounds. for example, Smith’s 
descriptive theory of general equilibrium might be considered as a predecessor to 
Walras’s formalized (mathematical) theory (davar 1994, 28–37; davar 2014b). 
the same is true in relation to marshall’s theory (1930), despite the fact that in 
the current economic literature the opposite is prevalent, i.e., as if Walras’s and 
marshall’s theories are different (davar 2005, 2015; robinson 1964).

2. Production in Walras’s approach

following the classics (Smith, ricardo and marx), Walras defined the method, 
first for sciences in general and then specifically for economic science, as follows:

Following this same procedure, the pure theory of economies ought to take over from 
experience certain concepts, like those of exchange, supply, demand, market, capital, 
income, productive services and products. From these real-type concepts the pure 
science of economies should then abstract and define ideal-type concepts in terms of 
which it carries on its reasoning. The return to reality should not take place until the 
science is completed and then only with a view to practical application. Thus in an ideal 
market we have ideal prices which stand in an exact relation to an ideal demand and 
supply. (Walras 1954, 71)

from this, the following three statements are derived: first, there should be the 
reciprocal relationship between theory and reality; second, abstract theory means 
the simplification of real economics by means of assumptions; and third, the main 
task of such a theory should be its practical application (Walras 1954, 72).

the “abstract method” means that theory reproduces real economic life, only in 
a “simpler” form, in such a way that theory should not contradict reality; moreover, 
it has to be guided by reality. It is clear that abstract theory could never reproduce 
reality exactly, but the theory must be as close as possible to it.

for example, Walras assumed that his general-equilibrium theory is characterized 
by free competition (not perfect) and uniform prices, but public sector (taxation) 
and international trade are not included. But in Walras’s approach to the equilibrium 
state, there might be voluntary unemployment of services (including labor) with 
strict positive price. In the post-Walrasian approach (including the modern one), 
in such a case price is equal to 0, something that contradicts reality. In this case, it 
is not “abstract method” but absurdity.

the classics also assumed that the theory should be close to reality but should 
never copy it. for example, Walras, as well as marx, stated repeatedly that in 
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reality, general economic equilibrium can never be achieved, but his theory 
illustrates how it might be established. On the other hand, modern authors have 
not merely assumed that theory may diverge from reality, they have taken it to the 
extreme: “the more significant the theory, the more unrealistic the assumptions.”

Walras considered four types of economies according to the evolution of human 
society: (1) exchange, (2) production, (3) capital formation and credit and (4) 
circulation and money, and used a common method of equilibrium establishment 
and reestablishment (variation of prices) for all of them. Each economy is 
characterized by its specific markets, but the markets of previous levels of the 
economy are included in the market system of the economy in question.

the exchange economy discusses exchange only of consumption commodities 
between individuals. In the production economy, Walras introduced three types of 
factors, as well as Smith and marx1 approaches, namely, land, labor and capital, 
i.e., landed capital, personal capital and capital proper; and consequently their 
services, namely, land services, labor services and capital services, that are used 
not only for the production of commodities but also for the consumption of 
individuals.

In the capital formation and credit economy, the production economy is 
extended by two additional categories: first, net income (saving) and its price; 
and second, new capital goods (investment) and their prices. In addition, Walras 
divided capital proper into two categories: fixed capital and circulating or working 
capital, and stressed that they have different roles in the calculation of cost of 
production (vide infra). On the one hand, fixed capital must be ranked with landed 
capital and personal capital, because they can be used more than once; on the other 
hand, fixed capital similar to circulating capital has to be returned in money, not in 
kind. And finally, the last economy, circulation and money, includes demand and 
supply of circulating capital commodities and money for circulation.

