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JR 
PREFACE 

This collection has had, as is no doubt typically the case, a longer gestation 

period than was anticipated when the project was conceived. Along the way I 

have reaped a bountiful intellectual harvest from my fellow authors, who were 

undaunted by the voluminous correspondence that emerged as we undertook to 

clarify our respective ideas. I thank them not only for the enthusiasm with which 

they responded to my invitation to participate, but also for their generosity in 

sharing their ideas with me and one another. A special word of thanks is surely 

due to Geoff Harcourt who, while he is not a contributor to this volume, helped 

in numerous ways to “get me settled in” during my first Cambridge visit. It was 

he who directed me to Dr. Michael Halls, curator of the King’s College 

Archives, whom I thank for so graciously accommodating my greatly time- 

constrained schedule for studying the Robinson papers. The usual caveat, of 

course, applies. Their assistance absolves them from responsibility for whatever 

shortcomings may become apparent in the final product. 

While an anthology such as this does not generally seek distinction for its 

bibliography, the present collection is an exception. I am particularly pleased to 

be able to include a bibliography that is the product of several years of research 

by Maria Cristina Marcuzzo. Marcuzzo’s Joan Robinson bibliography had al¬ 

ready been circulating informally among Robinson scholars, who had called my 

attention to it when I was beginning the present collection. Because it was not 

yet complete, she initially hesitated to make it available for publication. How¬ 

ever, good fortune later brought Marcuzzo from Italy to Harvard University, 

where she was able to complete her mammoth cataloging effort. Robinson schol¬ 

ars everywhere will profit from her painstaking work. 

I am also pleased to acknowledge the assistance of American Friends of Joan 

Robinson for providing the dust jacket photo. 

Ingrid H. Rima 

February 1991 
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CHAPTER ONE 

Introduction 

Ingrid H. Rima 

A second and more substantial wave of Joan Robinson tributes is now crowding 

upon the earlier and, understandably, briefer expressions of intellectual admira¬ 

tion and personal affection that marked her death the summer before her 80th 

birthday.1 These undertakings are testimony to the professional legacy Robinson 

left behind.2 Most economists know at least something of her work and the 

folklore that has come to surround it: her irreverence for established theory, her 

seemingly unquenchable zest for intellectual argument, doggedly pursued on the 

conviction that she was at least morally right, the sharpness of her wit (and often 

her tongue), along with her occasionally unconventional mode of dress and her 

enjoyment of nature. These are the aspects of the Robinson persona that made 

her something of a legend in her own time. Less well known is the depth of the 

despair she felt toward the end of her days and her disillusionment about the 

economics profession and her fellow economists. The source of her acute nega¬ 

tivism was that despite her best efforts to give direction to the profession’s 

perception of “What are the questions?’’ the majority (an important segment of 

which she lambasted as “bastard Keynesians”) not only resisted her persuasions 

regarding the essentials of Keynes’s revolution but, on many an occasion, re¬ 

sponded in kind to the tone of her adversarial style. 

Yet, less than a decade after her death the magnitude of the intellectual legacy 

she left is becoming more clearly defined even though it is not manifesting itself 

either in firm agreement about “What are the questions?” or in “coherence” in 

the thinking of those dissenting from the mainstream.3 

The discord between Robinson and the mainstream mounted as the neoclassi¬ 

cal synthesis swept over the profession during the 1960s. Especially after she 

vacated her Chair in Economics in the Faculty of Economics and Politics of the 

University of Cambridge in 1971 at age sixty-eight, much of her time and energy 

was given over to trying to stem its tide. Reflecting back on the decade of the 

1950s at Cambridge, when the Keynesian revolution was being consolidated and 

expanded, her agenda for the 1970s became what she saw as the ongoing chal¬ 

lenge to reeducate those whom she held responsible for returning economics to 

its pre-Keynes status because they perpetuated neoclassical approaches to eco- 

3 
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nomic theory. The invitation of the American Economic Association in 1971 to 

give the Richard T. Ely Lecture, during the presidency of John Kenneth Gal¬ 

braith, provided a unique and undoubtedly sweet opportunity to reiterate her 

message that economics was in the throes of a ‘ second crisis. Equally sweet 

must have been the delivery, in the same year, of the Presidential address to 

Section F (Economic Studies) of the British Association for the Advancement of 

Science. There were other honors: the University of Manchester Special Lectures 

in Economics in 1974; the delivery of the commencement address at the Univer¬ 

sity of Maine entitled “Morality and Economics” when she was seventy-one; 

her lecture at the Scarborough Campus of the University of Toronto in 1978, her 

honorary Doctor of Laws degree from Harvard in 1980, followed in the same 

year by her Notre Dame lecture on “Inflation and the Economic Crisis”; in 

1981, the Tanner Lecture on Human Values at the University of Utah; and on her 

final American visit in 1982, her fellowship at Williams College. The honors 

were many. Yet they failed to assuage the bitter disappointment that the Keynes¬ 

ian message she distilled and refined over the years was bearing such limited 

fruit, especially at MIT and Harvard. 
But she was not without champions, apostles, and kindred spirits, not all of 

whom were Keynesians. Besides Richard Kahn, Michal Kalecki, and Nicholas 

Kaldor, these were chiefly drawn from among their former pupils (which in¬ 

cluded a handful of Americans, Canadians, and Italians). Among the Americans, 

Sidney Weintraub, in particular, and later his students, eventually became the 

vanguard of the American post-Keynesian tradition. This group has taken on 

(with differences, of course) Robinson’s intellectual mantle. They have not only 

reiterated the Robinsonian critique of the mainstream (as have followers of 

Michal Kalecki and Piero Sraffa, though with important differences), but more 

importantly, they have developed an alternative paradigm to which Robinson 

was in large measure eventually willing to subscribe.4 Thus, toward the end of 

her life she was also accorded extraordinary respect, admiration, and even affec¬ 

tion from that segment of the economics profession, much of it American, that 

sought her out. 
This seems not to have been enough. Robinson became increasingly agitated 

that the majority of the profession subscribed to the neo-Walrasian paradigm, 

and that she had not made converts at the power seats of MIT and Harvard, for 

that was the task she seemed to have assigned herself. That she departed this life 

without the great intellectual victory she sought is sad. though there was surely 

hubris in the role into which she cast herself. Yet, the present “second wave” of 

Robinson tributes less than ten years after her death is testimony to the magni¬ 

tude of her post-Keynesian legacy. Her intellectual message has, indeed, gotten 

through, even if it has not been with the thunder-roll she so badly wanted. The 

present collection of essays celebrates Robinson’s great intellectual legacy, not 

only in laying the foundation for the post-Keynesian paradigm, but as a harbin¬ 

ger of the “other half” of Keynes’s revolution. 
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Unlike other current appreciations, which include tributes from the great and 

the near great of our profession, the present collection has a relatively narrow 

focus. It is neither an intellectual biography nor does it undertake to reexamine, 

from her Cambridge days forward, the details of Robinson’s long career. It 

remembers Joan far less on the basis of the close intellectual contact that was 

possible for Cambridge colleagues of the same generation or even one removed 

from it. Rather, it remembers Joan on the basis of the permanent legacy of her 

substantial literary output, enlivened, of course, by an oral tradition of remem¬ 

brances but only a few personal contacts with Mrs. Robinson herself. The au¬ 

thors of the present collection came to intellectual maturity long after the famous 

struggle to escape from Marshall and Pigou of the Robinson-Keynes genera¬ 

tion. They are, so to speak, “second-generation” and even “third-generation” 

post-Keynesians. If they also endured a struggle to escape, it was from the 

neo-Walrasian synthesis that dominated (and still dominates) the profession. But 
most of the authors who have contributed to this volume imbibed the orthodox 

critique early on, having studied either with Robinson herself before she retired 

in 1971 or with someone whose thinking Robinson substantially influenced, in 

particular, Lorie Tarshis or Sidney Weintraub. They thus take as their starting 

point the view that Walrasian equilibrium models cannot provide a viable micro- 

economic foundation for Keynes’s macroeconomics.5 Indeed, it is a common 

thread of the present collection of essays that their authors implicitly eschew the 

contemporary micro/macro dichotomy as a matter of principle. Though most 

recognize that the assumption of perfect competition underlies the General The¬ 

ory, the need for microfoundations that are realistic in the sense of incorporating 

increasing returns and imperfect competition is recognized as basic. For this, 

Robinson taught them they could draw on the work of Michal Kalecki (though 

Weintraub documents his independent development of the mark-up equation) 

and on recent research by industrial organization economists.6 Their chief con¬ 

cern is thus to understand the economic problems of the real world as it moves 
ahead into the 1990s. 

The contemporary monetary economies the present group of authors perceive 

are highly oligopolized and confront a future that is uncertain in the Keynes- 

Shackle sense. Thus, the pure competition, perfect-foresight, neutral-money 

models of the mainstream are thought to contribute little to our understanding, 

especially with respect to the phenomenon of economic growth that must be 

understood in an historical context as an ongoing process of erratic change. 

Markets—especially labor markets—do not automatically clear, so that unem¬ 

ployment may not only persist but is likely to become exacerbated by conven¬ 

tional “tight money” efforts to control inflation. Moreover, the problem of 

inflation emerges essentially as a struggle over relative income shares. Post- 

Keynesians of all persuasions generally agree that mass unemployment is neither 

the result of rational preferences to “consume” leisure, nor the painful price that 

must be paid if a sick economy is to “recover.” There is, of course, much 
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disagreement among Keynesians about policy, especially as it relates to coping 

with inflation and unemployment. 

Given the common threads articulated above, these essays have allowed each 

author to develop a refinement, extension or clarification of some aspect of their 

view of the Robinsonian message. The authors were given wide latitude. The 

editor dictated neither the specific topic to be explored nor that the treatment of 

the chosen topic conform to a preconceived standard of “Robinsonian econom¬ 

ics.” Thus, all of the variants of alternative post-Keynesian formulations— 

American post-Keynesian, post-Kalecki, post-Sraffa, post-Marx, post-Shackle, 

and post-Institutionalist—have gained admission as also building on Robinson’s 

legacy.7 There is a clearly discernible body of concepts and principles that re¬ 

flects Robinson’s intellectual concerns especially over the last twenty years of 

her lifetime, which coincides with the intellectual maturation of the second- and 

third-generation post-Keynesian scholars who contributed to this volume. 

The first chapter is, quite fittingly, an autobiographical appreciation written 

by Phyllis Deane at the time of Robinson’s death in 1983. Apart from their 

Cambridge association, Robinson and Deane served, along with Gautam Mathur, 

as editors of the Modem Cambridge Economics Series. Professor Deane’s mem¬ 

oir is the only direct link that this collection has to one of Robinson’s own 

colleagues. But it is an important link, for it was Professor Deane who encour¬ 

aged the present undertaking during a 1984 sabbatical semester I spent at Cam¬ 

bridge. In particular, she invited me to tea to meet Sir Austin Robinson, who 

gave the project his blessing to the extent of saying, “Joan would have appreci¬ 

ated an American post-Keynesian tribute.” It was also an occasion for meeting 

Professor Chakravarty who later sent a copy of his own “Appreciation” of her 
life and work. 

Among the points Sir Austin particularly wanted to recall that afternoon was 

Joan’s great concern with the social, moral, and political questions that are so 

frequently lost sight of in the abstract arguments of contemporary theorists. His 

explicitness on this point suggests that, without an understanding of Robinson’s 

values, one can have only a less than comprehensive appreciation of: (1) why she 

asked the questions she posed; (2) why she constructed or selected (as the case 

may be) the analytic tools she employed to try to answer these questions; and 

(3) why she formulated the particular answers that she developed. It is on this 

basis that Hans Jensen has chosen to focus on seeking out the foundations of 

Robinson’s theories and models rather than on theories and models per se. His 

chapter, “The Role of Values in the Economics of Joan Robinson,” interprets 

Robinson’s values under two headings, specifically ultimate values and instru¬ 

mental values. “Ultimate values” shaped her vision of how society ought to be 

organized to function in the future—a vision that, when she was still very young, 

induced her to become an economist, and that, as a mature scholar, she believed 

to be realizable. “Instrumental values” are reflected not only in her description 

of an economic reality plagued by multiple dilemmas, but also in her assessment 
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and critique of the neoclassical school and her discussion of policy options. 

Jensen’s search for the “prescientific” foundations on which Robinson erected 

her scientific” edifices thus provides a philosophical and epistemic perspective 
to the more technical papers that follow. 

Brian Loasby’s chapter, “Joan Robinson’s ‘Wrong Turning,’ ” also provides 

perspective, albeit from a methodological standpoint. It proceeds from 

Robinson’s well-known declaration that she “took the wrong turning” when she 

worked out The Economics of Imperfect Competition on static assumptions.” 

His reexamination of Robinson’s reflective comment leads him to explore the 

evolution of Robinson’s research program from its Marshallian origins, through 

Pigou and Sraffa, and eventually to her famous 1969 recantation. Of particular 

interest is Loasby’s highlighting of the difficulties, not only for Robinson but for 

all economists, of approaching the subject matter of economics as a study of 

forces that cause change and movement. This was Marshall’s real objective, yet 

he also perfected the static method. Thus, the method Robinson later came to see 

as a “wrong turning” was taken, Loasby maintains, at least partly because 

“Marshall had striven so hard to convince everyone that there was a single broad 

highway. As a result, in her first major book, Robinson became a pioneer in the 

axiomatic method, complete with warnings that theoretical analysis could not 

readily generate policy prescriptions. It is this methodological limitation that 

later provoked her to write her “shameless fudge” preface to the second edition 
of Imperfect Competition (1969). 

For Loasby, writing with a deep understanding and appreciation of George 

Shackle’s insight into the nature and meaning of uncertainty as the impossibility 

of foreknowledge, Robinson’s “tangency solution” was, perhaps, a more griev¬ 

ous sin, at least from a methodological perspective, than Robinson’s “fudge 

admission records. She was, of course, soon to recognize the importance of 

uncertainty—not in connection with the value problem, but in her critique of 
general equilibrium theory. 

Robinson was making her “wrong turning” in 1933 when her mind and heart 

had already become attracted to Keynes’s aggregate demand theory. The attrac¬ 

tion was fatal in the sense that she had taken on the self-set task of “generalizing 

the general theory.” Especially important in this connection is her equilibrium 

versus history perspective, which she clearly did not have when she undertook 

Imperfect Competition. Given this “starting point,” Larry Levine’s chapter, 

“Joan Robinson: Journeys into Heterodoxy,” provides fresh perspective about 

the ambivalence of her intellectual kinship with Marshall, which also led her to 

destinations removed from the neoclassical tradition. In particular, her intellec¬ 

tual journeys brought her into close touch with Sraffa and von Neumann via the 

notion of a supply-side determined set of relative commodity prices. Also linking 

her to Sraffa is her rejection of the neoclassical production function and the 

marginal productivity approach to the theory of factor pricing and income distri¬ 

bution. Finally, Levine wishes to emphasize that while her chief concern became 
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the behavior of the economy in conditions of uncertainty, she also saw that “it is 

equally necessary to apply it to so-called micro-economics, and the behavior of 

markets.” The latter concern, as has already been noted, reiterates Loasby’s 

“missed opportunity” view concerning the profession’s research program. 

The central question of “time” in economics is explored further by Meyer 

Burstein, whose critical point is that the equilibrium theory Robinson under¬ 

mines is that of Walras, Hicks, the neoclassical synthesis implicit in “IS/LM,” 

and prospectively, new classical macroeconomics, but not that of Marshall, 

Wicksell, or Hayek. Nevertheless, he would have us remember Joan Robinson 

for having been the first writer fully to understand that because the time concept 

inherent in tatonnement is “logical” time, “rigorous” general equilibrium mod¬ 

els cannot be related to a real world that moves forward in calendar time. 

Bearing in mind Robinson’s concerns about history, time, and uncertainty, 

which are shared by post-Keynesians generally, J. S. Metcalfe and Ian Steedman 

draw attention to the issue of stock-flow (in-)consistencies that arise in IS/LM 

analysis. They thus offer the notion of “coherent equilibrium,” suggesting that 

this concept is free from stock-flow inconsistencies, although it remains vulnera¬ 

ble to unfulfilled expectations. While some economists may take the position 

that no IS or LM schedule can have a determinate position because of the 

volatility of expectations, Metcalfe and Steedman maintain that the general state 

of expectations is not typically in a state of turmoil. Thus they propose that their 

notion of “coherent equilibrium” offers a way of understanding many actual 

economic situations, even though they agree that there may well be periods of 

expectations changing so rapidly and with such confusion that they will not be 

amenable to any formal method of analysis. 
Krishna Bharadwaj, whose theme is also history versus equilibrium but whose 

roots are in the Sraffian tradition, proceeds from a fundamentally different per¬ 

spective. Unlike Levine and Burstein, she maintains that the fault of neoclassical 

theory lies deeper than method; it lies in “the basic limitations of the theory’s 

approach and framework.” While most post-Keynesians subscribe to the funda¬ 

mentals on which she criticizes neoclassical equilibrium theory, some will part 

company with her concerning the superiority of adopting Sraffa’s view (1960) of 

circular production as contrasted with the one-way avenue of the neoclassical. 

Like Bharadwaj, they are likely to be in fundamental agreement with Robinson’s 

criticism of conventional equilibrium analysis for envisioning demand and sup¬ 

ply forces as capable of producing equilibrium. Yet not everyone is prepared to 

embrace the classical theory of value and distribution as the alternative choice 

for reasons of its greater “openness” to accommodate historical changes. How 

to capture the infinite variety of historical change within the framework of de¬ 

ductive analysis remains, in Bharadwaj’s view, a major unresolved methodologi¬ 

cal problem, for “even in the simplest case of certainty and fulfilled 

expectations, neoclassical theory has no ground left to stand upon.” Bharadwaj 

is deeply appreciative that Joan Robinson not only understood this, but also that 
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she was fully cognizant of the need to study the dynamics of irreversible pro¬ 

cesses working through time. Yet, she finds fault with Robinson’s “solution” of 

“leaving equilibrium analysis behind” so that the problem may be approached 

as a historical process of “lurching from one out-of-equilibrium position to 

another. What is needed, Bharadwaj insists, is an analytical structure that, like 

that of the classical authors, keeps open the possibility of incorporating the whole 

spectrum of forces that shape not only production, exchange, and distribution activi¬ 

ties, but also the social relations through which their participants are linked. 

The relationship between the history versus equilibrium question and the capital 

controversy—especially the “unimportance of reswitching” view to which Robinson 

was eventually led—is reviewed from a different perspective by Jan Kregel, a 

former Robinson student. Among other points, Kregel especially underscores 
that much of Robinson’s positive contribution to exploring the relationship be¬ 

tween growth and technical progress has been obscured by the controversy 

stirred up by her debate with neoclassical growth theorists. He also finds it 

“unfortunate” that Robinson’s criticisms of neoclassical theory have become 

linked so closely to Sraffa s critique, when the two are, in fact, entirely 
independent. 

The significance of the passage of time is addressed from still another per¬ 

spective by Harvey Gram, whose chapter, “Value and Capital, Robinson Style,” 

finds that the key to understanding the capital theory controversy lies in recog¬ 

nizing a distinction between two theories of relative prices—the Walrasian or 

pure exchange model of supply and demand, and the alternative “normal price” 

model of Marx, Marshall, Sraffa, and von Neumann. The former does not admit 

a concept of capital and so does not allow us to ask what determines the distribu¬ 

tion of income between work and property. As soon as the Keynesian theory of 

the short period is extended to encompass accumulation, the meaning of capital 

needs to be considered. The “measurement controversy” was an unfortunate 

detour that drew attention away from the critical question that relates to the 

meaning of capital. Capital cannot be treated analogously with labor and land, as 

it is in neoclassical theory. Robinson’s key point is that to vary the amount of 

capital is tantamount to altering the entire production process, and it is not at all 

clear what the effect on the rate of profit will be. The neoclassical theory of 

scarcity and substitution cannot be pressed into service to grapple with the forces 

behind accumulation, for neoclassical theory misconstrues not only capital but 

also the income that derives from its ownership, as distinct from the income 
derived from labor. 

While Robinson eventually concluded that it is the “meaning” of capital that 

should concern us, the question of measurement continues to command attention. 

Thus, Edward M. Miller revisits the measurement controversy and poses the 

question, in what units is capital to be measured? The question has on-going 

relevance, for it is implicit in empirical growth accounting and productivity 
estimates. 
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Returning to Professor Solow’s exchange with Robinson, which proposed a 

simple formula for calculating the output growth attributable to the growth of 

capital inputs per capita, Miller notes that the specific unit in which capital is to 

be measured is not identified, presumably in order to side-step disputes about 

measurement. Yet Miller suggests that weighting different vintages by marginal 

product or rent can make Solow’s growth-accounting formula workable. Those 

engaged in growth accounting, among them Denison and the Department of 

Labor, have not understood that the concept of capital services required for 

growth accounting cannot be used for studies of factor inputs, including invest¬ 

ment studies. While capital can be defined to preserve strict quasi-concavity, this 

is not suitable for many other purposes, such as growth accounting. A fundamen¬ 

tal criticism of neoclassical economics follows since all of its results cannot hold 

if one is consistent in the definition of capital. This difficulty arises precisely 

because capital is not malleable (i.e., there are no “leets”). Quality differences 

among capital outputs, as well as other factors, imply that analogous problems 

arise with respect to predicting what are the inputs that a cost-minimizing firm 

will use. 

Robinson’s emphasis that it is the meaning rather than the measurement of 

capital that is her essential concern is part and parcel of the critical distinction 

she makes between income from property and income from work. This distinc¬ 

tion has become the basis for an analogous distinction between exchange and 

production activities. Thus, Geoffrey M. Hodgson takes as his starting point the 

conventional view that these distinctions are quite trivial. It is the inappropriate¬ 

ness of scuttling the distinction between exchange and production and between 

income from work and income from property that Hodgson wishes to challenge 

in his “Marx after Robinson” chapter. Drawing on two burgeoning bodies of 

contemporary literature—specifically, information and uncertainty theory and 

contract and organizational theory—Hodgson argues that they reflect “a mod¬ 

ernization of some of the key themes of the economics of Marx, with the intro¬ 

duction of uncertainty in the sense of Knight or Keynes.” These developments, 

Hodgson argues, sustain Robinson’s “constant reminders of the stature and com¬ 

plementarity of Keynes and Marx as economists.” 

