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Frank Knight, a neo—-classical theorist and a central figure of the early liberal
Chicagoans who had a significant effect to the New Deal banking reform, insisted that
not only the unitary control of money supply by the federal institutions, but also the
positive and discretionary financial policy are necessary to mitigate business cycle
This study of his case for the discretionary monetary policy and against the liquidity
preference theory reveals the similarities and differences between Knight and Keynes or
Keynesian and later neo—liberal Chicagoans, and so illuminates the blind spots of the
conventional taxonomy about these “schools.”
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