Walras used a common method of equilibrium establishment and reestablish-
ment of equilibrium (variation of prices) for all four types of economies. Each 
economy is characterized by its specific markets, but the markets of previous 
levels of the economy are included in the market system of the economy in 
question. Walras’s method is characterized by the following. first, he discussed the 
problem of equilibrium establishment for given basic data such as utility functions 
for each individual economy and the available quantities of goods and services. 
the determination of demand and offer of goods and services for each individual 
economy for a random price system starts the process. By the aggregation of the 
results of the solution of the individual models, the total demand and the total offer 
of goods and services are obtained. In this stage, Walras first formulated a model, 
a simultaneous equation system, for the equilibrium state. He then described the 
process of equilibrium establishment of the working (disequilibrium) model, 
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which he did by using equation systems where the number of unknowns is larger 
than the number of equations. this means that in order to establish an equilibrium 
situation, Walras used tâtonnement (iterative process), where the iteration consists 
of several stages of comparison between the total demand and the total offer for 
each commodity of which inequality exists, so that at each stage, first, a new 
price system is determined on the basis of the original demand curve according to 
whether there is an equilibrium or a disequilibrium situation for each commodity. 
then, using this given price system, each individual determines his own derived 
demand (offer) functions and by means of these individual demand and offer 
quantities, the total demand and the total offer are determined in order to establish 
whether there is equilibrium. the number of stages is equal to the number of 
commodities for which inequality exists. So, Walras used here the property of 
the original demand function. According to the rules of the real market, he stated 
that it is possible to establish partial equilibrium, i.e., equilibrium for a certain 
commodity if it exists at all, similarly to marshall.

However, Nicholas (2012) erroneously states,

Some Neoclassicals, viz., the New Keynesians, adopt what is referred to as a partial 
equilibrium approach, in the sense that the equilibrium prices being explained balance 
the supply of, and demand for, a commodity of a specific sector or market without 
reference to developments in any other sectors or markets. Others, viz., Walrasians, 
favor a less intuitive but, allegedly, theoretically more rigorous approach in which the 
equilibrium prices explained are economy-wide prices that balance the supply of, and 
demand for, all commodities simultaneously such that the aggregate excess demand 
for them sums to zero. With partial or general equilibrium prices there is no tendency 
for change in these prices, and for most Neoclassicals, the satisfaction or welfare of 
all trading parties is maximized at these prices—so-called Pareto optimal equilibrium 
prices. (459)

Walras stated, therefore, that by continuing the same way for the new price 
system, the process moves closer and closer to a state of equilibrium. this was 
accomplished by means of his well-known algorithm—tâtonnement, which 
transforms the initial disequilibrium model into a final equilibrium model, and 
which is characterized by the specific properties of each type of economy. despite 
that, Nicholas (2012) repeats wrong assertion of modern authors that

it needs noting that Walrasian general equilibrium theory does not see any signaling 
role for prices because it is assumed that prices are equilibrium prices given by some 
invisible hand or auctioneer which balances the quantities of commodities demanded 
and supplied so as to maximize overall satisfaction. (475n23)
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In all processes for each economy, Walras concentrated on the law of 
Equilibrium State Establishment. However, the law of the Economy in question 
relates only to the new markets at this level of economy, and the laws of the previous 
levels of the economy are automatically included. for example, the law of capital 
formation and credit relates only to new capital goods, saving, investment and the 
rate of income. But the laws of equilibrium for the consumers’ goods and services 
from the previous types of economies (exchange and production economies) are 
integrated within the law of this type of economy, namely, the capital formation 
and credit economy (davar 2012).

Walras also put forward, fortunately, a number of assumptions in his Elements, 
besides well-known assumptions (davar 2014b): free competition and uniform 
prices, which until today have been being ignored by post-Walras’s economists, 
however these assumptions are able to achieve at equilibrium state where might 
be voluntary unemployment with strictly positive prices. It must be stressed that, 
according to the models of post-Walras economists, the demand and supply of 
commodities are not directly obtained (Arrow and Hahn 1971; davar 2000, 2011, 
2014b; Hicks 1934; Pareto 1971); they might be indirectly determined by the 
relationship between the final endowment and the available initial endowment. But 
this prevents discussing the problems of employment–unemployment in the modern 
general-equilibrium theory. On the other hand, one of the main achievements of 
Keynes ([1936] 1960) is the statement that the equilibrium position might be 
involuntary unemployment, erroneously claiming that Walras’s as well as the 
classical approach is characterized by full employment (davar 2014a).

finally, Walras discussed the problem of a variation of prices, or the problem 
of the reestablishment of equilibrium, as a result of changes in the given basic 
data for any individual or any group of individuals and consequently formulated 
the law of equilibrium reestablishment for all types of economies (davar 2014b).

One of the conditions of equilibrium state according to Walras’s own law of 
equilibrium, establishment is equality between supply price and demand price of 
each commodity separately for all four economies. However, since production 
economy, cost of production performs a role of supply price. cost of production is 
calculated by the equation system on the basis of supply prices of the productive 
services (primary factors) drawing from the primary (original) total supply 
curves (function) of factors according to their required quantities. the latter is 
obtained by the equation systems on the basis of given demand quantities of goods 
for consumption.