Omar F. Hamouda’s study of “Joan Robinson’s Post-Keynesianism” under¬ 

takes the exploration of multiple intellectual bridges that link the work of con¬ 

temporary post-Keynesians to one another and to Robinson. Whether their 

component parts can ever become integrated into what Hamouda terms a “fully 

coherent synthetic way of thinking in economics” of course remains for future 

determination. A clear source of difficulty, as Robinson was well aware, is “the 

competing influences that derive from two such apparently incompatible sources 

as Piero Sraffa’s interpretation of Ricardo and Michal Kalecki’s interpretation of 

the theory of employment.” This competition did not, in Robinson’s view, inevi¬ 

tably preclude a possible synthesis of ideas. It is precisely because the develop¬ 

ment of economic theory is an ongoing process that it appropriately draws on the 
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work of writers of different periods to address particular issues. Thus, Hamouda 

credits Robinson with her efforts to bring (albeit with only limited success) three 

strands of thinking—specifically, the Marshall-Keynes strand, the Marx- 
Ricardo-Sraffa strand and the Marx-Kalecki strand—“under the umbrella of 
post-Keynesian economics.” 

The phenomenon of inflation has sparked a very large post-Keynesian litera¬ 
ture, much of it centering on the causes of inflation and the mark-up equation as 

an alternative to the quantity equation. In order to reexamine this longstanding 

controversy, Edward Nell’s chapter, “The Quantity Theory and the Mark-up 

Equation,” returns to Robinson’s pithy observation that “the archetypal quantity 

theory formula MV = PY, like any identity, must have its terms defined in such a 

way as to make it hold.” Thus, Nell argues that if it is valid to interpret the 

money supply as being generated endogenously by business demands for funds 

to cover working capital needs, principally for the wage bill, it can be demon¬ 

strated that the quantity equation is simply another way of writing the mark-up 

equation. That is, given an endogenous money supply, the quantity equation is 

simply a reflection of the forces that determine the mark-up. More to the point 

with respect to understanding causality, in Nell’s view, is that “money doesn’t 

drive anything, it adjusts. . . . What drives the system is the ratio between the 

speed of production and the speed with which money is spent.” 

Robinson anticipated that the next major theoretical issue to confront econo¬ 
mists will revolve about the income share question. The issues that are likely to 

be raised will be of such magnitude as to constitute a “second revolution,” 

which is likely to meet with even greater resistance than Keynes’s first revolu¬ 

tion for, in contrast to the relatively benign marginal productivity view of income 

distribution, there are political implications inherent in the distributional aspects 

of the wage-cost mark-up hypothesis. Robinson has made important contribu¬ 

tions towards catalyzing this still-to-be-realized revolution, as Ingrid H. Rima’s 

chapter, “Robinson and the ‘Other Half’ of the Keynesian Revolution,” under¬ 

takes to articulate. While the “high theory” revolution which Shackle so bril¬ 

liantly interpreted was essentially intellectual, “the other half of Keynes’s 

revolution” cannot be in the realm of pure theory alone for it will also involve 

politics and ideology. Thus, the signposts with which Robinson marked the way 

for those who would follow led her in the direction of the classical or surplus 

view of distribution. To this she added the Kaleckian interpretation that the wage 

share varies inversely with the “degree of monopoly,” and that wages rather 

than profits are the residual category of income. This is clearly a model intended 

to be useful for examining a variety of politically related questions that Robinson 
chided the profession for evading. 

As is well known, the generalization of the General Theory to incorporate a 

foreign trade sector was among Robinson’s contributions to the first half of 

Keynes’s revolution. Later, the distinction between capital as equipment and 

materials and as “command over finance” was seen also to be relevant to 
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foreign investment. Thus, Robinson noted that while the historical function of 

exports was to acquire imports, the objective of contemporary neomercantilism 

is to cultivate exports to acquire “sterile money.” This is an objective that has 
still-to-be-examined implications. Building on Robinson’s earlier insights, Rima 

concludes that the aspirations of the more recently industrialized countries to 

pursue export-led growth is likely to exacerbate the conflict between receivers of 

labor and nonlabor income in import surplus economies, in much the same way 

as inflation. But beyond this, it may also predispose import surplus economies to 

underemployment in the long run, as well as in the short run. If this becomes the 

case, as Rima’s joining of the Robinson-Kaldor-Keynes insights to neomer- 

cantilistic practices suggests, large and sustained import surpluses may prove a 

vehicle that leads, in terms of Robinson’s growth-age taxonomy, to a “leaden 

age” as the likely long-run counterpart to Keynes’s short-run underemployment 

equilibrium. 
The next two papers address aspects of Robinson’s seminal contribution to 

growth theory. The first, “Investment in Post-Keynesian Growth Theory” by 

Chidem Kurdas, tackles the question of the time period implications that are 

inherent in post-Keynesian growth theory in consequence of the process of capi¬ 

tal formation and their relationship to the income shares. Given the “stylized 

fact” of the secular stability between labor and property incomes, post-Keynesian 

growth theories, among them Robinson’s, link these shares to the accumulation 

rate that derives from investment driven by “animal spirits,” which generates 

cyclical rather than secular phenomena. Kurdas thus views Robinson’s analysis 

of investment as inconsistent with her conception of the secular growth process 

and the long-term stability of the income shares. What appears to be needed, 

Kurdas urges, is a more systematic study of the factors underlying investment 

spending. We cannot, she argues, proceed further without entering into the “dark 

room” of capital formation. 
The phenomenon of capital accumulation necessarily also raises questions 

about the choice of technique and how it is related to the rate of profit. 

Robinson’s concern about the effects of technical progress was that it might 

generate structural imbalances that compromise the steady rate of profit that is a 

prerequisite to a steady rate of accumulation. Marxian theorists have suggested 

analogous scenarios predicated on the possibility of capital-intensifying, labor- 

saving technical change. They have not, as yet, developed models that undertake 

to link their technical change analyses to choices being made at the microlevel. 

This omission prompts David Laibman to develop a micro rational choice model 

that is both Robinsonian, in that it reflects a response to endogenous economic 

forces, and Marxian, in that it is consistent with technical changes biased in the 

Marxian direction, i.e., it is labor-saving. While his aggregative one-good model 

is admittedly austere, he is able to show that under parameter values likely to be 

realistic, technical changes can lead to a deteriorating trade-off between the wage 

share in output and the rate of profit. This generalization is thus very much in the 
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Robinsonian tradition of undertaking to grapple with possible sources of structural 

imbalance that predispose capitalist economies to instability and long-term crisis. 

Finally, we ask what has so often been asked: Why was Joan Robinson, who 

was many times over nominated for a Nobel Prize in Economics, never the 

recipient of that coveted honor? Marjorie S. Turner provides us with a retrospec¬ 

tive about the process by which Nobel laureates are selected in the economics 

field. She also speculates what might have been the relevance of Robinson’s 

gender, her politics, her lack of interest in general equilibrium and welfare the¬ 

ory, her preference for literary rather than mathematical forms of communica¬ 

tion, and perhaps most of all, her constant barrage of criticism against 
mainstream theory in depriving her of that singular honor. 

Was this criticism so voluminous or its fury so intense that it overwhelmed 
everything else? While it is for her critiques of the mainstream (and, of course. 

The Economics of Imperfect Competition) that Robinson is best known, her 

legacy is by no means only, or even chiefly, one of destruction. That Robinson 

did provide “shoulders” on which other scholars are now standing is attested to 

by the papers in this volume, which reflect the positive aspects of her work: 
helping to build an alternative to the neoclassical paradigm. 

Notes 

1. Chakravarty, 1983; Gram and Walsh, 1983; Asimakopulos, 1984; Harcourt, 1979; 
Deane, 1984. 

2. Feiwell, 1989a, 1989b; Turner, 1989; Marcuzzo, 1985. 
3. Hamouda and Harcourt, 1988, pp. 1-33. 
4. Turner, 1989, p. 193. 

5. It it perhaps relevant that others besides post-Keynesians agree on this matter, 
among them Frank Hahn, Robert Solow, and Paul Samuelson. 

6. Sidney Weintraub, 1981, p. 12, n. 2. 

7. Brian Loasby, noting that there is some common ground between Keynes and the 
Austrians, suggested in our correspondence that there are, no doubt, also Austrian insights 
in Robinson’s work. That none of the papers in this volume reflects this is, perhaps, still 
another manifestation of the fragmentation among those who dissent from the mainstream 
on whatever grounds. 
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CHAPTER TWO 

Joan Robinson (1903-1983) 

A Biographical Memoir 

Phyllis Deane 

Joan Robinson was the daughter of a famous major-general. Sir Frederick Mau¬ 

rice, and the descendant of two distinguished Cambridge scholars. Her great¬ 

grandfather was F. D. Maurice, the Christian socialist who was a formidable 

intellectual influence on English nineteenth-century academics, and her grandfa¬ 

ther Frederick Marsh was professor of surgery and Master of Downing College, 

Cambridge. She went from St. Paul’s, the leading London girls’ public school, to 

Girton College in 1922 to read for the Economics Tripos at a time when the 

Cambridge School, inspired by Alfred Marshall, was enjoying an unsurpassed 

international reputation. As a woman, she was not a full member of the Univer¬ 

sity and was not admitted until 1948 to the degree she had earned in 1925. This 

quaint circumstance in no way impeded her rapid acceptance as an equal into an 

outstanding economic community that by the later 1920s included among its 

stars J. M. Keynes, A. C. Pigou, D. H. Robertson, E. A. G. Robinson (whom she 

married in 1926), and P. Sraffa, and that was already attracting a dazzling stream 

of talented visitors from the world’s leading universities. She became assistant 

lecturer in economics in 1931, lecturer in 1937, reader in 1949, and professor in 

1965. From the early 1950s up to the illness that led to her death in 1983 she 

was the Cambridge School’s most charismatic teacher of students (especially 

keen graduate students) and its most devastating critic of economic orthodoxy in 

all its forms—whether neoclassical or Marxist or “bastard Keynesian” (to use 

her own term for those who reconstructed the Keynesian revolution in the post- 
World War II era). 

Joan Robinson’s path-breaking contributions to modem economics were pri¬ 

marily in the area of economic theory. Assessing them is made more difficult by 

her own readiness to diminish the novelty of her own ideas (she always began 

her most innovative monographs with generous tributes to those who had pointed 

Reprinted courtesy of American Philosophical Society Yearbook 1984. 
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her in new directions) and then to dismiss her past writings as “wrongheaded” 

as soon as she had moved on in the unremitting search for economic truth. Fierce 

though she was in her determination to slip the shackles of economic dogma, she 

always worked within a discipline, as a member of an economic community, the 

rules of whose game she recognized and respected. It was one of the special 

strengths of her own analyses, and one of the most important lessons she passed 
on to her students, that she punctiliously spelled out the assumptions and defined 

the concepts on which her theories hinged. 

Her first major work, The Economics of Imperfect Competition (1933), was 

designed as a formal contribution to the Marshallian theory of value. It followed 

a seminal article by Piero Sraffa (Economic Journal 1926), which revealed the 

logical flaws associated with the conventional assumption of perfect competi¬ 

tion, and using the familiar Marshallian techniques of partial equilibrium analy¬ 

sis, Mrs. Robinson showed that it was possible to dispense with that unrealistic 

assumption (moving it to the innocuous situation of a special case) by focusing 

not on the conditions of equilibrium of an industry but on those of the firm. 

Unlike E. H. Chamberlin (whose Theory of Monopolistic Competition was inde¬ 

pendently conceived and also published in 1933), Mrs. Robinson did not present 

her response to the debate as a revolutionary new paradigm, but as a contribution 

to an ongoing research program. Indeed, her solution (which was basically sim¬ 

ilar in form and implications to that of Chamberlin) did not seem as revolution¬ 

ary to her British colleagues as Chamberlin’s did to American economists. Her 

Economic Journal reviewer, Gerald Shove, for example, himself an active par¬ 

ticipant in the program to reconstruct the Marshallian theory of value, was less 

impressed by her theoretical results than by her distinctively rigorous technique 

of analysis. With hindsight one can see that this is where she blazed the trail for a 

powerful new system of economic theorizing, the model-building approach. 

Generations of students since 1933 have read The Economics of Imperfect Com¬ 

petition, with its systematically specified assumptions and concepts and its magi¬ 

cal geometrical illustrations of the behavior patterns of the model firm, as their 

blueprint for building their own engines of economic thought. Characteristically, 

however, having done exactly what she set out to do, viz., “to demonstrate that 

the output and price of a single commodity can be conducted by a technique 

based upon individual decisions,” she ended with the kind of disclaimer that 

relatively few subsequent model builders have been candid enough to make 
explicit: 

The reader who is interested in results immediately applicable to the real world 
has every right to complain that these tools are of little use to him. The knives 
are of bone and the hammers of wood, only capable of cutting paper and 
driving pins into cardboard. But the analytical economist who is prepared to 
work stage by stage towards the still far-distant ideal of constructing an analy¬ 
sis which will be capable of solving the problems presented by the real world 
may perhaps find in this toolbox some implements which will serve his turn. 



BIOGRAPHICAL MEMOIR 17 

By the early 1930s, then, Joan Robinson was an active member of the small 

group of high theorists (mainly in Cambridge but also in Oxford and London) 

who were deeply concerned by the inadequacy for current policy problems of the 

orthodox system of Marshallian theory in which they had all been educated. 

They were committed to the goal of reconstructing it along more useful lines. 

When J. M. Keynes embarked on his “long struggle of escape from habitual 

modes of thought and expression” in a bid to “largely revolutionize ... the way 

the world thinks about economic problems,” it was this group, sometimes called 

the Cambridge circus, ’ that actively encouraged and criticized his efforts. In 

time he submitted to them the proofs of his General Theory of Employment, 

Interest and Money (1936) before releasing it to the world at large. They were 

young enough to stomach the economic heresies he proposed and self-confident 

enough to shoot down arguments that seemed untenable. Along with the other 

members of the “circus” (the nucleus of which included Roy Harrod, Richard 

Kahn, James Meade, Austin Robinson, and Piero Sraffa), Joan Robinson played 
a constructive role in the Keynesian Revolution. 

She played an even more significant role in its acceptance, largely by virtue 

of her special talent for expressing unfamiliar or complex arguments in lively, 

lucid, and unpretentious prose. For the General Theory, the bible of the “new 

economics” that came out of the Keynesian Revolution, was not an easy book 

for the profession to digest. It actually proved easier for students, who were in 

Keynes’s words “not properly brought up,” to swallow than it did for their 

teachers. In essence, Joan Robinson’s Introduction to the Theory of Employment 

(1937) was the first and easily the most perceptive of the numerous texts that set 

out to distill the essence of the Keynesian theoretical framework. Nor was this 

merely an exercise in popularization, for she went on to identify some of the 

critical implications for orthodox economic theory of the new approach. 

A few years later, having spent some time mastering Marx’s convoluted 

economics, Joan Robinson set out to expound the essentials of his theory from a 

Keynesian perspective. To this end she published in 1942 her Essay on Marxian 

Economics. The problem she encountered here was a wall of prejudice, for 

neither the professionals, nor those they advised, nor indeed modem Marxists, 

were yet ready to dissociate Marx’s pure economic theory from his political 

doctrines. So although she found a receptive audience among the students who 

were still doctrinally fancy-free, the majority of her readers enjoyed the limpid 

prose and missed the serious message. In effect, while the leading economic 

theorists were endeavoring to reconcile a Keynesian system designed to analyze 

the short-term problems of an economy suffering from persistent unemployment, 

with a classical system that assumed a persistent tendency towards long-term 

equilibrium (a self-regulating economy), Mrs. Robinson was searching for ways 

of escaping altogether from the unrealistic assumptions of equilibrium theory and 

of dynamizing the Keynesian model. “For me,” she was to write later, “the main 

message of Marx was the need to think in terms of history, not of equilibrium.” 



18 PHYLLIS DEANE 

Through the 1940s and 1950s the main theme of Joan Robinson’s self- 

imposed research program was the creation of a theory appropriate to the analy¬ 

sis of a dynamic economic system. In the preface to The Rate of Interest and 

Other Essays (1952, republished in 1979 as The Generalisation of the General 

Theory and other Essays), she defined her terms of reference thus: “The charac¬ 

teristic of dynamic analysis in the sense intended here, is that it cannot explain 

how an economy behaves in given conditions without reference to past history.” 

The message she was concerned above all to get across was that “the concept of 

equilibrium is incompatible with history. It is a metaphor based on movements in 

space applied to processes taking place in time. In space it is possible to go to 

and fro and to remedy misdirections, but in time, every day, the past is irrevoca¬ 

ble and the future unknown.” Four years later, in 1956, she broke new ground in 

dynamic theory with The Accumulation of Capital. Again her tour de force was 

an impeccable example of the model-building approach to economic theorizing. 

What she did was model the internal relationships of a capitalist economy in a 

state of steady growth (a golden age) and use that as the framework against 

which to explore the consequences of departures from steady growth. By 1956 

macroeconomic model building was high fashion for economic theorists and 

their students, Keynesian economics was the current orthodoxy for macro- 

economic analysis, and the commitment of government policy makers to pro¬ 

moting economic growth had caused an upsurge of academic interest in growth 

theory. The new orthodoxy, however, was based on a synthesis of Keynesian 

macroeconomics and neoclassical microeconomics (“bastard Keynesianism,” 

which had moved a long way from Keynes’s General Theory). Most model 

builders were more interested in devising predictive econometric models than in 

“engines of thought.” The production function models that were all the rage 

were unequivocally based on traditional neoclassical assumptions and concepts. 

The result was that modem growth theory developed along two disparate 

lines. One deployed Keynesian national income techniques within a mathemati¬ 

cally sophisticated equilibrium framework of analysis, while the other worked on 

causal models designed to apply to a world where the rules governing human 

behavior change through time and differ as between social groups. In the meth¬ 

odological and doctrinal disputes between protagonists of the two approaches, 

Joan Robinson was an uncompromising advocate for the Keynesianism that 

rejected the notion that the economy was inherently self-regulating. She repudi¬ 

ated her own Economics of Imperfect Competition in the preface to the 1969 

edition of what had become an economic classic. She contributed brilliantly to a 

succession of rousing debates on pure theory with the exponents of the new 

orthodoxy. A long string of collected essays and articles was thereby added to 

the student reading lists. Leading economists who were justifiably irritated by 

her persistent propensity to attribute economic fallacies to her opponents on 

inadequate grounds, were nevertheless forced by her theoretical insights and 

incisive arguments to engage in running debates with her in the learned journals. 
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Apart from her works on pure theory, which have set Joan Robinson among 

the giants of economic thought, she wrote (to an increasing extent in her later 

years) on many subjects of direct interest to a wider audience, e.g., on philosoph¬ 

ical or moral aspects of economics, on economic management in modern China, 

and on problems of less-developed countries generally. She also collaborated 

with John Eatwell on an Introduction to Modern Economics (1979). Younger 

colleagues in Cambridge and elsewhere who followed Keynes’s example in 

giving her their magna opera to read, found that her forthright and constructive 
criticisms immensely improved the logic and lucidity of the final product. 

Despite her analytical qualities, however, her ability to expound abstract eco¬ 

nomic theory in sparkling prose, and her prolific pen, it was through her direct 

personal contact with generations of students, particularly research students, that 
Joan Robinson’s influence on twentieth-century economic thought has probably 

been most profound and extensive. In the heady, booming, economics faculties 

of the 1950s and 1960s her reputation as a rebel against orthodox economic 

doctrine of all kinds spread worldwide. She listened to and argued with newcom¬ 

ers to the discipline as though they were her intellectual peers, a daunting experi¬ 

ence for some, but exhilarating for those who were as dedicated as she to finding 

new and effective ways of thinking about urgent policy problems. Always ap¬ 

proachable, if rarely ingratiating, she charmed students and academics from 

developing countries by her passionate concern with problems of inequality 

within and between nations and by her eagerness to leam about, and put her 

mind to, their distinctive regional problems. Joan Robinson never founded any¬ 

thing so rigid as a school of economic thought, but few of the many young 

professionals who had come to sit at her feet in Cambridge, or who took the 

opportunity to spar with her on her frequent visits to other universities, failed to 

respond to a mind that refused to be confined by conventional techniques of 
economic analysis. 
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CHAPTER THREE 

The Role of Values in the Economics 
of Joan Robinson 

Hans E. Jensen 

In her Economic Philosophy, Joan Robinson observed that “it is not possible to 

describe [a particular economic] system without moral judgments creeping in.”1 

Thus being in agreement with John Maynard Keynes that “economics is essen¬ 

tially a moral science . . . [that] employs . . . judgments of value,”2 Robinson 

admonished her fellow economists “to combat, not foster, the ideology which 

pretends that values which can be measured in terms of money are the only ones 
that ought to count.”3 

Values enter at two different levels in Robinson’s work: in her vision and in 

her conceptualized reality. Because these two mental constructs constitute the 

motivational element for her studies and the universe into which she inquired, 

respectively, an investigation of the place and role of values in the two compart¬ 

ments provides some clues as to (1) why Robinson asked the questions she 

posed, (2) why she pursued her economic analyses in the way she did, and (3) why 
she arrived at certain of her answers.4 

Because of their centrality, I begin with a brief discussion of the meaning I 
attach to the terms value, vision, ideology, and conceptualized reality. 

Values, Vision, Ideology, and Reality 

As used in this paper, the term “value,” or “values,” relates to the concept of 

“value judgments” in the sense of “arguments of what ought to be.” Following 

Schumpeter, value judgments are interpreted to involve “moral or cultural ap¬ 

praisals of institutions.”5 In other words, a value is the result of a process of 

assessment in the course of which a “judgment [is made] on the goodness or 

otherwise” of a particular object, proposition, act, or outcome of an act.6 Thus, 

values pertain to evaluationally established “ends-in-view,”7 as well as to the 

judgmentally selected instruments or “ ‘means’ of achieving these [final] 

goals.”8 The “final and instrumental values” are formulated on a “temporal 

continuum of activities,” however, “in which each successive stage is equally 

20 
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end and means. It is an “end in so far as it is temporarily and relatively a close; 

a means, in so far as it provides a condition to be taken into account in further 
activity.”9 

Values are closely associated with the vision an economist formulates of the 

potentially good society. Hence I use the term “vision” in Alfred Marshall’s 

sense of a “hopeful view of the possibilities of human progress” in the, future}0 

rather than in the Schumpeterian sense of “vision of economic reality” as it 

exists today.11 A vision is a blend of two closely related components. It includes 

a set of wish-images” u that specifies how the socioeconomic order ought to be 

shaped, organized, and functioning in the future. It also encapsulates a histori¬ 

cally conditioned view of society as an organism that contains the prerequisites 

for a realization of the “ideal [future] conditions of social life.”13 As this phrase¬ 
ology indicates, a vision is “ideological almost by definition.”14 

But what is meant by “ideology?” This is a term that has been “thoroughly 

muddied 15 by the ‘wide range of definitions to which the concept is commonly 

subjected.”16 A conception of ideology that seems useful in connection with 

Robinson’s work is that values are the substance of ideology. Simply put, ideol¬ 

ogy is a cluster of values}1 These values are of two kinds. One consists of 

ultimate values (a la John Dewey’s “final” values)18 that specify how an ideal 

social system ought to be structured and functioning. The ultimate values of a 

reform-oriented economist, which Robinson certainly was, are absorbed chiefly 

from the intellectual and socioeconomic environment that prevailed during the 

intellectually formative years of such a person. The values in the second group 

are instrumental values (a la Dewey’s version)19 in the sense that their realization 

serves as a means to the achievement of the ultimate values. Most instrumental 

values are formed judgmentally by the economist in question. 

