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The Monetary Theory of Production

In mainstream economic theory money functions as an instrument for the
circulation of commodities or for keeping a stock of liquid wealth. In neither
case is it considered fundamental to the production of goods or the distri-
bution of income. Augusto Graziani challenges traditional theories of mon-
etary production, arguing that a modern economy based on credit cannot be
understood without a focus on the administration of credit flows. He argues
that market asset configuration depends not upon consumer preferences and
available technologies but on how money and credit are managed. A strong
exponent of the circulation theory of monetary production, Graziani presents
an original and perhaps controversial argument which will stimulate debate
on the topic.

Augusto Graziani is Professor of Economics in the University of Rome La
Sapienza. He is the author of Teoria Economica (4th edition, 2002).
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Federico Caffé Lectures

This series of annual lectures was initiated to honour the memory of Federico
Caffe. They are jointly sponsored by the Department of Public Economics at
the University of Rome, where Caffé held a chair from 1959 to 1987, and the
Bank of Italy, where he served for many years as an adviser. The publication
of the lectures will provide a vehicle for leading scholars in the economics
profession, and for the interested general reader, to reflect on the pressing
economic and social issues of the times.
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The present book reproduces, in an expanded and revised
version, the content of two lectures given in December 1998
in the Faculty of Economics of the University of Rome La
Sapienza, in the framework of the series of yearly lectures
dedicated to the memory of Federico Caffe. A first synthetic
presentation of the same ideas was published in 1989 as The
Theory of the Monetary Circuit, in the Thames Papers in
Political Economy series. A subsequent enlarged version was
published in Italian as La teoria monetaria della produzione
(Arezzo, Banca Popolare dell’Etruria, 1994).
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sity of Rome La Sapienza, and in particular to my colleagues
Domenico Tosato and Mario Tiberi, for inviting me to give
these lectures. Special thanks are due to Philip Arestis, at
the time editor of the Thames Papers in Political Economy,
who in 1988 first encouraged me to contribute a paper on the
theory of the monetary circuit.
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