Walras, as well as Smith and marx, as it was mentioned above, considered three 
types of factors (vide supra), namely, land, labor and capital, i.e., landed capital, 
personal capital and capital proper; and consequently their services, namely, land 
services, labor services and capital services. In addition, Walras divided capital 
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proper into two categories: fixed capital and circulating or working capital and 
stressed that they have different roles in the calculation of cost of production. On 
the one hand, fixed capital must be ranked with landed capital and personal capital, 
because they can be used more than once; on the other hand, fixed capital, similar 
to circulating capital, has to be returned in money, not in kind.

Walras implemented his evolutionary approach in calculating the cost of 
production too. In production and capital formation and credit economies, the cost 
of production is calculated by the prices of land services (rent), personal services 
(wage) and fixed capital services (profit). circulating capital goods services and 
money for circulation is added for the circulation and money economy. On the other 
hand, according to Walras’s approach, the total final demand includes a demand 
for goods and new fixed capital goods, as well as a demand for new circulating 
capital goods. this means that, according to Walras’s approach, circulating capital 
goods used in the period (year) in question were produced in earlier periods, and 
the new circulating capital goods are produced for use in the following periods.

Walras assumed that circulating capital goods are similar to the final 
(consumption) goods and raw materials. therefore, he determined the prices 
of circulating capital goods services as prices of final goods (or raw material) 
multiplied by the rate of interest.

It is well known that Walras’s model was used as the basis for the theoretical 
scheme of input–output system introduced by leontief (1941, 1966), one of the 
most powerful tools of economic analysis and forecast (planning) of the previous 
century. But what is virtually unknown is the fact that Walras (1954), in his model 
of production with direct coefficients of fabrication (production), used inverse 
(leontief’s) coefficients (240–241; see also davar 1994, 17–18). the method of 
calculation of inverse coefficients by Walras is equivalent to the modern method 
of leontief using matrix theory, and this despite the fact that in Walras’s time, 
algebra, especially matrix theory, did not exist. This is a crucial characteristic of 
Walras’s production theory.

It must be emphasized that leontief enriched Walras’s system in accordance 
with the changes in real economic life by introducing public sector and exports on 
the consumption (demand) side, and imports and taxation on the supply side. yet, 
leontief first compiled empirical input–output table and then drew his theoretical 
scheme. Because of that the data, in general, were in monetary terms, which means 
that prices and quantities were not separated. therefore, leontief considered two 
different versions of input–output: (1) theoretical, where quantities (physical) and 
prices (money) are separated similar to Walras, and (2) according to empirical 
input–output, where quantities are in monetary terms and prices are in relative 
(or latent) form. Also, leontief’s theoretical model of input–output differs from 
Walras’s system despite that there is a structural similarity between them, and it 
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does not completely describe reality. for example, issues such as money, capital 
(circulation) and others are discussed in a very simplified form if at all. they are, 
in general, aggregated with other categories sometimes contradicting each other. 
therefore, it is very difficult to take into account their influence on the calculation 
of cost of production. However, the results are considerably distorted from the 
point of reality.

therefore, in spite of that, leontief’s input–output analysis is a significant 
improvement; unfortunately, there are many aspects here that required immediate 
improvement, especially its theoretical part; because of that leontief also confined 
himself to production economy and, partly, capital formation and credit economy; 
and the last economy of Walras, namely, circulation and money, was not considered 
at all. the result is that leontief’s input–output analysis is incomplete (davar 2013, 
2014b). In order to bring input–output analysis closer to reality, it is necessary to 
expound the differences between the relevant part of Walras’s general-equilib-
rium theory and leontief’s input–output analysis. It must be pointed out that the 
majority of these differences might arise only when Walras’s macro-model for 
circulation and money economy is used. for this reason, until now, when Walras’s 
approach is discussed in post-Walrasian literature, unfortunately, both models of 
individual’s (micro) and entire (macro) economy are presented, either through the 
exchange economy (in general) or through the production economy; moreover, 
this representation of Walras’s model differs from his original model and is 
incomplete; it was impossible to observe these differences. Here, only significant 
differences will be discussed.