It would seem, therefore, that “[ideologies are pervaded with values”20 and 

that visions are permeated with value-laden ideologies. Values and ideologies 

are not restricted to an economist’s vision, however. They are also present in 

those apparent aspects of the world that a particular economist chooses to study. 

That is so because the socioeconomic actuality in which such an economist lives 

cannot “be ‘known’ in the same way as natural objects get to be ‘known.’ ”21 To 

analyze economic phenomena, an economist is therefore forced to substitute 

something knowable for the essentially unknowable actuality. This knowable entele- 

chy, which constitutes the “prescientific” foundation22 of a reform-oriented 

economist’s analytic work, may be called a “conceptualized reality.”23 By real¬ 

ity, therefore, I understand an economist’s mentally formulated approximation 

to, or her/his image of, the actual socioeconomic order and thus a proxy for that 
order. 

Robinson was the first one to admit that her economics was based on “ideo¬ 

logical proposition^]” that she equated with “[metaphysical propositions.” 

However, her “metaphysical statements are not without contents. They express a 

point of view and . . . provide a quarry from which hypotheses can be drawn. 
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They do not belong to the realm of science and yet they are necessary to it. 

Without them we would not know what it is that we want to know.”24 What 

Robinson wanted to know is reflected in those ultimate values that constitute the 

mortar that binds together the bricks of which her vision is built. 

Ultimate Values in Robinson’s Vision 

What Robinson wished ultimately is a society in which, after “the worst 

poverty” has been “overcome,” we “could set about making a country where 

all can be comfortable, cheerful and free to follow their fancies.” She admitted 

that “this is a selfish ideal” because its realization would not contribute directly 

to an improvement of the conditions in the poor countries. “Compared to these 

[conditions], our problems are trivial, but until we have settled these little prob¬ 

lems [of ours] we are powerless to use any influence at all to contribute to [the 

solution] of the great ones.”25 Thus, Robinson’s vision had a global dimension. 

But inasmuch as “the arms race is continuing at an accelerating rate and the 

spread of commercialism is destroying human values everywhere, it is not easy 

to take an optimistic view of the situation in the Third World today.”26 

The ideology of laissez-faire was therefore anathema to Robinson. Its “cult of 

self-interest and competition has created the lonely crowd of other-directed status- 

seekers” that she found “far from satisfactory.”27 Consequently, whatever 

“may be the difficulties and confusion of partial laisser faire, it is greatly to be 

preferred to total laisser faire.”28 That is to say, the modem welfare state is 

preferable because it has “very much softened the harshness of raw capitalism,” 

but it is far from ideal because the “democratic welfare state in the rich countries 

of the Western world is essentially, by its very nature, protectionist and national¬ 

istic.” Worst of all, the “requirements of the warfare state and the welfare state 

meet in the export of armaments, which keep industry in ex-imperialist countries 

prosperous and permit enmities in the ex-colonial countries, which were frozen 

at the level of bows and arrows and flintlocks, to break out with bombs and 

tanks.”29 
In spite of the fact that her hopes for “a decent house ... a reliable health 

service and the best possible education” for everybody were “still a long way 

from fulfilment,” Robinson was not despairing because anyone “who writes a 

book, however gloomy its message may be, is necessarily an optimist.”30 Her 

optimism was stimulated by the young “generation now in rebellion” against 

the establishment. The “task of . . . [this] generation ... is to reassert the 

authority of morality over technology.” And, added Robinson, it is “the busi¬ 

ness of social scientists ... to help them see both how necessary and how 

difficult that task is going to be.”31 

What were the sources of that bundle of ultimate values that undergirded, 

tinted, and conditioned Robinson’s vision of the good society of the future in 

which “the great productive power” of the economy would be “used to abolish 
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poverty and create conditions in which we would ‘prefer to devote our further 

energies to non-economic purposes’ ”?32 Her answer was: “The ethical system 

implanted in each of us by our upbringing . . . [was] handed to us” by mentors 

teachers, and creative fellow scholars.33 And in Robinson’s case, those who 

influenced her when she formulated her ultimate values were Marshall,34 

Keynes, Michal Kalecki, Piero Sraffa, and through the latter two, Karl Marx, as 

well as Lord Kahn and Gunnar Myrdal.35 Thus, Robinson described herself as 

“the archetypal left-wing Keynesian” who “was drawing pinkish rather than 

bluish conclusions from the General Theory long before it was published.” And 

she added: ‘I understand Marx far and away better than” do the Marxists. “I 
have Marx in my bones” and they have him in their “mouth.”36 

It was in order to identify the means for achieving her ultimate values, con¬ 

cretized in her goal of a massive improvement of “human welfare,”37 that 

Robinson forged those instrumental values that she implanted in her conceptual¬ 
ized reality. 

Instrumental Values in Robinson’s Reality 

The instrumental values of Robinson’s reality are interspersed with formal analy¬ 

sis in nearly everything she wrote, though they appear in many different contexts 

and guises. Thus, they are to be found in her view of the apparent “dilemma of 

modem capitalism,”38 in her assessment of standard economic theory, and in her 

critique of the “neoclassical school” as “based on a revival of Walrasian supply 

and demand” that is “rapidly infecting the profession all over the world,”39 and 

above all in her willingness to fight “tenaciously for the causes she believed in.”40 

For society to realize the Robinsonian ultimate goal of a decent and comfort¬ 
able level of living for all, it is absolutely essential that the “human misery” 

inherent in unemployment be eliminated through the achievement of “continu¬ 

ous prosperity with full employment.” Closely associated with the employment 

problem, but looked at from the longer term, there is the problem of “distribu¬ 

tion.”41 The “large fortunes built up in the process of [past] accumulation ... as 

well as those inherited from feudalism, have left a permanent legacy of great 

inequality of property” and incomes. “Inequality in post-tax income and capital 

gains gives rise to inequalities in consumption.” Families “with high incomes 

cannot be prevented from spending them on what they most need, and so the 

two-tier system of health and education services is perpetuated, and contributes 

to perpetuating inequality.”42 In Robinson’s opinion, the maldistribution of in¬ 

come is part of a series of interconnected and interlinked dilemmas. These she 
described thus: 

[0]ne dilemma of modem capitalism ... is that no policy has been found to 
solve the financial problem of rising prices without making the real problem 
of unemployment worse. Behind this lies a further dilemma. Employment . . . 
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can be maintained only when investment is profitable. To maintain investment 
requires continuous growth of output and industrial growth involves continu¬ 
ous consumption of exhaustible natural resources. . . . Behind this again, 
lies . . . [still another] dilemma. To maintain “growth” capitalist governments 
have to foster investment; investment beneficial to their populations is a con¬ 
cession to socialism so that investment in armament is preferred. But to justify 
armament, it is necessary to have enemies. We cannot blame the Cold War 
only on commercial motives, but they certainly play a part in preventing it 
from being called off. . . . “Growth” is [also] advertised to the public as a 
means of overcoming poverty. This is evidently a deception. Obviously a far 
greater contribution to human welfare could be made by reducing inequality in 
the distribution of household incomes, overcoming misery at the bottom of the 
scale and the need to cater to conspicuous consumption at the top.43 

The employment problem is closely associated with the fact that technical 

“progress is continually raising output per man hour in industry, and the labour 

force is continuously increasing.” Consequently, in order to “preserve near¬ 

enough full employment, market demand must be expanded as fast as potential 

output.”44 The industrialized nations have failed to achieve this goal. Hence they 

are “gradually drifting into the situation of an underdeveloped economy” in that 

the “system fails to offer jobs to all available workers, not through a temporary 

fall of demand, but for lack of a sufficient increase in the stock of means of 

production to employ them.” The “shortening of working hours . . . demanded 

by Trade Unions as a defence against redundancy ... is [only] a palliative, not a 

cure.”45 

The problems of unemployment and slow growth are not the only blemishes 

of the system. There is also the problem of latent and open inflation. “To 

combine . . . full employment with the traditional wage system of liberal capital¬ 

ism must be expected to lead to a ... ‘vicious spiral.’ ”46 Robinson accepted the 

Kaleckian and Keynesian “view that inflation is essentially a political problem” 

because it is rooted in “the relationship between the formation of prices and the 

share of wages in the proceeds of industry.”47 That is to say, inflation is closely 

related to what she viewed as the two principal functions of unemployment in 

capitalist society. The “first function of unemployment ... is that it maintains 

the authority of master over man.” The second function is that of “preserving 

the value of money” because whenever full employment breaks out, there is “a 

constant upward pressure upon money wage-rates” and prices.48 Some of the 

“most respectable and conservative people” are therefore convinced “that full 

employment with a stable value of money is unattainable, and that the only 

possible policy is to keep a sufficient margin of unemployment to discipline the 

unions.”49 It is also “sometimes said that the trouble [of inflation] arises from 

monopoly.” But, said Robinson, the “trouble does not lie in monopoly but in the 

class war—workers must struggle to keep their share in the product of industry 

and corporations must struggle to prevent them from increasing it.” There “is 
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not only a class war between employers and workers as a whole. There is an 

internal struggle of each group to maintain its relative position.”50 In the 1960s, 

Robinson summed up her impressions of modem capitalism in the following 
manner: 

It has not been proved that recessions can be avoided, except by armament 
expenditures, and, since to justify armaments, international tension has to be 
kept up, it appears that the cure is a good deal worse than the disease. It has not 
been proved that continuous prosperity is compatible with stable prices. It has 
not been proved that a tolerable system of trading relations can be developed 
between nations each pursuing its own economic policy. Above all, it has not 
been found possible to maintain the pace of development without which the 
system is continually in danger of falling below its stalling speed. ... All this 
concerns the performance of latter-day capitalism on its own terms. A deeper 
doubt is raised by the question whether capitalism, even when prosperous, can 
provide us with what we really want. . . . The services to meet basic human 
needs ... are not an easy field for making profits-Consequently they must 
be largely provided through taxation. To supply goods is a source of profit, but 
to supply services is a burden upon industry.” It is for this reason that when, 
as a nation, ‘‘we have never had it so good” we find that we ‘‘cannot afford” 
just what we most need.51 

Robinson concluded, therefore, that the ‘‘hopes which accompanied the 

Keynesian revolution, of reforming capitalism so as to ensure continuous pros¬ 

perity with full employment, are now all but extinguished.” Instead of enjoying 

prosperity, capitalist economies suffer from a high ‘‘general level of unemploy¬ 

ment and recurrent crises, involving massive waste of resources and considerable 

human misery.”52 The ‘‘dismal poverty” that is associated with this situation 

“is a disgrace” because it occurs “in the richest nations the world has ever 

seen.”53 In short, the “modem economies have failed to develop the political 

and social institutions, at either domestic or international level, that are needed to 

make permanent full employment compatible with capitalism.”54 Further, the 

“costs of . . . pollution and destruction of amenities are reaching a critical 

level.”55 The “prevalence of pollution is admitted” by business leaders and 

their defenders among orthodox economists, “but it must not be allowed to 

affect the general presumption in favour of laisser faire.”56 If you “are arguing 

in favour of maximizing profits,” however, “you must be in favour of allowing 

the industry to make cheap newsprint—so that you can have very thick news¬ 

papers at the expense of poisoning the rivers of Canada and allowing the Indian 

population to be killed (or worse, to remain half-alive).”57 And then there is 

“the whole question of the Third World, where hunger and misery are growing 

as development fails to keep up with the growth of numbers,” a train of events 

that “begins to overshadow the success of modem capitalism and [to] threaten it 

[sic] self-satisfaction.”58 In India, for example, the economic “problem is so 

formidable that the mind boggles at it.”59 Hence Robinson asked: “What should 
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be done?”60 It is at this point that her discussion shades over into a value-laden 

investigation of economic policies and reforms. 

An appreciation of Robinson’s value-based critique of the way in which or¬ 

thodox economists deal with the problems of modem capitalism is an essential 

beginning for considering her approach to the formulation of policies and re¬ 

forms, for she viewed human beings as both creators and beneficiaries of those 

improvements in human welfare that economic activities are supposed to foster. 

To understand the dual role of the human factor in the economic drama, how¬ 

ever, we must descend ‘‘from the neoclassical cloud-cuckoo-land” with its 

‘‘given physical means of production already in existence—labour, machines, 

stocks of cement and copper, and so forth.”61 Although the neoclassical theory 

may illuminate the ‘‘account of prisoners of war swapping the contents of their 

Red Cross parcels” or, “with some modifications,” the operations of an “econ¬ 

omy of artisans and small traders,” orthodox theory “cannot be applied to 

capitalist production.”62 That is so largely because this kind of production takes 

place in “historical time,” in contradistinction to the “logical time” in which 

the neoclassical “model moves.”63 In particular, the neoclassical concept of 

capital is “designed to present capital as a ‘factor of production,’ on a par with 

land and labour, and interest (rather than profits) as its just reward.” In order to 

“present interest as the reward of a factor of production,” however, it was 

necessary to treat productivity as “inhering in ‘capital goods.’ ” But as “Thor- 

stein Veblen observed” long ago, “productive power . . . does not reside in” 

tools and machines. The “very concept of productivity inherent in a machine is 

quite wrong-headed.”64 How and “why is it possible to get interest,” then? Not 

because of “waiting,” but because “businessmen make profit and are willing to 

borrow.”65 Hence Robinson pointed out, a la Veblen, that “the ‘capital’ which 

receives interest is rentier wealth that can be lent to business . . . while the 

‘capital’ that contributes to the product of industry is the technology embodied in 

equipment and stocks that permits labour to produce output.” But in spite of the 

distinction that Keynes likewise “had drawn between interest—the price of 

loans, and profit—the return on investment,” orthodox economists continue 

to take the “rate of interest to measure the productivity of this imaginary 

[and allegedly homogeneous, divisible, and measurable] substance” dubbed 
capital.66 

It is thus manifestly clear from this critique that Robinson’s instrumental 

values were at odds with those held by mainstream economists and their allies in 

the world of affairs. She was therefore moved to fire the following value-laden 

salvo in a lecture she delivered at Barnard College in 1976: 

The bastard Keynesian theory67 never even pretended to discuss the use of 
resources. It fell back upon the old defense of laissez-faire: what is profitable 
is right. The most remarkable application of this doctrine is now to the prob¬ 
lem of pollution. The argument is that antipollution rules are hampering invest- 
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men; an^ reducing profits. . . . Amenities and health have to be sacrificed to 
profits, because if we hinder the freedom of the corporations to employ the 
resources of the nation as they choose, they will not be able to employ them at 
all. ... In the sectors which are left to private enterprise, the great corpora¬ 
tions, pursuing hoped-for profits, choose what lines to develop, and how the 
population is to be employed. A community grows up around the site where 
some corporation has found it convenient to install a plant, and is devastated 
when the corporation finds it convenient to shut the plant down. . . . Similarly 
with the problem of exhaustible resources. The great corporations must be 
allowed to go on chewing up the planet, else they will not be able to make 
profits and provide employment. Now we are stuck with it. We must keep the 
show going. . . . There is no point in thinking of what we really want, such as 
abolishing poverty and restoring peace. All we can ask for is what they choose 
to give us. We must keep the show going or else, we fear, they won’t give us 
anything at all.68 

Robinson concluded, therefore, that contemporary economic theory acqui¬ 

esces in, and actually promotes, the “oldest element of inherent vice in the 

private enterprise system,” namely the “anarchy of unplanned growth.” Thus 
she asked: “Where do we go from here?"69 

She answered her own rhetorical question thus: “I could only answer with 

the quip about the motorist who asked the way to Oklahoma. The man by the 

roadside answered: if I wanted to go to Oklahoma I should never start 

here. 70 This remark reveals a good deal about Robinson’s dissatisfaction 

with the present economic system. But, said she, “as long as our economy 

[sic] system continues to survive, a clearsighted examination of it is more 

likely to favour radical views than to support the defenders of the status 

quo.”71 The principal reason for this is that the economic “problem has 

developed far beyond the point where it makes sense to discuss any simple 

remedies.”72 Robinson seldom spelled out what actually should be done, 

however. Rather, her opinions have to be inferred from value declarations. 

When she referred to the “superficial success of the full employment policy 

based on the arms race,”73 her value judgments are eminently clear, as they 
are in the following questions and comments: 

What do we want our resources for? . . . Why do we worry about growth? 
[W]hat is it that should grow? What is national wealth? The real national 
product that appears in the [national income statistics in the] blue books is the 
volume of sales of goods and services corrected for changes in prices. It is 
what is sold that counts. “Productive” investment is investment that creates 
capacity to increase sales. Cleaning up slums, improving health and education, 
preserving wild country are not counted as “productive” activities. The issue 
is not between what is useful to society and what is not. . . . [The attitude is 
this:] Create a full employment economy, where profits are easy to make, and 
you have a productive economy. No need to ask what is produced or who gets 
the benefit.74 
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Private enterprise is wonderfully flexible in jumping from one profitable mar¬ 
ket to another, but it is very rigid in resistance to social control. Now that the 
authorities want employment to revive, they can only push industry further 
down the grooves that it has worn for itself.75 

“But,” said Robinson, “we cannot really escape from having to think what 

should be done with our resources” and what should be done to “the distribution 

of products between people.”76 Thus, there is no doubt that Robinson believed 

that “public ownership of the means of production is a necessary condition” for 

“control of [the] distribution of income from property.”77 Writing in 1943, 

Robinson had this to say about the values she placed upon public ownership: 

There are a number of spheres of activity in which operation through public 
corporations, on a non-profit basis, can be justified on its own merits, quite 
apart from the employment problem. If these were taken out of the hands of 
private enterprise, long vistas of useful investment would be opened up. A 
national medical service . . . would require a large volume of investment, not 
only in the bricks and mortar of health centres and sanatoria, but in training 
medical and nursing staff on a scheme of State bursaries. Housebuilding is . . . 
a proper sphere for public investment, and this opens up a huge field. Public 
operation of transport opens another, fuel and power a third. If such large 
spheres of investment were under control the whole setting of public-works 
policy would be altered. . . . [Operating within the framework of a general 
plan, the . . . investment considered on general grounds the most advantageous 
would take precedence, and investment in private industry would be rationed 
under a system of priorities.78 

There is no reason to believe that Robinson’s values changed between the 

early 1940s and the late 1970s. Thus, in 1972, she referred to the desirability of 

being concerned with the “content of employment,” and not just with the “level 

of employment.”79 Analogously, she argued that it would be advantageous to 

have “social control” of investment in order to direct “new investment into the 

lines that best provide for the needs and desires of society as a whole.”80 

She was fully aware, of course, that a successful “policy to achieve and 

maintain full employment” of a properly allocated labor force “might destroy 

the mechanism for restraining prices.”81 Hence she was in favor of some form of 

“incomes policy” which, in her opinion, would be “the only real remedy” for 

inflation.82 She emphasized, however, that incomes policy has nothing to do with 

“social justice.” Its only purpose is to slow “down the rise of costs” of produc¬ 

tion. Unfortunately, it does so in a “rough” and frequently “unfair” manner.83 

Hence, incomes policies should never be used as a means to “freeze for ever, the 

pattern of distribution between income from earnings and income from prop¬ 

erty,” which at present “seems to correspond very ill with our notions of justice 

and morality.”84 She sadly conceded that “the political setting” in which in¬ 

comes policies “might have been introduced has long since dissolved,”85 which 
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seems also to preclude for the foreseeable future any realignment of “the overall 
distribution of income between work and property.”80 

Thus, as far as a realization of her cherished values for her own country was 
concerned, Robinson was not optimistic: 

It seems to me that people of this country are not in the mood for radical 
change. They prefer a loose-jointed, ramshackle economic system to one 
streamlined for efficiency and speed. They are willing to accept much that is 
irrational and unjust for the sake of preserving the continuity of our political 
institutions and the glorious flummery of Church and State.87 

Nor are prospects for change better in the United States, about which she 
asked: 

What characteristic of the private enterprise system is it that condemns the 
wealthiest nation the world has ever seen to keeping an appreciable proportion 
of its population in perpetual ignorance and misery? The professional econo¬ 
mists keep up a smoke-screen of “theorems” and “laws” and “pay-offs” that 
prevents questions such as that from being asked. This situation is, I think, 
inevitable. In every country, educational institutions in general, and universi¬ 
ties in particular, are supported directly or indirectly by the established authori¬ 
ties and whether in Chicago or in Moscow, their first duty is to save their 
pupils from contact with dangerous thoughts.88 

Robinson once wrote that anyone “who writes a book, however gloomy its 
message may be, is necessarily an optimist.”89 She seems, however, to have 

ended her own career not only on a note of pessimism but in “near despair, 

feeling that she had been discussing economic theory for over fifty years and that 

it had come to pieces in her hands.” This was a “depressing and nearly nihilistic 
conclusion to which to come.”90 

Notes 

An earlier version of this paper was presented at the annual meetings of the History of 
Economics Society at Toronto, June 1988. The author wishes to thank Mark Lavoie and 
Donald A. Walker for critical comments and to express his appreciation to the editor of 
this volume for helpful suggestions. The usual caveats apply, of course. 
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CHAPTER FOUR 

Joan Robinson’s “Wrong Ttirning” 

Brian J. Loasby 

In the introduction to the first volume of her Collected Economic Papers Joan 

Robinson declared that when she “worked out The Economics of Imperfect 

Competition on static assumptions,” she “took the wrong turning”; the correct 

path would have entailed “abandoning the static analysis and trying to come to 

terms with Marshall’s theory of development.”1 This chapter is intended to 

suggest how Robinson came to take what later appeared to be the wrong path, 

and to indicate some of the consequences of this error (if an error it was). To do 

so it is necessary to examine the path for some little distance before the turning, 

and the features of the landscape and the guidebooks that made the wrong path 

appear so obviously right. We must therefore pay particular, if selective, atten¬ 
tion to Marshall, Pigou, and Sraffa. 