the first difference is that in the production section, Walras used circulating 
capital goods from the previous time period, the price of which is equal to the price 
of goods multiplied by the rate of interest. In contrast, leontief used the total output 
(or input) of goods produced in the time period in question, and its price is equal 
to the price of goods. this is a highly significant difference, because it influences 
the results of the solution of the input–output model in two ways: (1) in the matter 
of quantity of goods—it is clear that current economics is characterized by using 
capital goods from the previous time period and also by the use of goods produced 
in the time period in question. So, neither Walras’s approach nor leontief’s are 
compatible with today’s reality; (2) in the matter of prices—magnitude of prices of 
goods obtained by the solution of Walras’s model might be significantly less than 
the magnitude of prices obtained by the solution of leontief’s model.

the second difference is that according to Walras’s approach, in equilibrium 
state, there might be voluntary unemployment of primary factors in the framework 
of his system assumptions, although up till now it has been accepted that Walras’s 
theory is characterized by full employment. changing Walras’s assumptions 
according to Keynes’s approach, there might be involuntary unemployment, either 
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with or without voluntary unemployment, in an equilibrium state (see Patinkin 
1989). However, leontief’s standard input–output model did not discuss problems 
of unemployment at all, especially when it first appeared. However, if we take 
into account that in modern economics it is difficult to find one country that is not 
enduring heavy unemployment, this difference actually varies.

the third difference is that although Walras’s general-equilibrium theory is static, 
there is an equation discussing the relationship between saving and investment 
(new capital goods), by means of the rate of interest, while, although leontief’s is 
considered a “dynamic model” of input–output, the relationship between saving 
and investment is not discussed at all. In addition, leontief’s dynamic model, 
like his static model, did not consider the problem of unemployment. therefore, 
leontief’s dynamic model is incomplete, and in its present form, it is irrelevant to 
today’s economics.

finally, the fourth difference is that Walras succeeded in integrating money 
theory into his general-equilibrium theory, which enabled him to consider the 
real economic and financial sector as one whole system. According to Walras’s 
approach, there are two different types of money. the first type is money for 
accomplishing the functions of money, and its price is one. the second type of 
money is used as its service for circulation, and its price is the rate of interest. 
Walras used fiat money only as the second type, while the numéraire (money 
commodity) might be used in both. thus, there are two different prices for the 
money commodity. this also means that numéraire and fiat money ought to coexist 
and serve economic functions. therefore, fiat money cannot be a substitute for the 
money commodity, i.e., fiat money cannot stand alone. moreover, the quantity of 
fiat money is linked to the quantity of the money commodity used as numéraire. 
therefore, there is an equation that discussed the relationship between the supply 
of money for circulation and its demand (required) quantity by means of its price 
(the rate of interest). conversely, leontief’s input–output model did not consider 
any problem of money at all. yet, leontief’s input–output model did not divide 
circulating capital goods from the total output (goods for consumption); however, 
this influences the results in both quantitative and price directions. However, 
abandoning the money theory in the input–output analysis is crucial, and it is one 
of the main reasons that input–output is not used for solving the contemporary 
financial-economic crisis.

to sum up, Nicholas’s (2012) statements

What then is wrong with the Neoclassical view of how prices are formed? Quite simply 
that it sees prices as formed in the first instance in a process of exchange which abstracts 
from, in the sense of ignoring, production and money. . . . Production and money, which 
are arguably two of the most fundamental ingredients for understanding the exchange 
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process, have no role in such an economy. . . . Indeed, for most Neoclassicals, even after 
production and money are brought into the analysis, prices can still be fundamentally 
understood as if formed in a pure exchange economy. (462)

and

When production is eventually brought into the picture to explain where an individual’s 
commodity endowments come from, it is after price has been explained excluding 
production. This, naturally enough, means that when production is brought into the 
analysis it must be in a way that does not overturn the results of the analysis of price 
excluding it. It has to be brought into analysis in an inessential manner. (463)

are not based on Walras’s theory, and they are unfounded and incorrect.