Marshall 

As John Whitaker2 has emphasized, Joan Robinson’s first book is a product of 

Cambridge economics, and Cambridge economics was dominated by Alfred 

Marshall, both directly and in reaction to his work. We therefore begin by 

considering the aspects of Marshall’s thought that influenced the sequence we 

are attempting to explain. Three aspects appear to have been of particular impor¬ 

tance: his views of economics as a science, of the purposes of economic study, 

and of the dominant characteristics of the economic system that he sought to 
analyze. 

Pigou observed of Marshall’s Principles that on a first reading “one is very 

apt to think that it is all perfectly obvious. The second time one has glimpses of 

the fact that one does not understand it at all. ’ Keynes made a similar judg¬ 

ment: It needs much study and independent thought on the reader’s own part 

before he can know the half of what is contained in the concealed crevices of 

that rounded globe of knowledge.”4 This is not accidental; for the “rounded 

globe” was deliberately constructed as a contribution to the establishment of 

economics as a science, which was a prime objective of Marshall’s career, and 

especially of his tenure of the Cambridge chair. The relabeling of the subject 

34 
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from political economy and its extraction from the Moral Sciences tripos were 
also contributions to this objective. 

Now science, in those days when Newtonian physics was believed to be 

definitive, appeared to be a body of well-established knowledge, founded upon 

an agreed and systematically developed theoretical structure. There might be 

disagreement about the ways in which that structure should be extended for the 

analysis of problems currently unresolved, but its soundness and coherence 

should not be in question. Marshall was therefore concerned to present his sub¬ 

ject in a way that emphasized the solidity of its foundations, the continuity of its 

development, and the universality of its principles. This was especially important 

if economic ideas were to be widely used by nonexperts, as Marshall desired. He 

appears to have had a personal aversion to controversy; he certainly had a profes¬ 

sional aversion to controversy on fundamental issues, because such controversy 

seemed a threat to scientific status. As is well known, he was displeased by 

Jevons s attack on Ricardo, arguing that it was only by reason of carelessness or 

infelicity in expression that Ricardo may have inadvertently given the impression 

of not regarding demand as a major determinant of value. He likewise tended to 

play down inconsistencies and analytical difficulties in favor of an assured pre¬ 
sentation of a complex body of knowledge. 

It is not easy to convict Marshall of error (and, as we shall see, Sraffa did not 

in fact do so), but his very careful presentation was sometimes so skillful that it 

concealed the need for care by those who wished to make use of his ideas. There 

were indeed a number of very explicit warnings, especially of the dangers of 

following the logic of static equilibrium analysis too far, but the dangers were 

not explored and explained; and so, although Joan Robinson’s wrong turning 

was quite clearly signposted by Marshall as “not a through road,” it was as if 
the sign had been written in invisible ink. 

The problem of presentation was made particularly acute by Marshall’s moti¬ 

vation for the study of economics—his desire to foster an improvement in the 

condition of the people. The improvements that he wished for could not be 

secured merely by a redistribution of income, although his (characteristically 

cautious) use of the concepts of cardinal utility and consumers’ surplus was, in 

part, intended to facilitate an analytical consideration of redistribution. As with 

many other reformers of the time, Marshall was greatly concerned with the ways 

in which some of the poorer people spent their money, and wished to see im¬ 

provements in the quality of their demands. This was partly a matter of education 

and advocacy (the moralizing passages in the Principles no doubt reflect 

Marshall’s evangelical background and early clerical ambitions); it was also 

partly a matter of environment, at work and at home—thus, he believed that 

small firms, by offering more opportunities for working men to exercise their 

talents, would also tend to improve their preferences, and that suburban living, 

which could be promoted by the railway companies through an appropriate fares 

policy, was better than urban living. Although demand curves at any one time 
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reflect given preferences, consumers’ wants change over time—and these 

changes are not independent of the economic system. This denial of the exogene¬ 

ity of demand was to become a characteristic—though not especially Marshall¬ 
ian—theme in Joan Robinson’s work. 

The influence of activities on wants provided one reason for Marshall’s agree¬ 

ment with Ricardo that supply required more elaborate attention than demand, as 

is evidenced by the relative lengths of Books 3 and 4 of the Principles, as well as 

by the bulk of Industry and Trade (1919).5 But that was not the only reason: 

Marshall believed that there were great possibilities of increasing the productiv¬ 

ity of the economy, not so much by efficient allocation (although that was not to 

be neglected), as by the discovery of better ways of doing things, as well as 

better things to do, under the stimulus of competition. It was important to Mar¬ 

shall that firms should not be identical, though they might be similar, for it was 

the continuing experimentation in both product and process that led to steady 

improvement in the range, quality, and affordability of goods and services. These 

fairly small differences between firms played a role equivalent to that of genetic 

variation in Darwinian theory, which was a great influence during Marshall’s 
formative years as an economist.6 

Progress was likely to be fastest in those industries where demand was ex¬ 

panding, and Marshall defined his law of increasing returns in terms of the 

improvements in organization that normally follow upon an increase in demand 

and thereby lead to more efficient use of both capital and labor.7 Such increasing 

returns differ from modem concepts in two ways: they are not strictly returns to 

scale, and they have to be worked for. Marshall’s generalization that “while the 

part which nature plays in production shows a tendency to diminishing return, 

the part which man plays shows a tendency to increasing return,” embodied a 

theory of development in which man continually strives to find new ways of 

loosening or evading natural constraints. In terms of theoretical structures, it 

implied a clear distinction between a static analysis in which costs rise with 

output and a historical view in which costs fall over time, as a consequence of 

human efforts and human ingenuity, which are stimulated by an expansion of the 

market and by the threats and opportunities of competition. This insistence on 

development, and on competition as an agent of progress—as fundamental as it 

was with Schumpeter, but handled very differently from Schumpeter’s theme of 

creative destruction8—is the third aspect of his thought to be noticed; it was the 

importance of this aspect that Joan Robinson belatedly recognized. 

Marshallian increasing returns do not imply a schedule of falling costs in 

long-run static equilibrium; the costs fall through real time. But Marshall’s con¬ 

cern to present his economic world as a rounded globe, and to do so in a way that 

carried conviction, led him to incorporate increasing returns in a long-period 

analysis that also made cautious use of the methods of static equilibrium. Al¬ 

though the long period in economic analysis makes no reference to calendar 

time, but is simply a code-phrase for full adjustment, nevertheless the nonexpert 
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reader, whom Marshall was keen to reach, would naturally tend to think in terms 

of calendar time; and indeed, it is a natural question to ask of any long-run 

adjustment theory, how long the process of adjustment may be expected to take. 

Although Marshall distinguished between the cost-quantity relationships appro¬ 
priate to a formal static analysis and the effects on costs of new methods that 

were likely to be worked out under the influence of expanding markets, he 

clearly expected the latter to be important in most examples of sustained growth; 

since the static long-run analysis by itself would therefore be an inadequate 

guide to the consequences of increased demand, he did not wish to present it on 

its own.9 That would not be true knowledge. A strictly coherent static model 

might be adequate for the short run (although Marshall did not care to produce 

what would now be termed a strictly coherent model—he did not assume anony¬ 

mous competition), but it clearly would not be adequate for the long run, and 

therefore was not offered. But although he gave warnings of the danger of 

pushing static analysis too far, he never gave a precise explanation of what he 

was doing or why. Much of the argument was inserted into concealed crevices. 
He thereby laid up a great deal of trouble. 

Marshall came to economics because he was anxious to do good; indeed, 

J. M. Keynes thought that he was too anxious, and that he therefore gave insuffi¬ 

cient attention to the refinement of analysis in ways that had no apparent practi¬ 

cal application.10 As has been seen, Marshall was primarily concerned to foster 

improvements within the system, by voluntary action, but he also had a vision of 

an increasing role for government, which was expressed in a remarkable fashion 

in “The Social Possibilities of Economic Chivalry” (published in 1907) by 

reconstruing laissez-faire as “let the state be up and doing.”11 Yet in his concern 

to promote the scientific status of economics he became increasingly conscious 

of the limitations of economic analysis (limitations that were to be much more 

tightly drawn by the development of the logic of welfare economics in the 

1930s), and correspondingly cautious of specific pronouncements on policy. He 

thus established an activist tradition in Cambridge that was almost bound to 

create greater expectations than he was himself prepared to fulfill. 

Pigou 

That, in Cambridge, the subject matter of economics was accepted to be eco¬ 

nomic welfare is clear from the testimony of Sir Dennis Robertson.12 It was 

therefore necessary to pay some attention to the effects of what has come to be 

called “market failure” and to the (apparently) corresponding scope for govern¬ 

ment intervention. This became a major concern of Marshall’s successor, A. C. 

Pigou, whose Wealth and Welfare (later developed into The Economics of Wel¬ 

fare) appeared in 1912. But with Pigou came an important shift of emphasis: 

historical development and the working of the competitive process faded into the 

background and formal analysis became more prominent. Pigou’s most influen- 
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tial contribution was the distinction between private and social costs, which was 

clearly capable of being used to produce a wide-ranging indictment of capital¬ 

ism—although Pigou himself was usually reluctant to claim that obviously supe¬ 

rior arrangements were always readily attainable. 

Among the divergencies between private and social costs to which Pigou 

drew attention, we should particularly note those that arose from the absence of 

constant returns. He argued that industries subject to diminishing returns would 

become larger than was socially desirable, while those subject to increasing 

returns would remain too small; government intervention by taxation and sub¬ 

sidy (or even government operation) would therefore be capable, in principle, of 

improving on private enterprise. If, like Clapham, one believes that constant 

returns must always remain a mathematical point, at which the balance of forces 

changes,13 then this critique of capitalist efficiency is all-embracing, as J. A. 

Hobson was quick to notice.14 It is true that Pigou’s arguments (which were 

developed from Marshallian origins) were effectively criticized by Young, Rob¬ 

ertson, and Knight,15 and had to be drastically amended, but the amendments did 

not appear at all quickly in a revised version of The Economics of Welfare, and 

were never as extensive as they should have been.16 

Marshall’s own objections, recorded in his copy of Wealth and Welfare, are of 

particular significance. He correctly observed that the apparent inefficiency of 

diminishing-retums industries resulted from Pigou’s confusion of real costs and 

transfer payments within static equilibrium; but it was Pigou’s strict adherence to 

static analysis in his treatment of increasing-returns industries that caused Mar¬ 

shall to object: “I think he overrates the possibilities of the statical method.” 

Though resolving to keep quiet for the present, Marshall continues: ‘‘When he 

translates W and W into realism, then I may perhaps raise a question.”17 

It was Pigou’s concern for improving the formal rigor of economic argument 

that exposed the contradictions between long-run falling costs and perfect com¬ 

petition, which Marshall well understood; and it was Pigou, who was assumed— 

not quite correctly, as we have just seen—to be the authorized interpreter of 

Marshall’s thought, who translated Marshall’s long-period analysis into the lan¬ 

guage of static perfect competition. He did so with much less qualification than 

F. H. Knight, who, in his own formalization of perfectly competitive static equi¬ 

librium, drew attention to its limitations for the analysis of growth and change.18 

In the process, Pigou redefined Marshall’s representative firm as an equilibrium 

firm—though it remained an analytical device with no necessary real-world 

counterpart—and the equilibrium as perfectly competitive.19 He then identified 

the position of equilibrium with the minimum point on the equilibrium firm’s 

U-shaped cost curve, thus throwing the whole burden of increasing returns onto 
external economies. 

If any single action led to the overthrow of the Marshallian system, it was 

Pigou’s establishment of the equilibrium firm as the central instrument of analy¬ 

sis; it was now a simple step (although not one taken by Pigou) to define an 
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industry in equilibrium as a collection of equilibrium firms,20 and this exaltation 

of the equilibrium firm was the work not of a critic, but of a “loyal but faithless 

Marshallian. 21 The phrase is D. H. Robertson’s, but it has to be admitted that 

Robertson himself was also faithless. In his criticism of Pigou’s analysis of the 

welfare gains supposedly attainable by subsidizing industries that were subject to 

increasing returns, he had insisted that these returns were the results of time and 

the progress of organization; yet in the symposium that followed the publication 

of Sraffa’s (1926) article,22 he accepted Pigou’s definition of perfect competition 

as a correct (if uncomfortable) interpretation of Marshall’s competition.23 Joan 

Robinson would therefore have been entitled to claim that, if she took the wrong 
turning, the diversion signs were erected by Marshallians. 

Sraffa 

Although clearly intended as a criticism of Marshall, and so regarded by support¬ 

ers and opponents alike, Sraffa’s famous article, “The Laws of Return under 

Competitive Conditions,’’ had nothing to say about economic development; it 

was an exercise in the logic of long-run static equilibrium, and therefore not 

applicable to Marshall’s system. If one reads it now without reference to its 

context, it appears to be a somewhat schizophrenic exercise, reflecting its origin 

as an amalgamation of two papers: its criticism of contemporary value theory is 

directed primarily at the use of a partial equilibrium framework, while its princi¬ 
pal proposals are clearly conceived within that very framework. 

Sraffa argued that the use of partial equilibrium methods was premised on the 

negligibility of interactions between the part of the economy (typically a single 

industry) under consideration and the remainder; interdependency of costs was 

therefore not acceptable. Yet, only if diminishing returns were attributable to a 

factor employed solely in the sector being analyzed would the consequent in¬ 

crease in costs fail to be experienced simultaneously by other sectors. Any in¬ 

creasing returns that resulted from external economies were similarly 

inadmissible if they conferred any benefits outside the sector under study. On the 

other hand, economies internal to a single firm were clearly incompatible with 

perfect competition. So for perfectly competitive partial equilibrium, one was 

left only with economies that were external to a single firm but internal to the 

industry, and these, Sraffa claimed, were the least likely to be found. The conclu¬ 

sion to this part of Sraffa’s argument is that “the cost of production of commodi¬ 

ties produced competitively . . . must be regarded as constant in respect of small 

variations in the quantity produced.’’24 But instead of developing a competitive 

analysis based on constant costs, which might appear the natural sequel, Sraffa 

took a very different line: his response was “to abandon the path of free compe¬ 
tition and turn ... towards monopoly.”25 

There are two odd features of this proposal: the first is the apparent assump¬ 

tion that only perfect competition can be free; the second is that it follows a 
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paragraph in which the illegitimacy of partial equilibrium analysis is restated. It 

would appear therefore that Sraffa’s recommendations apply only to industries in 

which any departure from constant costs is attributable to causes peculiar to that 

industry. Analysis of single-industry monopoly has no obvious advantages over 

single-industry competition in handling, or evading, problems of interdepend¬ 

ence between industries. 

Moreover, despite Sraffa’s claim, the path of monopoly does not allow one to 

make any simple use of a “well-defined theory” when each industry is popu¬ 

lated by a number of rival producers. Sraffa’s proposals for the modification of 

the familiar monopoly demand curve simply ignored the problems of inter¬ 

dependence between firms, in a manner not entirely dissimilar from the ways in 

which he claimed that interdependence was ignored in partial equilibrium mod¬ 

els when costs are not constant. These problems were carried over into the 

economics of imperfect competition, where they were no better handled. 

Joan Robinson’s Research Program 

As the great-granddaughter of the Christian socialist F. D. Maurice and the 

daughter of a general who sacrificed his military career for what he thought was 

his duty to bear witness to the truth, Joan Robinson comfortably assimilated the 

Cambridge objective of improving the condition of the people, and in particular 

Pigou’s program of identifying deficiencies in the existing system which might 

be amenable to governmental remedies. As we have seen, Pigou’s treatment of 

increasing and diminishing returns appeared to reveal such deficiencies in almost 

every industry; and, although that analysis had to be modified, Sraffa’s criticism 

seemed to reinforce the conclusion that increasing returns would be associated 

with prices that were too high and outputs that were too low in comparison with 

the welfare ideal. In this sense, what Joan Robinson offered, as both O’Brien and 

Whitaker have pointed out,26 was a substantial supplement to The Economics of 

Welfare. (By contrast, Chamberlin’s Theory of Monopolistic Competition [1933], 

as O’Brien has also pointed out, was not intended as a contribution to welfare 

economics—though it was often so misused.) The debt to Pigou is both gen¬ 

eral—the theme of market failure—and particular—the explanation of industry 

equilibrium through the specification of the conditions of equilibrium for the 
individual firm. 

Joan Robinson also followed Pigou in choosing to develop formal models. As 

is often the way with eager and forceful newcomers, she went well beyond him. 

She was very explicit about her research program: indeed, the contrast with 

Marshall is as striking in the clarity of her methodological manifesto as it is in 

her method of analysis. Where Marshall had sought to make his analysis its own 

justification, and that justification the provision of useful knowledge for those 

who were not specialist economists, Joan Robinson began with a clear warning. 

In words that embody a stronger statement of Keynes’s editorial introduction to 
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the Cambridge Economic Handbooks, she presented her book as “a box of tools 

’ ^27 °an make °nly an indirect contribution to our knowledge of the actual 
world.” Moreover, it was presented to the analytical economist; there was 
nothing in it for the practical man. “It is natural enough for the practical man to 

complain that he asks for bread and the economist gives him a stone. . . . The 

practical man must be asked to have patience,” and may have to wait a long 

time; meanwhile, the economist has a duty to make clear that the questions that 

can be answered are not the questions that the practical man would like to ask.28 

It is a remarkably austere vision, especially for someone committed to the view 
that the task of economic analysis is to improve human welfare. 

Later in the book the research program was outlined.29 The first stage was to 

analyze the industry supply curve as “the most abstract problem, in which there 

is neither time nor market imperfection.” It is not clear whether she accepted 

Sraffa’s argument that such a supply curve must be horizontal. The second stage, 

represented by her book, was to allow market imperfection but insist on the full 

equilibrium of every firm; whether the failure to derive a uniquely determinate 

supply curve under her assumptions was to be regarded (in 1933) as unfinished 

business is not clear, although later, when the rest of the research program had 

been abandoned—or perhaps transferred elsewhere—the failure was used as a 

proof of its nonexistence. Time was to be introduced at the next stage, and lastly, 

“factors connected with ignorance, inertia and the ‘human element’ generally 
would have to be fitted into the scheme.” All this reads nowadays rather like an 

adumbration of the general equilibrium research program; and it can hardly be 

denied that Joan Robinson’s first book gave a powerful impulse toward the 

development of formalism which has been so characteristic of the last fifty years, 

and which she came to regard with such dismay. That is not to say that any other 

course of action by her would have stopped or diverted that development; in¬ 

deed, the eclipse of economic growth by the theory of value may have been an 

inevitable consequence of the rise of neoclassical economics. It was certainly not 
by Marshall’s desire or design. 

Monopoly and Competition 

Joan Robinson’s analysis of monopoly was conventional; it differed from 

Marshall’s, as she noted, only in its use of marginal conditions in place of the 

(formally equivalent) maximization of the area that represents profit.30 It was, 

however, developed much further, notably by applying the theory to factor mar¬ 

kets in order to undermine the marginal productivity theory of wages—which, 

according to the preface to the second edition,31 was for her the main point, as it 

appears to have been in the capital switching controversy. (Partial equilibrium 

analysis is, of course, not a satisfactory basis for a general treatment of income 

distribution.) As Whitaker emphasizes,32 this elaboration of monopoly theory, 

including a comparison with perfect competition, and a general concern (as with 
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Pigou) for welfare implications occupies most of the book. Sraffa had released 

the analysis of monopoly from its uncomfortable pen, and it had immediately 

swallowed up the analysis of competition.33 What Joan Robinson had done was 

to exploit the Sraffian emancipation of monopoly to extend the Pigovian pro¬ 

gram of welfare economics—-disregarding, along the way, Sraffa’s objections to 

partial equilibrium analysis. 

One thing is missing from this view of Joan Robinson’s book, and that is 

precisely the analysis that is nowadays known as the theory of imperfect compe¬ 

tition—in a phrase, the tangency solution. Here, with the help of Kahn, she took 

the ideas of group equilibrium that were somewhat insecurely developed in the 

last part of Sraffa’s article, and removed Sraffa’s simplifying assumption that the 

number of firms (and, by implication, the set of products) was fixed. By so 

doing, she produced an analysis that was apparently more rigorous than Sraffa’s, 

but was actually even less secure. 
The problem lies in the demand curve. Marshall considered a statutory mo¬ 

nopoly, in which a single firm was granted control over an industry: the demand 

curve for the industry therefore became the demand curve facing the monopolist. 

Sraffa’s monopolists, however, clearly have no such privileged access to an 

industry demand curve; as he observed, a rise in price by one firm will cause 

some of its customers to switch to the products of another industry, but some to 
rival producers within the same industry.34 Not surprisingly, his treatment of the 

demand curve facing the individual firm was less than satisfactory. 

Joan Robinson stated the difficulty very clearly—and defined it away, as 

Triffin observed.35 “The demand curve for the individual firm may be conceived 

to show the full effect upon the sales of that firm which results from any change 

in the price which it charges, whether it causes a change in the prices charged by 

the others or not. It is not to our purpose to consider this question in detail.”36 

She recognized that this procedure entailed discounting the consequential pat¬ 

terns of future revenues—a “distressingly vague” conception; but the difficul¬ 

ties must be ignored so that the analysis may proceed.37 The stratagem of dealing 

with the problems of interdependency by assuming them to have been solved is 

still a favorite ploy. Indeed, it appears to be an essential element in any 

“solution” of the oligopoly problem; and one of the paradoxical consequences 

of the search for formal rigor that was being pursued by Pigou and Sraffa in their 

various ways (and by many others, some of them much better equipped with the 

mathematical expertise that came to be necessary) is that, far from unifying 

theory, as Joan Robinson claimed, it caused its disintegration. The pursuit of 

clarity and rigor led to confusion. How the leading economists of the interwar 

years brought about the collapse of the Great Theory, most of them with no such 

intention, is the theme of Shackle’s masterly survey of this period.38 

Sraffa’s assumption of a fixed set of firms, buttressed by some references to 

barriers to entry, gave at least some cover to his use of demand curves appropri¬ 

ate to protected monopoly;39 and he realized well enough that the less elastic the 



ROBINSON’S “WRONG TURNING” 43 

emand for each of the firms, the more plausible was his equilibrium story. 

However, unlike Sraffa, Joan Robinson had learnt economics at Cambridge, and, 

in Cambridge, long-run equilibrium had to accommodate changes in the number 

of firms. This is how she achieved the most striking welfare proposition in the 

book, that the absence of monopoly profits does not signify the attainment of the 

desirable equality of marginal cost and price. Looking back in 1969, Joan Robin¬ 

son selected as the first strong point of her analysis its effective undermining of 

the complex of ideas erected on the slogan of ‘price equals marginal cost.’ ”40 

In 1933 it provided a new argument to extend Pigou’s proposition, which was 

based on the shapes of cost curves alone, that competition in a capitalist econ¬ 

omy would quite generally fail to achieve the maximization of welfare (in later 

language, that it would normally be Pareto-inefficient). With falling long-run 

costs, no firm could secure normal profits without setting price above marginal 

cost, whatever the demand conditions it faced; if, as Joan Robinson claimed, 

competition was generally imperfect, then the discrepancy, and the welfare loss’ 
was so much the greater. 