3. Walras’s money theory

Nicholas (2012) asserts that

I now turn to the problems besetting Neoclassical price theory stemming from its neglect 
of money in the formation of prices. Money is missing in the first instance because the 
processes of exchange in which prices are seen as being formed are conceived of as 
essentially non-repetitive individual acts of barter. . . . even after the introduction of 
money, the exchange process is conceived of as essentially one of barter in which it is 
the utility expected to be derived from, or preferences for, commodities that governs 
their exchange and not money as such. Money is basically a veil. (468–469; emphasis 
in the original)

The opposite is true, in the sense of Walras.
classics, who considered money theory as essential to and inseparable from 

economic theory, have discussed their reciprocal influence. One of Walras’s major 
and unique contributions is the integration of his money theory into his general-
equilibrium theory, which enabled him to consider the real economic and financial 
sector as one integrated system.2 Schumpeter (1954) stated,

In the same sense in which it is true to say that he [Walras] created economic statics, 
the modern theory of economic equilibrium, it is also true to say that he created the 
modern theory of money. In fact, his theory of money and credit is simply part of this 
general theory of economic equilibrium. (1082; see also Marget 1931, 1935)
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the majority of economists since Pareto, unfortunately, misunderstood and 
misinterpreted Walras’s general-equilibrium theory (Arrow and Hahn 1971; 
debreu 1959; Hicks 1939; morishima 1977; Patinkin 1989; van daal and Jolink 
1993; Walker 1983, 1996, 2006; Weintraub 1985), especially theory of money, and 
have been claiming that Walras’s theory is both incomplete and even wrong (Hicks 
1934), or that the problem of money is not discussed by him at all. Economists, who 
realized that Walras discussed the problem of money in his theory, are claiming that 
he failed in the integration of money in his general-equilibrium theory.3 therefore, 
they have been attempting to reconstruct and rewrite it. moreover, from the very 
beginning, Walras’s money theory is simply ignored.

crucial attribute of Walras’s money theory, which was completely misunderstood 
and was absolutely given up, and which yields serious confusion is the fact that 
Walras as well as Smith and marx considered two types of money, money as a 
medium of exchange, a measure of value and store of value where numéraire 
(money commodity) has to be served and money for circulation where either the 
money commodity numéraire (money commodity) or fiat money might be served. 
thus, there are two different prices for the money commodity: (a) when money 
commodity is used as a measure of value, its price equals 1; (b) when money 
commodity is used in circulation, its price equals the rate of interest. therefore, 
Nicholas’s (2012) following statements that

what Neoclassicals fail to appreciate because of their abstraction from money in the 

first instance is that the objective of exchange in money-based exchange systems is 

money and not other commodities. In a money-based exchange system it is money 

and not commodities that measures exchangeable worth and regulates exchange. It 

is money as a representative of general exchangeable worth and not specific worth 

(utility) that measures the exchangeable worth of commodities and regulate their 

changes. (469–470)

and

for Neoclassicals, when money is a commodity it has two intrinsic values, one which 

is the satisfaction derived from the particular usefulness of the commodity which is 

money and the other the services it provides as medium of exchange. It is assumed 

that individual optimization will cause the two intrinsic values of money to be equated. 

(476n33)

are erroneous.
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In contrast, in the works of most post-Walras economists, the economic and 
financial sectors are separated, and their authors have been claiming that money 
commodity (numéraire) is not money (Hicks 1967, 3).

therefore, it is not accidental that post-Walras’s money theory is generally 
considered one type of money—fiat money (davar 2011). moreover, in the 
modern general-equilibrium theory, money either disappeared or is considered in 
a very simplified form and with unrealistic assumptions.

Walras’s distinction between money commodity (numéraire) and money (for 
circulation) has been the cause of a certain amount of confusion (Negishi 1989). 
for example, there are many economists, among them Nicholas (vide supra), 
who claim that Walras’s general equilibrium theory is only a barter exchange 
economy and money does not play any role. the majority of authors identified 
fiat money with money and modern theory used only fiat money (friedman and 
Schwartz 1986; Woodford 2003). In addition, if we take into account the fact 
that the contemporary world economy is governed by fiat money, the issue of 
the relationship between numéraire and money becomes crucial not only in order 
to understand Walras’s monetary theory, but also to understand modern money 
theory in general.

So, classics distinguished between the functions of money and money as a 
service. money has the following functions: (1) measure of value, (2) medium 
of exchange (payment), (3) a store of value and (4) being used as world money. 
Walras, in his general-equilibrium theory, considered only the closed economy and 
therefore the last function of money was not discussed. the first three functions of 
money are carried out by the money commodity (numéraire), and it is used in such 
a role for all four economies. Walras (1954) used money as a service for lending 
and borrowing only for high-level economy—circulation and money (270).