It may just be worth speculating (one cannot do more) about the influence of 

Marshall on Joan Robinson’s treatment of imperfect competition. Marshall’s 

distinction between the general market and the firm’s special market, and the 

need in some instances to couple the firm’s supply curve with its own demand 

curve, which might be very steep, are perhaps sufficiently familiar to need no 

elaboration, and were presumably known, even if their significance was not 

always understood, in the 1920s.41 (Marshall’s discussion contains no hint of a 

long-run equilibrium of the firm.) What is less familiar—and nowadays quite 

unacceptable is that, as was observed earlier, Marshall treated human wants as 

malleable, by education and advocacy, and by the economic process itself. The 

malleability of wants is clearly an assumption that Joan Robinson found conge¬ 

nial, although she was inclined to redirect the emphasis toward deliberate at¬ 

tempts by firms to mold preferences for their own benefit. Such activity does not 

appear incompatible with Marshall’s treatment, which made no claims of opti¬ 

mality. It is perhaps possible that this Marshallian approach may help to account 

for the absence of any explicit consideration of the determinants of demand 

(apart from the demand for factors) and, in particular, for the unanalyzed as¬ 

sumption that demand curves would both shift and change shape between short- 

run and long-run equilibrium. But Marshall himself would surely have wished 

for some explicit treatment of product differentiation, which received no mention 
in The Economics of Imperfect Competition. 

The formal analysis of demand in this book consisted of nothing more than a 

definition of each producer as a monopolist of his own output,42 facing a demand 

curve that was determined by the availability of substitutes; this demand curve 

was normally falling but as a special case might be perfectly elastic.43 Joan 

Robinson clearly had in mind a situation in which preferences are defined over 

producers; but she neither considered what preferences are consistent with an 
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economy of optimizing agents—the “assumption which makes the analysis of 

value possible”44—nor recognized (as Chamberlin did from the first) that such 

preferences undermined the strong welfare implications of her analysis. 

The analysis itself was weakened, rather than strengthened, by her insistence 

on developing a long-run equilibrium. For she gave no sufficient reason why any 

single firm should be able to sell a product, however differentiated—and remem¬ 

ber that product differentiation was not explicitly considered in her book—at a 

price higher than that acceptable to any other firm; and all firms were assumed to 

have access to the same technology and the same costs. This conclusion is not 

invalidated by increasing returns, which we had better call economies of scale, 

since Marshallian increasing returns are the result of a historical process. If these 

extend over a sufficient range of output, there may indeed be only one firm, but 

that firm will be making nothing but normal profits, since those are the only 

terms on which it can obtain the business. In modem phraseology, even if econo¬ 

mies of scale exclude competition in the market, there will still be competition 

for the market. With fully rational producers and consumers, it is impossible for any 

monopoly advantage to be permanently exploited. Exploitation is incompatible with 

equilibrium. That conclusion was reached by Andrews and by Schumpeter 45 

This argument does not demonstrate that welfare losses through imperfections 

of competition are no problem (although both Andrews and Schumpeter, for 

their different reasons, thought that they did not call for much action); what it 

does demonstrate is that the first two stages of Joan Robinson’s research pro¬ 

gram are not adequate to establish the case. Only by examining processes can 

one hope to demonstrate that the sloping demand curves for individual firms will 

be preserved. But by examining processes, one also brings in many more consid¬ 

erations, not least the changes in technique and costs that are produced by con¬ 

tinuing competition and inquiring minds; one therefore loses the simplicity that 

is attainable by abstract models. It was to obtain this simplicity that the Marshall¬ 

ian program was gradually (and not always consciously) abandoned. 

Analysis and Policy 

The change in style between Marshall and Joan Robinson could hardly be more 

marked. The sociological and psychological arguments disappear (in contrast to 

Keynes’s work) and we are left with an abstract presentation that clearly points 

the way to the axiomatic method. As we have seen, Joan Robinson emphasized 

that her analysis leaves us some way from any clear policy conclusions, al¬ 

though, since she appears to have been somewhat disappointed by the apparent 

policy ineffectiveness of Marshall’s more direct approach, she maintained (at 

that time) her faith in the superiority of roundabout methods of theory develop¬ 

ment for generating policy prescriptions. Her warnings were repeated at the end 

of the book, and most—though not all—of her suggestions were fairly cautious; 

in effect, she argued that her analysis allows one to identify the elements about 
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which more information is required, those that require further analysis, and those 
that depend on political or social judgment. 

The program is clearly indicated, but it was not followed. There was not even 

any attempt to examine the evidence on demand and competition, absolute reli¬ 

ance being placed on the well-known fact” that firms would be only too happy 

to increase sales at their present prices, if such sales were to be available. That 

Marshall had offered a rather different explanation for such phenomena, in terms 

of growth and change, seemed to demonstrate that Marshall’s explanation was 

inadequate. Such evidence as did appear, notably from the Oxford Economists 

Research Group,4® was met (primarily by Joan Robinson’s allies) with the argu¬ 

ment that it was inconsistent, not just with the particular analysis of imperfect 

competition, but with the notion of rational behavior, which was fundamental to 

all economic theory. That it might suggest the need to proceed to a later stage in 

the research program outlined in 1933 seems never to have been considered. Of 

course, it should not be forgotten that by the time the results of the Oxford 

inquiries became known Joan Robinson, along with other economists, had 

switched her principal attention to Keynes’s theory of unemployment, and al¬ 

though she occasionally commented on imperfect competition, she never at¬ 
tempted any significant further development or revision of the theory. 

In those later comments she did not always heed her own warnings. Her 

methodological prescription of 1933 appears to have been seen increasingly as a 

serious impediment to her desire to build a better society; it was unreasonable to 

ask the practical man to have patience for the length of time that might be 

necessary. Having, in her own phrase, given a stone when asked for bread, she 

was inclined to invoke a miracle and command that the stone be made into 

bread, basing policy prescription directly on the abstract theory. But it was not 

Joan Robinson who offered the most detailed blueprint; that distinction goes to 

James Meade who, in a volume of confident proposals over a wide range of 

economic issues,47 explained how easy it would be to restructure industry in a 

way that, even allowing for some unfavorable incentive effects, could not fail to 

produce substantial improvements in economic welfare. 

As we have seen more recently in other contexts—notably in monetary and 

macroeconomics—the rhetoric of the formal model is extremely powerful; other 

models no further from the beginning of their research program than Joan 

Robinson’s imperfect competition have had greater influence on policy than 

hers. The desire to do good does not always have beneficial results. The 

Marshallian balance was lost. Yet Marshall is perhaps not without responsibility; 

despite his great respect for many businessmen, he had concluded his inaugural 

lecture with his hopes of increasing “the numbers of those, whom Cambridge, 

the great mother of strong men, sends out into the world with cool heads but 

warm hearts” to change that world for the better.48 That governments advised by 

Cambridge economists could substantially improve economic welfare is a belief 

Joan Robinson shared with Keynes; it is a belief that seems to be part of the 
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Marshallian tradition. It is not extinct in Cambridge today—although there 

seems to be some disagreement about which Cambridge economists can be 
trusted to give the advice. 

Conclusion 

Marshall’s desire to present economics as a body of established and agreed 

knowledge led him to be cautious in his claims; his desire to make his work 

generally accessible led him to banish mathematics from his text and to allow no 

more than geometry in his footnotes. Although he took proper note of unresolved 

issues, he did not place them firmly on the research agenda in the manner of 

Hicks: in building a coalition, one normally gives little attention to those differ¬ 

ences between the parties that cannot easily be accommodated. What made this 

attitude particularly important was his third objective, which was to present the 

subject matter of economics as a study of the forces that cause change and 

movement. By 1890, the analytical methods of economics were developing in a 

way that was making this more difficult. Marshall valued these methods highly, 

and had made his own contribution to them. But there was simply no way in 

which equilibrium analysis and economic development (which implied changes 

in the data from which equilibria could be derived) could be combined in a single 

consistent body of theory. Nevertheless, in order to promote his first two objectives, 

he wished to present it as a single body, which was not obviously inconsistent: hence 

what Richardson called his “characteristically . . . careful imprecision,’’4® with the 
difficulties, in Joan Robinson’s perfect phrase, hidden in plain sight. 

His motto, “the many in the one, the one in the many’’—an old favorite by 

the time it was inscribed in Industry and Trade—was intended simultaneously to 

warn of the need for care in the application of economic doctrine to problems 

that are necessarily complex and to insist nevertheless on the fundamental unity 

of the discipline. Yet his very success in presenting his “rounded globe of 

knowledge,’’ with its crevices so deftly concealed, was a source of danger. It is 

an interesting question whether Marshall would have contributed more effec¬ 

tively to the development of economics if his caution in drawing conclusions had 

been matched by candor in explaining the formidable obstacles to the develop¬ 

ment of economic analysis. If Joan Robinson took a wrong turning, it was at 

least partly because Marshall had striven so hard to convince everyone that there 
was a single broad highway. 

Notes 

1. Robinson, 1951, pp. vii-viii. While this chapter was written for this volume, it has 
also been published, with minor differences, in Loasby, 1989. I would like to acknowl¬ 
edge helpful comments and suggestions from Geoff Harcourt, Denis O’Brien, and John 
Whitaker; none of them, however, has any responsibility for the parts of this paper with 
which they do not agree. 

2. Whitaker, 1989. 
3. Pigou, 1925, p. 86. 
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CHAPTER FIVE 

History versus Equilibrium 

Joan Robinson and Time in Economics 

Meyer Burstein 

Time is a device to prevent everything from happening at once. 
—Henri Bergson* 

Joan Robinson’s Contributions to “Time in Economic Theory” 

Joan Robinson supplied me with an offprint of her 1974 monograph, History 

versus Equilibrium, in lieu of specific comments on a draft of Burstein 

(1975/1988): “You will see by this,” she wrote, “where we agree and where we 

disagree.” This essay tardily completes the exchange. 

Joan Robinson may have been the first writer to understand the full implica¬ 

tions of the fact that the time of tatonnement is ontologically distinct from time 

in its ordinary sense. She explained that the former is a logical time, pertaining 

to a different (mathematical) space than calendar time, so that “rigorous” gen¬ 

eral equilibrium theory cannot be properly related to observable phenomena, and 

can be supplied only with a pseudo-dynamics. Agreed! 

She also believed that her work undermines that of such “neoclassical” writ¬ 

ers as Marshall, Pigou, Robertson, Knight, and Hayek, and claimed that 

Keynes’s immunity from her strictures explains his putative destruction of neo¬ 

classical targets. I disagree. After limning Joan Robinson’s seminal work and 

placing her contributions within a structure accommodating writers as disparate 

as Paul Samuelson and Richard Feynman, I shall explain my dissent in detail, 

after this preliminary conspectus of my argument. 

In my view, Joan Robinson confuses the cautiously optimistic consensus 

of leading members of the English, Austrian, and American neoclassical 

schools, circa 1870-1936, about the secular prospects of private-ownership 

economies (surely relative to “planned” alternatives) with a methodological 

*This is the epigraph of Joan Robinson’s Essays in the Theory of Economic Growth. 
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bias leading to expectation of uninterrupted market clearance in an economy 

modeled by a Walrasian equation system. But Marshall, Hayek, Knight, et al. 

do not deploy models of this sort. For them economics is a set of studies in 

historical time. 

Joan Robinson does have real enemies: the Walrasian school; proponents of 

the Hicksian neoclassical synthesis (IS/LM is meaningless in historical time); 

and the new classical macroeconomists. But I maintain that her argument vindi¬ 

cates Marshall and Pigou, as well as Keynes—while eschewing the new classical 

economics that followed her. She did not properly sort out her enemies, which 

cannot surprise her friends: she disdained Oscar Wilde’s maxim that one cannot 

be too careful about choosing one’s enemies. 

Joan Robinson’s contributions to time-in-economic-theory are incisively 

stated in her Essays in the Theory of Economic Growth (1962). Consider the 
following excerpts from these Essays: 

[A simultaneous equations model] may determine a path through time. . . . But 
the time through which such a model moves is, so to speak, logical time, not 
historical time.1 

A model applicable to actual history has to be capable of getting out of equilib¬ 
rium; indeed, it must normally not be in it... . The initial position [in historical 
time] contains, as well as physical data, the state of expectations of the charac¬ 
ters concerned (whether based on past experience or traditional beliefs). The 
system may be going to work itself out so as to fulfill them or as to disappoint 
them.2 

The second passage is enhanced by plastic interpretation. The proper subject 

is not so much disequilibrium as the ontological impropriety of the idea of 

equilibrium. Note especially that disequilibrium is not an intrinsic quality of a set 

of data; it can be properly defined only relative to a model. 

To have a clear understanding of a physical concept like matter is not at all 
equivalent to the assumption that there is a “real” world behind our sense 
perceptions which is responsible for the existence of matter. . . . There is 
scarcely any use in believing in a real material world . . . unless it is a 
permanent, unchanging affair toward the knowledge of which we progress 
with slow but certain steps. But our knowledge of it is based naturally on the 
prevailing physical theories.3 

So our ability to observe a “fact” like a disequilibrium state depends on the 

sort of theory we hold; ‘facts” depend on theories. Hopi Indians, clinging to a 

brutally simplistic faith, might conduct econometric studies estimating parame¬ 

ters of their gods’ preferences, and conclude that prolonged drought reflects 

divine yearning for fresh slaughters of maidens. It would not occur to the Hopis 

to abandon their hypothesis, just as it does not occur to us to test it. Value 
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structures affect scientific theorizing. The data spaces of economic theory are 

objects of economists’ choices, a point Joan Robinson makes in connection with 
the theory of index-number construction.4 

Alfred Marshall would find the following Robinsonian observations conge¬ 
nial: 

At any moment in logical time, the past is determined just as much as the 
future. In an historical model . . . today is a break in a time between an 
unknown future and an irrevocable past. What happens next will result from 
interactions of the behavior of human beings within the economy. Movement 
can only be forward.5 

Even physical systems are historical.6 But we agree and disagree. The follow¬ 

ing passage by Robinson capsulates the dispute: 

How to match up these simple postulated entities (the money-wage rate, the 
price level, the rate of interest, etc.) with complex reality is an insoluble 
problem. But this is only to be expected, for the entities were not derived in the 
first place from contemplating reality; they were hastily summoned out of their 
setting in a closed model to try to capture for equilibrium theory the position 
that Keynes demolished.7 

To repeat, I shall try to show that Robinson’s argument vindicates Marshall 

and Pigou as well as Keynes; none of their work is “ahistorical.” 

Turning to The Accumulation of Capital (1956/1965/1969), especially the 

third edition, we see that Robinson shows that applications of the “metaphor of 

equilibrium” to economic affairs are problematical.8 Her discussion centers on 

how interdependent individual expectations drive key variables, like bond prices, 

so that the properties of any momentary economic stasis cannot be extracted 

from an objective reduced form, as is possible in the mechanical examples she 

cites. Had she made another characteristic point—specifically that agents making 

markets are biological organisms, some dying over any interval, to be replaced 

by newcomers, and always in flux—she would have further enhanced her posi¬ 

tion. And a proper economic stasis in historical time must concern aggregations 

(like consumption and exports) that may behave highly regularly; equilibrium 

ideas tenable for proper economic analysis in historical time must be imprecisely 

macroscopic, as Robinson makes very clear in describing states of tranquility, 

lucidity, and harmony. 

Robinson’s state of tranquility describes a historical interval in which expec¬ 

tations are largely fulfilled. Tranquility is consistent with oligopoly, or monop¬ 

oly, settings in which price-quoters obtain roughly the results they thought they 

would. It describes the solution of a proper Keynesian problem and is what 

Tobin has in mind when he describes “rational expectations without market 

clearing.”9 It is also congenial to Marshallian economics. 
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A state of lucidity is not consistent with history: everyone commands all 

relevant facts and “understands the technical properties of all commodities.” 

Lucidity presages Rational Expectations, just as harmony anticipates the Core: 

“the rules of the game are fully understood ... [n]o one tries to alter his share of 

the proceeds of the economy, and all combine to increase the total to be 

shared.”10 
The following remarks from chapter 6 of The Accumulation of Capital encap¬ 

sulate its denouement: 

It is only necessary to describe these conditions to see how remote they are 
from the states in which actual economies dwell. . . . The rules of the game 
have been developed precisely to make accumulation and technical progress 
possible in conditions of uncertainty and imperfect knowledge. Yet too much 
disturbance, deception and conflict would break an economy to pieces. The 
persistence of capitalism till today is evidence that certain principles of coher¬ 
ence are imbedded in its confusion.11 

These lines, properly hostile to what Hayek calls Cartesian pseudo-liberalism, 

could have been written by Hayek (1960), consciously relying on Burke and J. S. 

Mill’s middle period for his liberal credo. Hayek and liberal economists of his 

genre deny the rationalist precepts of the French Enlightenment, along with 

“design theories” in general. Instead, they see liberal order emerging from 

‘ ‘ adaptive evolution. ’ ’ 
The distinctive contribution of Hayek, Mises, and other “Austrian” writers to 

the study of the informational content of price signals (going back to Hayek, 

1945) flows from their rejection of the commanding importance of equilibrium 

properties of prices in private-ownership economies. Hayek’s (1945) “tin” ex¬ 

ample pivots, after all, on the unexpected disappearance of a source of supply. 

Thomsen (1987), influenced by Kirzner (who emphasizes the informational role 

of prices in disequilibrium, promoting discovery of initially unknown facts),12 

argues that the limit point of the Hayek/Mises theory is the conclusion that 

the exclusive emphasis on prices as transmitters of information begs, rather 
than solves, the economic problem posed by dispersed knowledge and by the 
ignorance of market participants . . . [who will make exchanges] without 
awareness of alternatives that they would have preferred had they known about 
them. These prices provide profit opportunities, rather than “all the relevant 
information,” and these opportunities attract [entrepreneurial attention].13 

For the “Austrians,” exploitation of profit opportunities latent in “dis¬ 

equilibrium” prices is the motor of “capitalistic” adaptation. Instead of refuting 

economists of Hayek’s stripe, Robinson demolishes the scientific plausibility of 

general equilibrium ideas that Hayek skirmished against in his contributions to 

the socialist-calculation debate with Lange and others, a debate notable for 

Lange’s commitment to general equilibrium paradigms. Patinkin (1981) reports. 
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comme student, that the architectonic beauties of general equilibrium theory 

gripped Lange, but not Knight, Simons, or Viner. This is not surprising: planning 

paradigms rely on information that Marshallian writers say can be extracted from 
price signals, but that agents do not initially possess. 

The following remarks in many ways climax Robinson’s study of time in 

economics; they vividly smash Cartesian paradigms of Walrasian and/or new- 

classical-macroeconomic theory, and are congenial to the economics of Mar¬ 
shall, Hayek, Knight, et al.: 

Some theorists, even among those who reject general equilibrium as useless, 
praise its logical elegance and completeness. A system of simultaneous equa¬ 
tions need not specify any date nor does its solution involve history. But if any 
proposition drawn from it is applied to an economy inhabited by human be¬ 
ings, it immediately becomes self-contradictory. Human life does not exist 
outside history and no one has correct foresight of his own future behavior, let 
alone the behavior of all the other individuals impinging upon his. I do not 
think it is right to praise the logical elegance of a system which becomes 
self-contradictory when it is applied to the question it was designed to an¬ 
swer.14 

An Extended Theoretical Setting 

Samuelson explicitly distinguishes historical from nonhistorical, or causal, sys¬ 
tems. 

A truly dynamical system may be completely non-historical, or causal, in the 
sense that its behavior depends only upon its initial conditions and the time 
which has elapsed the calendar date not entering into the process.15 

He rather tentatively adds that: 

Given a small shock (measles, etc.), [a] child’s weight will deviate from 
“normal” growth, but afterwards will catch up. . . . Similarly, an economy 
recovers from ... a war. . . . But the population ... is forever different in 
absolute numbers after a shock ... even though its relative age distribution and 
other features may again approach stable form.16 

Samuelson’s examples are consistent with an ahistorical approach to eco¬ 

nomic theory. Measles or a state of war qualify as initial conditions; and Samuel¬ 

son properly cites entities like relative-age distributions, proportions of females 

between the ages of thirty-five and forty owning IBM shares, etc., as proper 

variables for macroeconomic formulation. But I should go further and say that 

the idea of equilibrium is incompatible with that of history. The gist of my 

position is this: an uneasy truce is possible if structures are assumed to be 

parametrically rigid. Then we may ask if the influence of initial conditions 

persists. If it does, the system’s evolution is (in a nonstochastic environment) 

definitively determined historically. But historical processes evolve in ways that 
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cannot be forecast. Thus, a key “evolutionary” element concerns interactions of 

biological agents, together with individual aging. Robinson (1974) reminds us 

that “I today am not I tomorrow”; or, in Proust’s locution, that one’s self over 

one’s life is but a suite de moi. An economy moving in real time is in ceaseless 

structural evolution; in the quite amorphous upshot, the initial constellation of 

parameters and structural coefficients is no more than a historical reference 

point; “equilibria” succeed each other kaleidoscopically. 

One reason why the evolution of historical processes cannot be captured by 

equilibrium models is based on consequences of dependence of agents’ actions 

on their expectations of others’ expectations. Frydman and Phelps interestingly 
develop this point: 

Unless the actors in the economy have always lived in an epistemological 
garden of Eden, where the economist’s model of endogenous variables has 
been the one and only relevant model and where each actor has never em¬ 
braced another model, has never embraced the hypotheses that others have, 
and has never entertained the possibility that others might forecast the exoge¬ 
nous factors differently, the estimation of the model is bound to be contami¬ 
nated by misestimations of the real-life actors. . . . Real-time history provides 
no opportunity for a “tatonnement” (of estimations) of commonly embraced 
and known-to-be embraced models—a process vastly beyond any Walrasian 
tatonnement involving a sequence of (known and foreseen) prices.17 

A “tatonnement of expectations” concerns recontracting; the Frydman- 

Phelps argument amplifies established hostility to general equilibrium analysis, 

which obviously depends on the absurd stipulation that “false trading” can be 
neglected. 

I propose a program more radical than that of Frydman and Phelps. They 

study a model in which there are “true,” firmly planted parameters. They ask, 

“is there a learning process converging on an objective solution?” And they 

point the way to the hedged position of Marshall and Pigou. In particular, they 

say that Knight (1921) stresses the unique aspects of each economic situation: 

“but economics must also recognize the recurring elements ... if it is to aspire 

to any explanatory power.”18 Of course, there are recurring elements, as indeed 

Knight also pointed out. But the commanding position cannot be outflanked: 

correct economics must be, inter alia, a study in history, duly identifying “recur¬ 

rent elements.’ Joan Robinson would probably have rejected the consensus¬ 

building role I assign her, but she did build consensus across much of the 
economic spectrum. 

Expanding and Deepening the Analysis: Kirman (1983) 
and Georgescu-Roegen (1971) 

Kirman (1983) projects the radical idea that models learn from agents. Our 

perceptions of “reality” affect its properties—here, structural coefficients of 
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macromodels. The upshot is observationally indistinguishable from one in which 

there is no true model—and so no equilibrium reference state. 

Kirman may be too prudent about the implications of his model. He is hard 

put to describe resulting outcomes as equilibria. And he puts so much distance 

between Equilibrium and History that one suspects he is more estranged from the 
new classical macroeconomists than he owns. 

My interpretation of Kirman’s analysis hinges on what Georgescu-Roegen 
calls irreversible and irrevocable processes: 

The first category of “nonreversibility” consists of all processes which, 
though not reversible, can return to any previously attained phase.... We may 
refer to them as irreversible. ... In saying “history repeats itself,” history is 
conceived as an irreversible process in this narrow sense. ... A process is said 
to be reversible if and only if it can follow the same course phase by phase in 
the reverse order. . . . The second category of “nonreversibility” consists of 
processes that cannot pass through a given state more than once. . . . Such a 
process is irrevocable. . . . The entropic degradation of the universe as con¬ 
ceived by classical thermodynamics is an irrevocable process: the free energy 
once transformed into latent energy cannot be recuperated.19 

Strictly, history is irrevocable—although measurements of various aggregates 

may display repetitive properties. But the process of Walrasian theory is com¬ 

pletely reversible; that is what recontracting is all about! Reversibility is obtained 

at high cost: the tatonnement plays out in a fictional or notional time. In histori¬ 

cal time, life generates irrevocable changes. 

Georgescu-Roegen does not cite Joan Robinson, but she anticipated his expla¬ 

nation of why the equilibrium idea of Walrasian, or new classical, economics is 
preposterous: 

The very fact that an individual . . . may alter his preferences [means that an] 
equilibrium ... is thus immediately defeated not by the intervention of exoge¬ 
nous factors but by endogenous causes. . . . Edgeworth (1932, p. 127n) once 
said that “to treat variables as constants is the characteristic vice of the un- 
mathematical economist.” But an economist [confined] to mathematical mod¬ 
els is burdened with an even greater vice, that of ignoring the qualitative 
factors that make for endogenous variability.20 

In effect, Georgescu-Roegen sums up one of Frank Knight’s principal posi¬ 

tions: 

It is their [wants’] essential nature to change and grow. . . . The chief thing 
which the . . . individual wants is not satisfaction for the wants he has, but 
more, and better wants.21 

And Knight’s evaluation of the equilibrium idea in economics is exemplary: 

[One interested in scientific economics] had better give up . . . such notions as 
force and tendency and equilibrium, and restrict the matter of his discourse to 
statistical trends, correlations, etc., in the field of physically measurable mag- 
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nitudes.... If terms like equilibrium and tendency are used in such a system it 
must be in the sense of statistical modes and mathematical limits.22 

Surely Keynes does not demolish these positions. Nor would he have wanted 

to. In the domain of “time in economic theory,” the great neoclassical writers 
are friends, not enemies, of Joan Robinson. 

Mrs. Robinson and the Classics: 

“Where We Agree and Where We Disagree” 

Marshall’s description of the stationary state, the culminating idea in classical 
economics, should have pleased Joan Robinson: 

[The stationary] state obtains its name from the fact that in it the general 
conditions of production and consumption, of distribution and exchange, re¬ 
main motionless; but yet it is full of movement; for it is a mode of life. The 
average age may be stationary; though each individual is growing up towards 
his prime or downwards to old age.23 

[In the stationary state] it will suffice to suppose that firms rise and fall, but 
that the “representative” firm remains always of about the same size . . . and 
that the economies resulting from its own resources are constant; and since the 
aggregate volume of production is constant, so also are the economies resul¬ 
ting from subsidiary industries in the neighborhood.24 

Robinson was ambivalent towards Marshall, and surely unfair to Pigou. She 

acknowledged that Marshall studied a “recognizable economy in a particular 

framework of law and accepted conventions,”25 and she points up the “notori¬ 

ous dilemma” posed by the idea of the representative firm. Indeed, she sees 

Marshall’s stationary-state problem from an “increasing-returns” angle rather 

than from that of the “macro-foundations of microeconomics,” i.e., the neces¬ 

sarily statistical properties of any equilibrium concerning biological agents.26 

So far so good. But she also writes: 

As soon as the uncertainty of expectations that guide economic behavior is 
admitted, equilibrium drops out of the argument and history takes its place. 
The post-Keynesian theory reaches back to clasp the hands of Ricardo and 
Marx skipping over the sixty years of dominance of neoclassical doctrines 
from 1870 to the great slump.27 

Why skip the years 1870-1930 (or 1870-1936, Kalecki excepted)? Joan Robin¬ 

son offers two reasons. One is quite intriguing: it hits the expectations nail on the 

head. The other reason seems to me improper. It is based on the claim that writers 

like Marshall, Pigou, Wicksell, Lavington, Hawtrey, Robertson, and Knight base 

their work on concepts of equilibrium we know they explicitly reject. 
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When Keynes summed up what he felt to be the main difference between his 
theory and that from which he had had “a long struggle of escape,” he pointed 
to the admission into his argument of the very obvious fact that expectations 
about the future are necessarily uncertain. . . . Keynes (1937) described equi¬ 
librium theory as ‘‘a pretty, polite technique” which tries to deal with the 
present by abstracting from the fact that we know very little about the future.28 

The General Theory contains profound and original insights into expecta¬ 

tions. But it is also strongly committed to Marshallian equilibrium constructions. 

Indeed the book is marred by Keynes’s efforts to keep equilibrium at its center.29 

So the excerpt’s final sentence—immediately following a virtual capsulization of 
Knight’s (1921) risk/uncertainty dichotomy—must be decried. 

The “equilibrium theory” which Robinson undermines is that projected by 

Walras, Hicks, the neoclassical synthesis based on IS/LM, and prospectively, the 

new classical macroeconomics. Tobin makes a related point: the stipulation of 

continuous market clearing comprises an intense commitment to Equilibrium 
against History.30 

Defending the Non-Walrasian Neoclassical Macroeconomic Doctrine 

Marshall and Pigou et al. were primarily concerned with characteristic secular 

features of economic history (e.g., manufacturing employment, savings rates, 

and rates of profit). I do not find any trace of general equilibrium modeling in 

their work. (This may explain Walras’s loathing of English economics.31) And 

Marshall, Pigou, Robertson, Fisher, Hayek, et al. are surely in agreement with 

Friedman’s (1946, 1949, 1955) trenchant criticism of Walrasian methodology, as 

is Harrod (1956). Their business (trade) cycle theory, flowing from the work of 

Henry Thornton and J. S. Mill, emphasizes uncertainty and expectations. “Ex- 

pectational noise” reverberates in their monetary economics and in Robertson’s 

theory of industrial fluctuations. Nor is the theory of economic fluctuations of 

the Austrians, Wicksell and Fisher, at all Walrasian. 

The proper dichotomy between Keynesian and general equilibrium paradigms 

is displayed by Lange’s Price Flexibility and Employment (1944)—although 

Lange extracts Keynes-like results from his elaborate, if mathematically unrigor- 

ous, model.32 Lange’s equation system crumbles into dust if exposed to History. 

And Keynes clouds up the picture: he approved Hick’s (1937) “Mr. Keynes and 

the Classics.”33 It seems that the sharpest paradigmatic clash in the domain 

under study, until the advent of the new classical macroeconomics, is between 

the constructions of Oskar Lange and Joan Robinson. 

Concluding Remarks 

Joan Robinson’s penetrating analysis of time in economics goes far to show that 

general equilibrium theory cannot validly interpret motions of observable quanti¬ 

ties. But she improperly extended her stricture to include non-Walrasian neoclas- 
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sicals: Wicksell, Marshall, Fisher, Hayek, et al. are indicted, along with Walras, 

Lange, IS/LM, and the new macroeconomists; the former must be exonerated, 

but the latter are convicted. Thus, the line of macroeconomic thought running 

from Adam Smith and Ricardo, through Mill, Marshall, and Irving Fisher, to 

Milton Friedman (for example), is oblivious to “logical” time; these economists 

sacrifice “rigor” in a way decried by the Walrasian school, who went on to 

“reform” theory by introducing concepts that make sense only in “logical” 
time. 

Joan Robinson’s analysis is monumentally important in its proper domain. 

Her analysis of time in economic theory nests in an extended theoretical setting, 

going back to Samuelson’s Foundations of Economic Analysis and including 

studies by Frydman and Phelps (1983), Kirman (1983), et al., of the conse¬ 

quences of the dependence of agents’ actions in their expectations of others 

expectations. Kirman’s study of the ways in which “real time” events may 

impose parametric, or even structural, change on models leads naturally to re¬ 

flection on thermodynamical concepts, studied by Georgescu-Roegen (1971), of 

(ir)reversible and irrevocable processes: economic actions lead to entropic 

transformation of the ambient environment, so that “realization of our purposes 

sets up a never-to-retum journey.”34 This is just what Joan Robinson taught. 

Economics properly concerns processes unfolding in time that irreversibly, if not 

irrevocably, affect a cast of economic agents that birth and death are shuffling up 

in any case. Economists should resist the temptation to obtain specious precision 
by pretending that time can be made to stand still. 

Remember Joan Robinson. 

Notes 
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16. Ibid., p.329. 
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24. Ibid. 
25. Robinson, 1974, p. 6. 
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CHAPTER SIX 

Mr. Harrod and the Classics 

J. S. Metcalfe and Ian Steedman 

There have been many responses to the economic theory of Keynes’s General 

Theory but two of the most influential have certainly been Hicks’s IS/LM interpreta¬ 

tion of that theory and Harrod’s dynamic extension to take account of the capacity- 

creating effects of net investment.1 We shall not be concerned here with whether the 

IS/LM analysis provided a faithful rendering of the General Theory or whether it 

represented Hicks’s own view of macroeconomic theory. Rather, taking it as a fact 

that IS/LM analysis has been, and still is, widely used, we seek to show how one 

flaw may be removed from that analysis by recognition of Harrod’s fundamental 

insight into the requirements of macroeconomic equilibrium. 

Joan Robinson was not a great admirer, it will probably be agreed, of the IS/LM 

interpretation of Keynes.2 But she did maintain a longstanding, if critical, interest in 

Harrod’s attempts to interpret Keynes’s insights in a growth framework—an interest 

lasting, at least, from her March 1949 Economic Journal article on Harrod’s To¬ 

wards a Dynamic Economics to her retrospective “Harrod after Twenty-One 

Years” in the Economic Journal of September 1970. In the former, she appeared to 

adopt a “steady-state” interpretation of Harrod’s central point, writing that: 

[H]is world is dynamic in the sense that continuous change is going on through 
time, but it is a world without history. Every change that took place in the past 

was digested, so to speak, as it occurred. Time rolls on in a homogeneous 
stream, and it makes no difference at what point we dip into it.3 

As will soon emerge below, we adopt a quite different interpretation of 

Harrod’s economic dynamics. This difference may not suffice, however, to still 

all the reader’s questions regarding Joan Robinson’s concerns about history, 

time, and uncertainty—but the reader may wish to suspend judgment on this 

issue until after reading our closing remarks. 

IS/LM Equilibrium 

As is well known, an IS/LM equilibrium is a momentary one and there are two 

routes through which internally generated forces may disrupt such an equilib- 
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rium. One such route is that expectations may be falsified by experience and 

hence changed. Without in the least denying the importance of expectations and 

changes therein, we shall adopt one of Keynes’s devices, considering equilibria 

premised upon given patterns of expectations and supposing that long-period 
expectations may or may not be satisfied.4 

The other possible source of internally generated disruption is that the 

“equilibrium” flows determined by an IS/LM analysis are themselves changing 

the very stocks that are taken to be among the determinants of IS/LM “equilib¬ 
rium.” In this precise sense, then, an IS/LM equilibrium may be said to be an 
internally incoherent “equilibrium.” 

An internal incoherence of the type just defined is sometimes swept aside by 

reference to the fact that any stock discrepancies are likely to be small, relative to 

the total value of stocks, and can therefore be ignored. This response misses the 

point entirely, for it is not the relative magnitudes of stock disequilibria that are 

important but rather the responsiveness of flow decisions to any such stock 

disequilibria. Only if expenditure flows are completely independent of balance- 

sheet positions is the IS/LM framework free from internal inconsistency. Since 

an assumption of such complete independence would be quite unjustified, a 

reformulation of the concept of macroeconomic equilibrium is required, the ob¬ 

vious candidate being Harrod’s conception of a dynamic equilibrium. 

In recent writings it has been the widespread (and welcome) concern with the 

government budget constraint that has most clearly drawn attention to issues of 

stock/flow (in)consistency but, as Tobin has forcefully pointed out,5 there is 

absolutely no good reason for worrying about one particular stock/flow (incon¬ 

sistency while ignoring others. What is needed is a form of analysis to which 

complete stock/flow consistency is central, or, so to speak, “built in.” Ad hoc 

adjustments to IS/LM analysis will not suffice to remove the internal incoher¬ 

ence to which that analysis is subject and it is for this reason that we propose a 

reformulation that starts from Harrod’s work and generates an internally coher¬ 

ent concept of equilibrium. 

Coherent Equilibrium versus Steady Growth 

A concept of equilibrium that is to be coherent, in the sense of avoiding 

stock/flow inconsistencies, must necessarily be defined in terms not only of the 

levels of endogenous variables but also of their rates of change. It was, of course, 

precisely such considerations that led Harrod to his conception of dynamic equi¬ 

librium. It is essential at this point to recognize that an equilibrium defined in 

terms of both levels and rates of change can be defined perfectly well for a given 

moment of time. Such an equilibrium will be internally coherent, in the sense 

explained above, but it may or may not be a steady- (or semi-stationary) state 

equilibrium. Recall that in our treatment of expectations, while short-period 

expectations are satisfied, long-period expectations may or may not be fulfilled. 
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By contrast, any steady-state equilibrium necessarily involves that long-period 

expectations are fulfdled. The equilibrium concept that we shall suggest as an 

alternative to the IS/LM equilibrium is an internally coherent equilibrium; it 

need not be a steady-growth equilibrium in the usual meaning of this term. 

Our purpose here is to propose a particular improvement to IS/LM analysis, 

and not to present an exegetically impeccable account of Harrod’s equilibrium 

concept, but in view of the prevalence of steady-growth theorizing and the con¬ 

sequent danger that our proposed “coherent equilibrium” will be misinterpreted 

as “steady-growth equilibrium,” it will be valuable to recall some of Harrod’s 

own statements that bear upon the distinction. In his famous Economic Journal 

essay of 1939, Harrod wrote that “The analysis relates to a single point of time" \ 

twenty years later he stressed that “My equation purported to specify what the 

steady rate of growth at a given point of time would be ... I did not dare venture 

beyond that.”6 And, in Economic Dynamics, Harrod still insisted that “The most 

basic equations in dynamics relate to a particular point of time."1 If further 

evidence is needed that Harrod was not referring here to steady-growth theory 

(as that term is now generally understood), we may note his statement that “the 

dynamic determinants themselves . . . are, of course, always changing.”8 For 

better or for worse, our “coherent equilibrium” is, like Harrod’s equilibrium, 

defined for a given moment in time. We shall not be engaging, in this paper, in 

semi-stationary growth theory and the reader is asked to resist any temptation to 

suppose otherwise. 

We have already explained why the “coherent” equilibrium concept is pref¬ 

erable to the IS/LM equilibrium, which involves only market clearing. It should 

now be clear that “coherent” equilibrium also differs significantly from the 

long-run steady-growth concept that underlies “monetary growth theory.”9 

There is no reason to suppose that actual economies are either in, or undergoing 

a transition to, a steady-growth path and it is hardly self-evident that they are 

adjusting to an exogenously given labor-force growth rate. It is probably true that 

the fundamental determinants are always changing. There is, therefore, a case for 

seeking to avoid both the internal incoherence of IS/LM analysis and the strenu¬ 

ous artificiality of monetary growth theory; it is exactly this that the “coherent 
equilibrium” concept is designed to do. 

“Intermediate” IS/LM Analysis 

Monetary growth theory is not, of course, the only strand in the literature that 

seeks to add dynamic equations to IS/LM. It is a straightforward matter to add 

equations that trace out time paths for the components of effective demand and 

for stocks of financial assets, and thus create a sequence of moving IS/LM 

equilibria.10 However, such effective demand dynamics miss the central point of 

Harrodian theory, i.e., that dynamic equilibrium entails a relationship between 

changes in effective demand and changes in productive capacity. Adding dy- 
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namic equations to treat components of effective demand alone is necessarily 

incomplete as a treatment of the dynamic inconsistencies of the IS/LM frame¬ 
work. 

Our Procedure 

It need hardly be said that the basic IS/LM framework has been embellished in 

many ways; for example, to allow for variable prices, wage dynamics, wealth 

effects, the government budget constraint, the openness of the economy, and so 

on. Yet the problem of internal incoherence both exists in the basic framework 

and remains after such elaborations. It is therefore appropriate, since our central 

concern is with that internal incoherence, that we first present our proposed 
reformulation in terms of the basic, simplest case. Indeed, it would hardly be 

sensible to set out our main points in anything other than the basic case! Conse¬ 

quently, just as basic IS/LM analysis takes the money stock and the price level as 

given, so we shall, at first, take both the ratio of the money stock to capacity 

output and the price level as given. As in basic IS/LM, we take expectations as 

given, ignore real balance effects, and suppose given consumption, investment, 

etc. functions. Of course, we cannot treat the capital stock as given, as is done in 

IS/LM analysis, but it will be required to meet the condition of Harrod (and 

Domar, 1947) that output and capacity expand at the same rate. In a later section 

of the paper the endogenous determination of the inflation rate will be consid¬ 

ered. But the central point throughout will be the need for—and indeed the 

simplicity of—the concept of coherent equilibrium at a given moment of time. 

Conventions and Definitions 

In the interest of simplicity, time is treated as continuous and, in the spirit of 

Harrod’s work, no attention is paid to time lags. We do not, of course, suggest 

that time lags are really unimportant; we simply wish to bring out that our central 

points do not depend on lag effects. The symbols, Y, Yc, /, and S denote actual 

output, capacity output, investment, and savings flows, at time t. All questions of 

depreciation and obsolescence are ignored. 

At the ruling structure of relative prices, taken to be independent of the degree 

of capacity utilization, entrepreneurs have a clear idea of a normal relation be¬ 

tween the values of their capital stocks and the associated potential flows of 

capacity output. Taken in the aggregate, this leads to a normal ratio of capital to 

capacity output defined by: 

v. *K/Yr (1) 

where K is the capital stock at time t, and vn summarizes the relationship be¬ 

tween capital stock and productive capacity and thus represents “aggregate sup- 
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ply conditions.” No doubt will be influenced by many factors (the interest 

rate, the real wage, the composition of consumers’ expenditure, technical possi¬ 

bilities, the rate of accumulation, entrepreneurs’ psychology, etc.), but the net 

effect of these influences at a given moment of time will be complex. We shall 

therefore simplify by treating vn as a constant. (Of course, it would be desirable 

to replace this simplification by an explicit theory of the determination of vn; not 

forgetting that steady-state theories of vn will not necessarily be appropriate.) 

It is important to recognize that the concept of normal capacity does not 

depend on a technologically fixed relation between capital stock and actual 

output. There is a margin of capacity utilization either side of ‘‘normal capacity 

working” so that the actual capitakoutput ratio, v s K/Y, can be above or below 

vn. There must be a technically determinate lower limit to v but we shall only 
consider positions of equilibrium within this limit. If we define the degree of 

capacity utilization by x = Y/Yc then vn = vx. When output is in excess of normal 

capacity, x > 1 and v <vn\ while when output is below normal capacity, x < 1 and 

v> V The possibility of a macro dynamic equilibrium discrepancy between v 

and vn is crucial to what follows and distinguishes our framework from the 

contributions of Harrod and of Domar. (Although we proceed entirely in terms of 

the determinants of x, the translation into the behavior of v relative to v can be 
n 

readily made.) 

Growth rates are defined as: 

8c-Yc/Yc;gy = Y/Y;gl = I/I;gK = K/K = I/K (2) 

Expansion and Capacity Utilization 

Let s be the average savings ratio, so that the goods market flow equilibrium 

condition—with no government and no foreign sector—may be written as: 

I = sY 

or 

K 
^sx} 

VVV 

K 

or 

8 k 
'sx' 

v„ 
V nJ 

(3) 

Since Y = xYc, effective demand and capacity, at a given instant, will be 

growing at the same rate as one another if, and only if, x = 0 . And since we treat 

vn as constant, we see from (1) that gc = gk. Hence, when x = 0, gy = gc = gk. 
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We suppose that 5 = s(x,r), where r is a representative long-term interest rate. 

The dependence on x results from the probable facts that as x rises the share of 

profits in income rises, and that the savings ratio out of profits exceeds that out 

of wages and salaries. Now, since / = sT, g, = gy if and only if 5 = 0. If x = 0, 
s = 0 if and only if r = 0. Thus: 

x = /• = 0 (4) 
if and only if 

8y = gc = 8K = 81 (5) 

Relations (4) and (5) are necessary for coherent equilibrium—but they are not 

sufficient, for the desired growth rate of capital accumulation must also be equal 
to the common growth rate shown in (5).11 

Desired Investment and Accumulation 

We suppose that scientific discoveries, innovation possibilities, population 

growth, etc., are creating an expanding set of investment opportunities. Given the 

perceptions of these opportunities by entrepreneurs, together with their other 

expectations, we take desired investment and the growth rate of desired capital 

stock to depend on r and on x, the dependence on r being negative and that on x 

being positive.12 Notice that there is no inconsistency in supposing that invest¬ 

ment is positive when x < 1, even though capitalists currently plan that their new 

capacity will be fully utilized. Since we are concerned with coherent equilib¬ 

rium, the marginal expected x may be unity even though the average actual x is 

less than unity and constant. Thus, it is quite consistent to suppose that at a given 

moment there is underutilization of existing capacity, and yet entrepreneurs per¬ 

ceive new investment opportunities, to benefit from which they must lay down 

qualitatively new plant and equipment. (By contrast, of course, we would impose 

x = 1 if we were engaged in steady-growth analysis.) 