Walras (1954) realized the property of money, as a service, entirely in the 
last economy, circulation and money, where money is also used as a service of 
circulation (317). this means that for the calculation of the cost of production of 
the produced goods, in the equation, the price of a certain product which is used as 
a circulation capital is determined as the price of the product itself multiplied by 
the price of money’s service, i.e., the rate of interest (davar 2014b).

So, according to Walras’s approach, there are two different types of money. the 
first type of money is used for accomplishing the functions of money, and its price 
is 1. the second type of money is used as its service for circulation, and its price 
is the rate of interest. Walras used fiat money only as the second type, while the 
money commodity (numéraire) might be used in both. In addition, it is necessary 
to stress that these types of money must be used simultaneously. this means 
that numéraire and fiat money ought to coexist and serve economic functions. 
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therefore, fiat money cannot substitute money commodity, i.e., fiat money cannot 
stand alone (davar 2011, 2014a). moreover, the quantity of fiat money is linked 
with the quantity of the money commodity used as numéraire (Smith 1937, 284; 
see also 288 and 290). marx went further and raised this postulate in the level of 
the law (marx 1959, chapter 3, Section c). from this, we might conclude that 
numéraire could be used instead of fiat money, but fiat money cannot serve as 
numéraire, i.e., fiat money never fulfills the first three functions of money in the 
general sense and therefore numéraire and fiat money must be used simultaneously.

the mutual exchange information between macro- and micro-economics 
continues as long as either general equilibrium is established, or it becomes clear 
the equilibrium is not achievable in the framework of assumptions and in light 
of the initial data, which is not varied during the iterative process of equilibrium 
establishment. However, if equilibrium might be established, individuals who find 
themselves out of equilibrium state might change their initial data (parameters of 
utility functions and the available quantities of services and products). In such 
a case, therefore, Walras considered reestablishment of equilibrium. Since such 
changing might have a permanent character, general equilibrium is never achieved, 
which means that real economics is in a constant state of disequilibrium. As Walras 
has repeatedly stated, “the state of equilibrium, to which real markets always tend 
without ever attaining it” (Walras 2005, 365; see also Walras 1954, 380). this 
means that applied theory deals with a situation when conditions of equilibrium 
are destroyed. In the world of pure theory where the regime of free competition 
is governed, such distortion will be automatically transformed to new equilibrium 
(davar 2008). But since in the real world, such markets as monopoly, oligopoly 
and free competition are involved, this kind of distortion would be persistent. 
In order to minimize this distortion of equilibrium, Walras (2005) proposed the 
State’s intervention (372–373). the important issue here is in which cases and to 
what degree must or should the State intervene (see Potier 1998).

So, Nicholas’s (2012) statements

Money is missing in the first instance because the processes of exchange in which prices 
are seen as being formed are conceived of as essentially non-repetitive individual acts of 
barter. . . . When money is then brought into the analysis it is to explain how generalized 
exchange takes place and why prices have a money form, but, as noted above, in a 
manner that does not affect the basic Neoclassical understanding of the exchange 
process and formation of prices. (467)

Money is basically a veil. (469)

are also not based on Walras’s theory, and they are also unfounded and incorrect.
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4. conclusion

In this comment, it was shown that Walras, one of the central figures among the 
Neoclassical school founders, describes a comprehensive theory of production, 
capital and money; hence, Nicholas’s main claims that the Neoclassical approach 
has a fundamentally flawed view of the determination of commodity prices 
because it conceives of them as being formed in the first instance in the process of 
exchange abstracting, in the sense of ignoring, production and money, are not based 
on Walras’s theory, and they are unfounded and incorrect, and hence such claims 
have been influencing negatively and retarding development to economic science.

notes

1. marx stated, “cAPItAl—Profit (Profit of Enterprise plus Interest), land—Ground-rent, labor—
Wages, this is the trinitarian formula which comprises all the secrets of the social process of production.” 
http://www.econlib.org/library/yPdBooks/marx/mrxcpc48.html#Part VII, chapter 48

2. “Walras’s ‘cash-balance’ theory of money is both valuable in itself and remarkable in the way it is 
integrated into his general equilibrium system” (Hutchison [1953] 1962, 209).

3. “In particular, the best-developed modern Walrasian general-equilibrium models cannot find room 
for money” (Bridel 1997).
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