More formally, we follow Kaldor (1951), Robinson (1962), and Marglin 

(1984) in supposing that, for given long-term expectations, desired investment, 

ID, and desired capital stock, KD, are related by: 

ID=f(p,x,r)KD (6) 

where p is the current average rate of return on capital assets, net of interest 

payments, and/() is increasing in p and x but decreasing in r.13 There will be a 

positive value of p for which/() is zero. Now: 

W-rK)K~x = 
;v 

1
-

 

1 1 

■l-J - 



68 J. S. METCALFE AND IAN STEEDMAN 

where W represents aggregate wages and salaries, and (W/Y) will almost cer¬ 

tainly not rise as x increases. Thus, p increases, at least linearly, with x but 

decreases with r. Eliminating p from (6) gives us: 

(ID/KD) = h(x,r) (7) 

say, where h( ) increases with x but decreases with r, taking account of both the 

direct effects of * and r, as shown in (6), and their indirect effects via changes in p. 

Coherent Schedules 

Capacity Utilization and Growth 

Whereas (3) shows the actual rate of capital accumulation (when / = sY) as a 

function of (x,r), (7) shows the desired rate of accumulation—call it g%—as 

a function of (x,r). Figure 6.1 shows gK and g% as possible functions of x, for 

r - rx say. Given that rx, x*, and g* are the coherent equilibrium values of the degree 

of capacity utilization and the growth rate; if x = x*, g = g* and x = r = 0, 

then (r1? x*, g*) will give a coherent equilibrium, with gY = gc = gK = g, = g*, 

at the instant in question. There is “real side” flow equilibrium and a desired 

accumulation rate equal to the actual rate. Note that the unique equilibrium 

shown in Figure 6.1 is stable; at x < x* (** < x) the actual rate of accumula¬ 

tion would fall short of (would exceed) the desired rate, i.e., aggregate saving 

would fall short of (would exceed) desired investment, so that x would be 
tending to rise (fall). 

Our two-sided relation bringing together desired and actual rates of accumula¬ 

tion, as in Figure 6.1, will no doubt remind many readers of Joan Robinson’s 

closely related diagram employed in her “Model of Accumulation,” in the sec¬ 

ond of her Essays on the Theory of Economic Growth (1962). It may also be 

useful to recall here that Joan Robinson introduced her diagram in the course of 

discussing “Short-period Equilibrium,” just as our Figure 6.1 is concerned with 

coherent equilibrium, and not with long-period analysis.14 But if our diagram is a 

close cousin of Joan Robinson’s, as it is, it is not exactly equivalent to it. For we 

treat the degree of capacity utilization x as a variable, which she did not.15 In her 

1949 review of Harrod she had written, “However, if I have understood Mr. 

Harrod aright, the warranted rate of growth is that rate of growth of output 

(AY/Y) which ensures the continuous full-capacity working of the stock of capital 

considered as a whole.”16 In contrast with both this interpretation of Harrod and 

Joan Robinson’s own 1962 essay, we seek to treat the degree of capacity utiliza¬ 
tion as an important variable to be analyzed. 

Now suppose that, in Figure 6.1, the given value of r is changed slightly. To 

see how g* and x* will change, we describe the equilibrium position (dropping 



MR. HARROD AND THE CLASSICS 69 

Figure 6.1 

g = h(x, r) = v-1 s(x, r)x 

Stability in Figure 6.1 requires that gK increases with x faster than does g%, or: 

(1 + Esx) > Ehx > 0 

where Eij is the elasticity of i with respect to j. Now simple differentiation and 

manipulation shows that: 

'dr x^ 1 + Esx-Ehx 

dx r Ehr - Esr 
\ J \ 

\ 

(dr g) 1 + Esx - Ehx 

(dg r J (1 + Esx) Ehr - EhxEsr 

The numerator is positive, in each case, from the stability condition. This same 

condition then ensures that if Ehr < 0, then Esr > Ehr is necessary and sufficient 

to make both (dr/dx)(x/r) and (dr/dg)(g/r) negative. We shall assume Esr > Ehr < 0 

from now on, so that both x and g are inversely related to r. It is, of course, 

another question whether such inverse relationships are defined for all non¬ 

negative values of r. It may (or may not) be the case, for example, that before r 

can fall to zero, x will reach some maximum possible value. At the other ex¬ 

treme, as r rises it may well reach a value at which the gK and g% curves in 

Figure 6.1 become tangential, implying that no higher value of r is compatible 
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Figure 6.2 

r 

with coherent equilibrium, given the long-term expectations, animal spirits, atti¬ 
tudes to saving, etc.17 

Figure 6.2 shows the relations between equilibrium g, r, and .v, for the case in 

which there are both lower and upper limits to the relevant range of r. The GG 

schedule on the right of that figure is our coherent analog to the IS schedule; at 

every point on the GG schedule, investment = saving and in addition, income, 

investment, actual capacity and desired capacity are all growing at the same 

rate, shown as g on the left of Figure 6.2. Only combinations of (g, r, x) lying on 

gg—the “coherent growth schedule”—and GG are combinations implying co¬ 

herent equilibrium on the “real side.” (Note, more specifically, that GG is not 

merely an IS curve with Y replaced by x = (Y/Yc) on the horizontal axis. The (r, x) 

lying on GG both ensure I = S and make the actual gK = desired gK. This is 

because account is taken of the normal supply conditions, represented by v , or, 

in other words, because Harrodian capacity expansion—as well as effective de¬ 

mand—aspects of investment are accounted for. Thus, it would not have been 

sufficient simply to take the IS curve and deflate it by capital stock, either actual 

or desired. By contrast, Tumovsky’s presentation of intermediate IS/LM analysis 

does involve such a deflation; consequently his intermediate equilibrium does 

not involve gK = g£ = gr18 Note that a higher vn would imply a “northwest” 

shift in gg and a “northeast” shift in GG.) 

With respect to gg, all (g, r) combinations lying on this schedule imply coherent 

growth, with income, capacity, and desired capital stock growing in step. Together 

with (7), they show why a given rate of growth could continue to be an equilibrium 

rate if underlying conditions were to be constant over time—thus avoiding 

Alexander’s well-known objection to Harrod’s formulation of the warranted rate.19 
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The interested reader will wish to consider now those cases in which the 

curves of Figure 6.1 have either no intersection or two intersections.20 But we 

must move on to construct a coherent analog to the LM schedule—noting, how¬ 

ever, that this second analog is independent of the GG schedule; one can accept 

either analog without necessarily accepting the other. 

Money and Coherent Equilibrium 

We now construct a schedule of those combinations of x and r for which the 

demand for money will both be equal to and grow at the same rate as the supply 

of money, when the latter is growing at the same rate as capacity output, Yc, and 

the capital stock, K. We suppose, for simplicity, that when x = r = 0, marginal 

portfolio allocations will be the same as the prevailing average allocations (this 

is expressed in the homogeneity assumption made below). As in IS/LM analysis, 

the demand for money is assumed to reflect both transactions concerns and the 

desire to carry purchasing power through time. The absolute money price level is 

taken to be constant; a positive rate of inflation will be introduced in a later 

section. 

We begin by writing a stock demand for money function in the form: 

Md = m(r, Y, Wealth) (8) 

where Md is the demand for nominal money; m() is decreasing in r, increasing in 

Y and in Wealth, and linear homogeneous with respect to Y and Wealth. We 

assume that the aggregate value of the physical capital stock always equals the 

value of bonds held by households (this assumption will naturally have to be 

dropped in later work), but we do not wish to debate whether one should then 

define (Wealth = K) or (Wealth = K + Md). In either case we divide through (8) 

by Yc to obtain 

(Md/Yc) = m(r, x, v„) 

or 
(Md/Yc) = m[r,x, vn + (MdfYc)} 

(9) 

where the presence of vn as an argument of m{ ) marks the influence of the 

“supply side.” 
Denote the exogenous nominal money supply by M. One condition of coher¬ 

ent equilibrium is, of course, that Md = M. But this does not suffice for coher¬ 

ence, since stock-flow equilibrium requires in addition that M grow at the same 

rate as K, so that portfolio balance is maintained. 

Replace Md by M in (9), so that Md - M is built in from now on, and take 

(M/Yc) as given. Then either form of (9) defines implicitly an upward sloping (x, r) 

schedule—to be called the LL schedule—showing those combinations of x and r 
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Figure 6.3 

r 

compatible with Md = M for the given ratio (Mf¥c). An increase in (M/Yc) would 

displace this schedule “southeast”; a higher vn would shift LL “northwest.” 

Note that although (MfYc) is constant along LL—by definition—a move along LL 

in the direction of increasing x implies a fall in (M/Y) or, in other words, a rise in 
the income velocity of circulation. 

It will not be forgotten that the LL schedule, like the GG schedule of Figure 

6.2, is drawn for given expectations, attitudes, etc. It is not being suggested here 

that either schedule would remain unchanged in the face of shifts in confidence, 

unexpected inventions, or election results, and so on. We are concerned with 

coherent levels and rates of change at a given moment, we are not engaged in the 
analysis of persisting steady growth at an unchanging rate. 

Coherent Equilibrium 

Simply by adding the LL schedule of the previous section to Figure 6.2, we 

obtain Figure 6.3, which is our coherent analog to the IS/LM diagram. (We 

continue to focus on the case of a unique stable intersection in Figure 6.1.) Given 

the various determinants of the gg, GG, and LL schedules, the unique coherent 

equilibrium in Figure 6.3 is (xQ, r0, ga). This is the only position in which goods 

and money markets can clear and yield stock-flow equilibrium. 

There is, of course, no reason why coherent equilibrium should involve full 

capacity utilization (x = 1) or, therefore, what Harrod defined as warranted growth 

(with x = 1). Indeed, the concept of a unique warranted growth rate is far too 

restrictive. In Figure 6.3, warranted growth at full capacity (x = 1) would require 

more active animal spirits, or a higher (MfYc), or in fact any combination of changes 

adequate to place the intersection of GG and LL above x = 1. The coherent counter¬ 

part to Keynes’s underemployment theory is that there is no reason to expect full 
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capacity utilization and growth at Harrod’s particular warranted rate (x = 1). 

A little more must now be said about the monetary side of coherent equilib¬ 

rium. It was noted in the previous section that this requires both that Md = M, 

which is implicit in the LL schedule, and that M grow at the same rate as K and 

Y. In Figure 6.3, then, coherent equilibrium requires that gM = g0, where gM is the 

growth rate of the money stock. If (MfYc) had been higher, in Figure 6.3, LL 

would have been lower and thus gQ greater. Hence, holding the fundamental 

conditions constant, we may trace out those combinations of (M/Yc) and gM that 

are compatible with coherent equilibrium. Such combinations define a “coherent 

monetary policy schedule,” along which (M/Yc) and gM are positively related. 

By construction, only those combinations of gM and (M[YC) that lie on this 

schedule are consistent with coherent equilibrium. It would thus be quite futile to 

argue over whether the responsibility of the monetary authorities is to maintain 

an appropriate gM or to maintain an appropriate (M/Yc). Their task is, in fact, 

harder than either inappropriate characterization would suggest, for it is to main¬ 
tain a suitable (gM, M/Yc) combination. 

Comparisons 

It is naturally possible to use our (gg/GG/LL) diagram to compare the alternative 

coherent equilibria corresponding to different values of the fundamental data or 

different monetary policies. Perhaps two examples will suffice. 

Monetary Policy 

Starting from a given Figure 6.3, consider the effect of a notional increase in the 

exogenously given ratio (M[YC). The new LL schedule will lie to the “southeast” 

of the old one (if expectations, etc., are unchanged), so that the new coherent 

equilibrium will involve a higher x, a lower r, and a higher g. The “increase” in 

(M/Yc) is “expansionary.” Of course, the higher ratio (M[YC) would have to be 

accompanied by the appropriately higher growth rate of the money stock. The 

argument may be reversed, if the change in monetary policy is initially presented 

as a higher rate of growth of the money stock. 

“Paradoxes” of Thrift and Accumulation 

A ceteris paribus increase in the average savings ratio, at each pair (x, r), will imply 

that GG in Figure 6.3 shifts “southwest,” while gg shifts “southeast.” If nothing 

else changes, then, the new coherent equilibrium involves a lower x, a lower r, and a 

lower g. The increased desire to accumulate personal wealth results in a lower 

growth rate of that wealth. Conversely, an increase in “animal spirits” will shift GG 

“northeast” and gg “northwest,” so that x, r, and g will increase. If an improve¬ 

ment in “animal spirits” is needed to eliminate undercapacity working, it will do 
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so by increasing the growth rate of capacity.21 (In each case, the effects on x and 

on r will be clear diagrammatically but a more formal analysis is needed to show 

that the effect on g is indeed unambiguous.) 

The reader may work through other comparative exercises but it will always 

remain central that coherent equilibrium ensures not only that goods and money 

markets clear but also that the actual and desired rates of accumulation are equal, 

with effective demand and capacity growing in step. Coherent equilibrium is 

superior to IS/LM equilibrium for the discussion of changes in policy, or in 

fundamental conditions, precisely because the former is free from the stock-flow 
contradictions inherent in the latter. 

Inflation 

In keeping with our aim of focusing attention upon the basic framework of 

coherent macroeconomic analysis, we could perhaps conclude our discussion at 

this point. However, the analysis of inflation is now so central to macroeconomic 

analysis that we shall extend our discussion to incorporate the determinants and 

effects of a positive rate of inflation. This extension is readily achieved, not least 

because our concern with coherent rates of growth of real output, etc., extends 

quite naturally to a concern with the rate of growth of the price level—and, by 

implication, the rate of growth of nominal income. Furthermore, the central role 

that the degree of capacity utilization plays in much analysis of inflation permits 

the latter to be incorporated, with minimum disturbance, into our relationships. 

In short, since growth is at the center of our discussion, it is easy to incorporate 
“growth” in the price level. 

To be consistent with our prior treatment of expectations in the investment 

and money demand functions, we shall consider only coherent, inflationary equi¬ 

libria for given inflation expectations. We recognize that the diversity of expecta¬ 

tions should be an important component in inflationary analysis and that the 

determination and revision of inflation (and indeed other) expectations would be 

of prime concern in any extension of the analysis. However, given our Harrodian 

concern with events at a particular instant, we shall here treat the expected 

inflation rate as given. We simplify further by taking those expectations to be 

common to all decision makers in labor, money, and goods markets. Money 

illusion is also assumed absent from all economic decision processes. We may 

now recognize three consequences of a positive inflation rate for our coherent 

equilibria. First, the money rate of interest, i, will stand above the real rate of 

interest at the margin of investment, r in our previous discussion, by the uni¬ 

formly expected rate of inflation, 7t. In the absence of taxes of any kind, we have 

the Fisher condition i — r + tc. Second, to determine the actual rate of inflation we 

combine an expectations-augmented Phillips curve, Okun’s law (relating x to the 

pressure of demand in the labor market), and a fixed markup pricing hypothesis 

(which converts the rate of growth of money wages into a corresponding actual 
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Figure 6.4 

rate of price inflation, p). Thus p = p(x, n), with p() increasing in both arguments 

and (d2p/8x2) > 0. We could assume that there is a value of x that will equate 

actual and expected inflation rates but there would be no reason why this particu¬ 

lar level should correspond to x - 1. Equilibrium inflation and full capacity 

utilization may simply be incompatible. Moreover, in the present framework, 

which is not that of steady-state analysis, no particular interest attaches to an 

equality between actual and expected inflation rates. Finally, a coherent equilib¬ 

rium requires that the rate of growth of the money stock, gM, exceed the growth 

rate of output by a margin equal to the actual rate of inflation (p = gM -g). The 

various amendments to our framework are drawn together in Figure 6.4, in 

which the coherent equilibrium values for 7t = 0 are denoted by xa, r0, etc. 

To the already familiar upper part of the diagram (Figure 6.3) we have added, 

in the lower right-hand quadrant, the expectations-augmented tradeoff p(x, n). In 

the lower left-hand quadrant we have loci of constant rates of monetary growth 

marked by gM, a higher rate of monetary expansion shifting the locus away from 
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the origin in a parallel fashion. Along such a locus, the rate of growth of nominal 

income is constant, but at each point expansion is divided between inflation and 

real growth in a different way. 

Consider now how the expectation of a positive inflation rate changes the 

coherent equilibrium (by comparison with that at n - 0). In equilibrium, i = r + K. 

Our money stock demand function, which previously had r as an argument, now 

has instead the difference between the real expected marginal returns to holding 

K or M, i.e., [r - (-7t)] = (r + n) = i. In Figure 6.4, GG is a relation between (x, r) 

still but LL is now a relation between (x, /). As will be seen from that figure (with 

k > 0), x and g are higher than with zero expected inflation. With the expecta- 

tions-augmented tradeoff also determined, for the given 7i, we see that p is 

the actual rate of inflation that corresponds to the coherent equilibrium value 

of x (p > pQ). The rate of growth of nominal income is (g + p) and this will be 

sustained by a rate of monetary expansion gM{- g + p > gMo) that serves to 
maintain LL in its given position. Note that i > iQ = rQ> r. 

It will be clear that these effects of a higher rate of expected inflation depend 

on our having held constant the ratio of nominal money stock to nominal capac¬ 

ity output, so that LL is unaffected. If, by contrast, we take gM as given exoge¬ 

nously at the level gM = gMo, then with the positive expectation of inflation 7t, 

both x and g will be lower than with zero expected inflation. The reduction in g 

will, of course, exactly offset an increase in p. Real and nominal rates of interest 

will both be higher than i0 = r0 and the coherent equilibrium will be sustained by 

a reduced ratio of nominal money stock to nominal capacity, i.e., by an LL 

schedule that is appropriately displaced “northwest.” It will be noted that while 

i is increasing in 7t, across coherent equilibria, in both cases, the value of r may 

increase or decrease with n, depending on the meaning attached to given mone¬ 
tary conditions. 

From Figure 6.4 the reader will see immediately an opportunity to discuss the 

effects of other changes in data, now holding constant the positive, expected rate 

of inflation. We confine ourselves to one brief exercise, the comparison of coher¬ 

ent equilibria with alternative given rates of monetary expansion, the monetary 

growth rate and the money/capacity ratio being related by a “coherent monetary 

policy schedule,” the slope and position of which also depends upon the expec- 

tations-augmented tradeoff between x and p. (The schedule is shifted 

“northwest” when n is raised.) It is readily established that a higher gM corre¬ 

sponds to higher values of x, g, and p and to lower values of i and r. The precise 

split of the increased monetary expansion between inflation and real growth 

depends on the slopes of GG and gg, and upon p(x, Jt). The higher is 7t, the 
higher is (p/gM). It is easily shown that: 

' dp 

dSM P 
7 lp + *£J 
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where 

E = 
(1 + Esx) | Ehr | + Ehx Esr 

Epx (| Ehr | + Esr) 

so that, if g > 0, (dp/dgM)(gM/p ) ^ 1 accordingly as E \ 1. For example, if 

Epx > (1 + Esx) then E < 1 and any given percentage increase in gM provokes a 

larger percentage increase in p\ more loosely, increased monetary growth spills 

more into increased inflation than into increased real growth. (It will be noted 

that E • Epx is simply the ratio of our earlier expressions for the elasticities of the 

gg and GG schedules. Hence these elasticities, together with that of the p(x, n) 

tradeoff, determine the responsiveness of p (and g) to a change in gM. These 

remarks may be compared with those of Keynes on the corresponding analysis of 
“levels,” as opposed to our “rates of change.”)22 That our framework permits 

such clear-cut conclusions in this and other exercises is no accident. Coherent 

equilibria necessarily involve expansion—and how monetary expansion is di¬ 

vided between growth and inflation is naturally incorporated into our discussion, 

since both rates of expansion have the same dimension. By contrast, the dimen¬ 

sions and stock-flow inconsistencies of IS/LM analysis make it peculiarly diffi¬ 

cult to incorporate inflation into that analysis. 

Conclusion 

Any IS/LM equilibrium is a momentary equilibrium that is liable to be disrupted 

both for reasons relating to the disappointment of expectations and for reasons 

stemming from stock-flow inconsistencies. Our coherent equilibrium, by con¬ 

trast, is a momentary equilibrium that, while still vulnerable to unfulfilled expec¬ 

tations, is completely free from stock-flow inconsistency. 

Just as with IS/LM equilibrium, any change in the data—not least in expecta¬ 

tions or in government policy—will naturally imply a change in the position of 

coherent equilibrium. Some economists might argue that expectations are so 

volatile that none of our schedules will have a determinate position and that, as a 

consequence, coherent equilibrium is no more useful than is an IS/LM equilib¬ 

rium. One might pause before accepting this view. While it may well be true that 

there are periods of historical time in which expectations are confused and rap¬ 

idly changing—periods, that is, for which any formal method of analysis will 

have little power—it is hardly self-evident that the general state of expectations 

is always, or even usually, in such turmoil. The method of analyzing equilibrium 

positions for given expectations may therefore be a powerful way of understand¬ 

ing many actual economic situations. 
However, the question does arise of whether actual output expansion will 

coincide with the long-term expectations of growth underpinning the investment 

function and, if so, through what process. When actual outcomes upset the ex¬ 

pectations that gave rise to them, we may well entertain the presumption that 
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expectations come to depend on history and that both expectations and actual 

outcomes come to be path-dependent. Of course, to say that an adjustment pro¬ 

cess is path-dependent is not to say that, ipso facto, the process will not converge 

to any equilibrium position; it may or may not do so. But one can certainly join 

Joan Robinson in suggesting that: 

the concept of “stability,” based on a mechanical analogy, is inappropriate in 
economic analysis. For mechanical movements in space, there is no distinction 
between approaching equilibrium from an arbitrary initial position and a per¬ 
turbation due to displacement from an equilibrium that has long been estab¬ 
lished. In economic life, in which decisions are guided by expectations about 
the future, these two types of movement are totally different.23 

History and path-dependence may well matter and, as Joan Robinson put it, 

“To say how long it will take, or by what path, to find a new equilibrium (if 

there is one) we have to fill in a whole story about the behavior of the economy 

when it is out of equilibrium, including the effect of disappointed expectations 

on decisions being taken by its inhabitants.”24 We have not been able “to fill in 
a whole story” of the requisite kind; has the reader? 

Notes 

1. Hicks, 1937; Harrod, 1939. 
2. See, for example, chapter 6 of Economic Heresies (1971), especially pp. 82—85. 
3. Robinson, 1949, pp. 68-69. 
4. Kregel, 1976. 
5. Tobin, 1980, p. 163. 
6. Harrod, 1939, p. 24; 1959, p. 454; both emphases added. 
7. Harrod, 1973, p. 16; emphasis added. 
8. Harrod, 1959, p. 459. 

9. Tobin, 1955, and Johnson, 1967 are classic references; see also, among many 
others, Solow, 1970, chap. 4, the Journal of Money, Credit and Banking. “Symposium on 
Money and Economic Growth,” 1969, and Possum, 1979. 

10. Tumovsky, 1977, chap. 7; Backhouse, 1981. 

11. A study of the case x* 0 and gc, etc., not all being equal to one another would lead 
us into cycle theory, which is left aside here. 

12. Cf. Steindl, 1952, pp. 127-32; Domar, 1947. 
13. Robinson, 1962, pp. 48-51; Marglin, 1984, pp. 121-22. 
14. Robinson, 1962, pp. 46-47. 
15. Ibid., p. 46. 
16. Robinson, 1949, p. 80. 
17. Cf. Robinson, 1962. 

18. Tumovsky, 1977, chap. 7. 
19. Alexander, 1950. 

20. The second case formed the basis of Kaldor’s (1940) trade cycle model- cf. Hud¬ 
son, 1957. 

21. Schelling, 1947. 

22. Keynes, 1936, pp. 304-6. 



23. Robinson, 1974, p. 2. 
24. Ibid., p. 5. 

MR. HARROD AND THE CLASSICS 79 

References 

Alexander, S. (1950) “Mr. Harrod’s Dynamic Model.” Economic Journal, 60:724—39. 
Backhouse, R. (1981) “Keynesian Unemployment and the One-Sector Neoclassical 

Growth Model.” Economic Journal, 91:174-87. 
Domar, E. (1947) “Expansion and Employment.” American Economic Review, 37:34— 

55. 
Harrod, R. (1939) “An Essay in Dynamic Theory.” Economic Journal, 49:14-32. 
-. (1959) “Domar and Dynamic Economics.” Economic Journal, 69:451-64. 
-. (1973) Economic Dynamics. London: Macmillan. 
Hicks, J. R. (1937) “Mr. Keynes and the Classics.” Econometrica, 5:147-59. 
Hudson, H. R. (1957) “A Model of the Trade Cycle.” Economic Record, 32:378-89. 
Johnson, H. G. (1967) “Money in a Neoclassical One-Sector Growth Model.” In Essays 

in Monetary Economics. London: Allen and Unwin. 
Kaldor, N. (1940) “A Model of the Trade Cycle.” Economic Journal, 50:78—92. 
-. (1951) “Mr. Hicks on the Trade Cycle.” Economic Journal, 61:833-47. 
Keynes, J. M. (1936) The General Theory of Employment, Interest and Money. London: 

Macmillan. 
Kregel, J. (1976) “Economic Methodology in the Face of Uncertainty.” Economic Jour¬ 

nal, 86:209-25. 
Marglin, S. (1984) “Growth, Distribution and Inflation: A Centennial Synthesis.” Cam¬ 

bridge Journal of Economics, 8:115-44. 
Possum, U. M. (1979) “The Long-Run Properties of an Income Expenditure Model.” 

Economica, 46:159-73. 
Robinson, J. V. (1949) “Mr. Harrod’s Dynamics.” Economic Journal, 59:68-85. 
-. (1962) Essays in the Theory of Economic Growth. London: Macmillan. 
-. (1970) “Harrod after Twenty-One Years.” Economic Journal, 80:731-37. 
-. (1971) Economic Heresies. Some Old-Fashioned Questions in Economic Theory. 

London: Macmillan. 
-. (1974) History versus Equilibrium. Thames Papers in Political Economy (Au¬ 

tumn, 1974). London: Thames Polytechnic. 
Schelling, T. C. (1947) “Capital, Growth and Equilibrium.” American Economic Review, 

37:864-76. 
Solow, R. (1970) Growth Theory: An Exposition. Oxford: Oxford University Press. 
Steindl, J. (1952) Maturity and Stagnation in American Capitalism. Oxford: Basil Black- 

well. 
“Symposium on Money and Economic Growth.” (1969) Journal of Money, Credit and 

Banking, 1 (May): 131-302. 
Tobin, J. (1955) “A Dynamic Aggregative Model.” Journal of Political Economy, 

63:103-15. 
-. (1980) Asset Accumulation and Economic Activity. Oxford: Basil Blackwell. 
Tumovsky, S. J. (1977) Macroeconomic Analysis and Stabilization Policies. Cambridge: 

Cambridge University Press. 



JR 
CHAPTER SEVEN 

History versus Equilibrium 

Krishna Bharadwaj 

A theme that recurs prominently in the writings of Joan Robinson, involving a 

critical assessment of the significance and relevance of the neoclassical theory, is 

“the lack of a comprehensible treatment of historical time and failure to specify 

the rules of the game in the type of economy under discussion”; this lack 

“rendered the theoretical apparatus useless for the analysis of contemporary 

problems in the micro and macro spheres.”1 This criticism of theory with respect 

to its failure to deal adequately with historical time appears in Robinson’s writ¬ 

ings at various junctures and in various contexts of her analysis within the 

problems of value and distribution, accumulation, and technical change. As early 

as the early 1950s, Joan Robinson questioned the “meaning of capital”;2 the 

questions acquired a sharper focus on distribution theory in the capital contro¬ 

versy, following Piero Sraffa’s Production of Commodities (1960) wherein the 

logical consistency of the explanation of the rate of profit in terms of the equilib¬ 

rium between demand and supply of capital was challenged. In the 1980s, how¬ 

ever, Robinson, a major participant in the debate, increasingly insisted that “the 

long wrangle about measuring capital” is a minor, secondary issue when com¬ 

pared with the methodological error of confusing comparisons of imagined equi¬ 

librium positions with a process of accumulation going through history.3 It was 

in this context that she counterposed “history” against “equilibrium” and ar¬ 

gued for abandoning the method of equilibrium. Her major argument rested on 

the role of uncertainty and expectations: “As soon as the uncertainty and expec¬ 

tations are admitted, equilibrium drops out of the argument and history takes its 
place.”4 

A number of issues are complexly intertwined in Joan Robinson’s onslaught 

on theory and her passionate plea for a change of method—“getting economic 

theory out of the desert of equilibrium into fruitful fields.”5 Undeniably, Robin¬ 

son is a pioneer of new critical thinking who persistently posed fundamental and 

significant questions for theory. Our attempt here is to argue that many of the 

inadequacies and the failure of the neoclassical theory to handle historical time, 

to which Joan Robinson justifiably points, arise from the logical structure of that 

theory, with its specific conceptualization of the mechanisms of change and 
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choice that provide the basis for its explanation of prices and quantities. It would 

also seem that it is precisely the different structure of the classical theory of 

Smith, Ricardo, and Marx that enables these authors to deal with what Joan 

Robinson admiringly calls “a historical process of accumulation in a changing 

world while the Walrasians dwell in a timeless equilibrium.”6 In short, we 

suggest that it is the structural contrasts that distinguish the theories in terms of 

their openness to introducing historical changes and specificities in their analy¬ 

sis, i.e., in their ability fruitfully to combine historical elements abstracted from 

concrete observation and to bring them together in short chains of logical reason¬ 

ing. The differences, we suggest, lie in the theory rather than the method per se. 

While Joan Robinson’s contributions are in the realm of theory, her shift of 

emphasis onto the method in her critique seems to have helped her opponents 

divert attention away from the challenge thrown at the foundations of their 

theory, a challenge that Robinson herself, among others, initiated in her critical 

writings; her trenchant criticisms exposed the logical hurdles that the neoclassi¬ 

cal theory faced in its notion of the aggregate production function, the marginal 

productivity explanations of distribution, the conceptualization of the choice of 

techniques, etc. It is when we examine closely the structure of the theory that we 

realize that the limitations and the difficulties are inherent in the basic structure 

of that theory. 

How to tame the complexity and variety of historical observations so as to 

capture them within the logical framework of deductive reasoning has been a 

challenging problem for all system builders in economic theory, whether of the 

classical or the neoclassical school. The concrete events and experiences that 

constitute the empirical, observational base of theories are complex and mani¬ 

fold, varying not only from individual to individual, society to society, and time 

to time, but also reflecting ever-changing social and material interrelations. The 

application of logical reasoning however, requires that from this complex maze 

of interdependent activities that are changing over time, certain regularities and 

causal connections in the patterns of change be deciphered and hypothesized. 

These perceptions enter into the formulation of theoretical concepts and catego¬ 

ries and into the structure of the theory. In particular, notions such as a state of 

equilibrium (as in the neoclassical theory) or of the natural position (as in classi¬ 

cal theory) become necessary as organizing concepts: they indicate a position of 

the economy depicting the set of consistent outcomes of actions occurring under 

“normal” conditions of environment and under regular operation of behavioral 

rules as hypothesized by the theory. While such a notion of a “normal” position 

may be common to all theories, their explanations differ. 

In the following discussion we first outline the structures of the neoclassical 

and the classical theory to illustrate the above point of view. In the third section 

we take up Robinson’s critique of the neoclassical theory and its equilibrium 

methodology and conclude, in the last section, with a brief assessment of the 

strength of the critique, as well as some of its weaknesses. 
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The Structure of Neoclassical Theory 

(Demand- and Supply-based Equilibrium, or DSE Theory) 

Neoclassical theory uses a specific theoretical framework and a methodological 

approach to the analysis of economic change and choice that has narrowly cir¬ 

cumscribed the possibilities of incorporating into the analysis the complexity and 

variety of the historical processes. The theory visualizes the competitive capital¬ 

ist economy as an aggregate of atomistic individuals (producers and consumers) 

who make their optimizing choices in pursuit of their respective returns, given 

the technological possibilities, the preference scales, and competitive prices. It is 

through the “fundamental and universal principle’’ of substitution that quantity 

choices are adjusted in response to variations in relative prices by individuals. (A 
pertinent question raised and not satisfactorily answered is who is the invisible 

auctioneer or helmsman who initiates these changes in relative prices?) Equilib¬ 

rium is envisaged to be established when all markets clear, yielding simulta¬ 

neously the equilibrium set of prices and of quantities. For such an equilibrium to 

exist, however, stringent conditions need to be established on the choice sets and 

on the price-quantity responses. Thus, the data for the demand- and supply-based 

equilibrium (DSE) theory are the initial endowment of primary resources and 

their distribution over individuals, the technological possibilities, and the system 
of preferences. 

This explanation of prices and quantities has a number of analytical conse¬ 

quences. First, since the existence of equilibrium is explained in terms of balanc¬ 

ing the opposite forces of demand and of supply, stringent conditions need to be 

imposed on the feasible sets of choices so that the “substitution’’ yields “well- 

behaved” demand and supply relations. The theory, thus, presupposes strict 

functional relations between, say, changes in outputs and per-unit costs (ruling 

out, for example, continuously decreasing per-unit costs) or between factor in¬ 

tensities and factor prices (e.g., a monotonic inverse relation, say, between capi¬ 

tal intensity and the rate of profit). It is thus necessary to demonstrate that not 

only do markets clear (i.e., equilibrium occurs at the intersection of supply and 

demand) but that the price-quantity responses are of the appropriate signs in the 

neighborhood of the equilibrium (which are stipulated as first- and second-order 

conditions on the demand/supply relation). Should such conditions on the choice 

sets be violated—for example, as in the presence of increasing returns—the 

theory often has to rule out such possibilities by assumption. Similar difficulties 

on the demand side have to be tackled by relegating them to “paradoxes” or 

“anomalies.” The logical difficulty surfaces dramatically in the capital theory 

debate where the presumed monotonic inverse relation between capital intensity 

and the rate of profit required to generate a well-behaved “demand function” for 

capital is challenged on the grounds of the theory’s internal consistency (see 

Symposium on Paradoxes in Capital Theory in Quarterly Journal of Economics, 

1966). 
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Further, the critique has deeper consequences: since the DSE theory deter¬ 

mines all prices (commodity as well as factor) and all quantities (of commodities 

and also factor-utilization levels) simultaneously within the same framework of 

supply and demand, the capital-theoretic difficulty challenges the very existence 

of equilibrium and hence also the determination of all other prices and quantities 

in that theoretical framework. Thus, the reswitching controversy (characterized 

more generally as connoting the failure to establish the regular demand function 

for capital and covering the case of reverse capital deepening) remains a funda¬ 
mental criticism of the neoclassical theory. 

Further, the very notion of change is restrictively circumscribed in the neo¬ 

classical theory. First, all changes in quantities within the system are seen as 

outcomes of the ever-active principle of substitution. These changes are also 

primarily changes in relative quantities involving mainly allocational variations 

(e.g., given the budget constraint of the consumer, the changes in demand occur 

through substitution between different goods; given the primary resources, their 

use is discussed in terms of variations in factor proportions). These allocational 

variations emerge as an outcome of quantity decisions by individuals responding 

to changes in relative prices. 

Critics of neoclassical theory often attack its methodological individualist 

perspective: that is, that the theory operates with the individual as the decision¬ 

making unit. However, it may be noted that it is not so much the fact per se that 

the concept of the individual as the decision-making unit creates the much- 

debated micro/macro cleavage; rather, the analytical divide originates in the 

manner in which individual choice is conceptualized in that theory. The individ¬ 

ual is, as it were, cordoned off, through raising barriers of assumptions, from all 

influences emanating directly from other individuals or social relations by the 

assumption of no externalities. The individual operates atomistically from a 

black box, his feasible options (technology and preferences) already prespecified 

for him and given exogenously. The assumption of given technological possibili¬ 

ties and the conception of technical progress as a shift of this exogenously given 

set bypasses the entire issue of how these sets are themselves generated and the 

interaction between the availability of these options and the individual’s access 

to the use of these options. Joan Robinson, as we shall see later, was quite 

justifiably critical of the neoclassical theory’s conceptualization of “technol¬ 

ogy” and technical choice. Similarly, the given set of preferences evades the 

issues of the formation of demand as social consumption and the interrelation 

between “wants and activities,” a theme that dominated the classical writers’ 

discussion of demand. Through such conceptions of technology and demand, the 

neoclassical theory effectively rules out all feedback effects that impinge on the 

individual’s mode and domain of decisions, emanating from the macro- or 

systemic-level social factors. At the same time, in the neoclassical theory, the 

influence of the individual’s decisions on the macrosystem is also presumed to 

operate only through his quantity signals passed on to the market. These contrib- 
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ute to the collective demand and supply as aggregates that, in turn, form the basis 

for the relative price changes. The classical theory, even under the premise of 

competition, allows for a differential impact and influence of different decision 

makers belonging to different classes, as seen below. 

The role of prices as predominantly one of resource allocating, emerges from 

such a structure determining variations in relative quantities and prices. All 

changes are explained as induced by changes in relative prices and operate 

through individuals’ quantity adjustments in response to these changes. In other 

words, in such a model of change, all influences affecting quantities are seen as 

being mediated through relative price variations on the market and are the 

outcomes of the atomistic responses of the individual. In the real world, changes 

in activity levels, in social output and consumption, or in methods of production 

(what we may call “quantity” dynamics) can and do occur, as classical authors 

and also Keynes and Kalecki recognized, through causal processes that act di¬ 

rectly through mechanisms other than relative prices. Keynes, for example, dealt 

with quantity changes in his multiplier analysis. In contrast, recent efforts at 

traversing from Keynes to Walras reflect precisely an attempt to transcribe the 

Keynesian results into the Walrasian price-quantity response mechanisms and 

thus call forward essentially the same criticisms that were directed at the DSE 

theory itself. I have elsewhere traced (Bharadwaj, 1985) the development of 

economic theory to argue how the supply and demand theory universalized its 

domain through extending the marginalist approach to all domains; consequently 

concepts like “competition,” “supply and demand,” and “equilibrium” ac¬ 

quired different content, scope, and analytical significance and roles.7 Among 

these, changes in the notion of equilibrium are especially pertinent for under¬ 

standing the exact content and meaning of Joan Robinson’s critique of the equi¬ 
librium method. 

Changes in the Notion of Equilibrium 

With the universalization of the supply and demand approaches to the determina¬ 

tion of all activities and the consequent restrictions that have to be imposed on 

the price-quantity responses, competition acquired a more restrictive content in 

the idea of perfect competition.” The assumptions of equal and uniform access 

to markets for all agents, perfect foresight, and complete information were 
adopted.8 

The explanation of equilibrium in terms of the balancing of the opposed 

forces of supply and demand implied that the explanation of a position was now 

offered in terms of potential changes that are hypothesized to occur in the neigh¬ 

borhood of the position. Thus, in order to establish the existence of equilibrium, 

stringent conditions on the marginal changes had to be imposed. Equilibrium 

was also defined to signify the absence of incentive for change, given the data of 

the system. This further implied that if the system were not in equilibrium, there 
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would be presupposed tendencies in the system to move towards the position. 

Although Marshall and the original neoclassicists appear not to have necessarily 

inferred from this that the system actually reaches or is required to reach equi¬ 
librium,9 the increasing rigor and formalism, introduced in the theory in an 

attempt to give it cogency, led to stricter conditions on the equilibrium. The 

requirement that any deviation from equilibrium would set up forces for return to 

the position enjoined the question of the existence of the equilibrium with that 

concerning the stability. As we shall see, the arguments that Joan Robinson 

legitimately raised against the method of equilibrium arise, in fact, because of 
the specific way in which neoclassical theory explains equilibrium. We can 

appreciate the content of her critique better if we note also that the classicals 

fruitfully used the organizing concept of “natural position” without their theory 
requiring the imposition of restrictive conditions. 

The Structure of the Classical Theory 
(Classical Political Economy, or CPE) 

A methodological idea shared by the classical writers (the Physiocrats, Smith, 

Ricardo, and Marx) is that a particular social formation could be abstracted on 

the basis of observation, and viewed as a system governed by “discoverable” 

regularities or systemic tendencies.10 The organizing concept is the “natural” 

(or “average”) state of the economy, which is based on a methodological dis¬ 

tinction between “stable” or “permanent” tendencies, and “temporary” or 

“accidental” forces. The role of the theory, in this context, is to analyze the 

conditions of reproduction of such a “natural position,” which depicts represen¬ 

tatively the production, exchange, and distributive relations within the economy 

as a basis for analyzing the forces of change operating on the system, their 

causes, and their consequences. 
The central concept of the classical theory is that of “net product” or “surplus,” 

defined as the difference between “gross product” and “productive consumption”; 

the latter constitutes material requisites of production that include the sustenance of 

labor embodied in production. An economic system is characterized in terms of the 

mode of generation and appropriation of surplus and the rules by which it is distrib¬ 

uted among the revenue classes specific to that mode. For example, in the competi¬ 

tive capitalist mode—the mode most comprehensively analyzed in both 

theories—surplus is generated through wage labor, appropriated and realized 

through the market, and shared among the tripartite division of classes as wages, 

rents, and profits. Given the material structure of production, the rule of surplus 

distribution under the principle of uniform rates of wages and profits, and given also 

the form and condition of labor (i.e., waged labor), natural prices are defined as those 

that make the system and its relations reproducible.11 
Certain consequences follow from this approach: the view of the economy as 

a circular, reproductive process gives rise to concepts and categories as well as a 
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structure of the theory that is conducive to analyzing the generation, appropria¬ 

tion, distribution, and utilization of the surplus in the context of accumulation. 

The conceptualization of “change” and “choice” in classical theory is strik¬ 

ingly different from that of neoclassical theory, which, as noted earlier, explains 

changes in quantities primarily as the outcome of substitution behavior of opti¬ 

mizing individuals who respond to changes in relative prices. The data that 

determine the natural prices under competition in the classical theory are: effec¬ 

tual demand (or social demand), observed methods of production, and the so¬ 

cially determined wage. Given the uniformity postulate on the rates of profit and 

wages, prices of production (or “natural prices”) are the exchange values con¬ 

sistent with these data. These quantity sets (outputs, input utilizations, and 

wages) are taken as given for price determination, not, however, as invariable or 

static magnitudes. In fact, it is precisely in the dynamics of these magnitudes that 

the classical theorists are interested. That is also the paramount task for eco¬ 
nomic theory in Joan Robinson’s forceful perception. 

There appears to be a separate determination of quantities and prices in the 

sense that the forces that explain social consumption, methods of production, and 

wages are considered as not entirely or exclusively subsumed within the price 

domain. Classical political economy (CPE) thus encompasses theories of the 

determination of wages, of methods of production, and of social demand, but 

these magnitudes are not simultaneously and co-terminously determined as a 

subproblem of relative price formation. The “changes” in these quantities are 

not explained as arising solely due to relative price fluctuations. Thus, CPE has a 

much more dynamic story to tell about the interrelationships between levels and 

changes in output and wages, or between the changes in output and techniques, 

and vice versa. These relations are analyzed as affected by the accumulation 
process as much as by the resource-allocative process. 

One of the important consequences for the theory of distribution is that, in 
CPE, “factor prices” are not determined from within the same process and by 

the same mechanism as “commodity prices,” as is the case in DSE. Thus, “full 

employment” is neither an assumption nor a conclusion of CPE: Marx considers 

the reserve army of the unemployed as more or less a permanent feature of the 

capitalist system. Second, the demand and supply, referring to labor or capital in 

CPE, are not schedules derived, as in DSE, on the basis of the changes in 

relative proportions of factors” corresponding to “changes in relative prices” 

alone, but incorporate dynamic influences generated by the process of accumula¬ 

tion. To wit, in Marx, the “supply of labor” to industry is not only related to the 

growth of population and migration, but also to the generation of the “reserve 

army of the unemployed,” linked with the process of “primitive accumulation.” 

The efficiency ’ and “optimality” of price-guided resource allocation which is 

at the center of DSE discussions, has thus no exact counterpart in CPE. 

The formulation of choice and the position of the individual is also more 

complex and more interesting in CPE.12 We may note that Smith’s (or, in gen- 
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eral, the classical/Marxian) conception of the “individual in the society” is far 

different from the atomistic individual of DSE, and needs to be understood 

within Smith’s more complex “system of natural liberty.”13 Smith, for example, 

presented a much more complex conception of the motivation of the individual 

propelled by countervailing interests and passions. He insisted on the need to 

create appropriate institutions whereby the “self-interest” could be channeled 

into socially beneficial outlets. (He also had his Scottish optimistic Theism 

whence he derived his belief that commensurate moral systems develop that 

render a social system viable; i.e., a consistent morality develops that can sustain 
the reproduction of a system.) 

What is remarkable, however, is that Smith’s (or for that matter, the classical 

theorists’) discussion of the behavior of the economic agents is not one of atom¬ 
istic decision making; their activities are analyzed more as members belonging 

to “classes” or “ranks” and “orders.” The constraints that operate on the 

individuals, as demanders and suppliers, are multiple: these include the physical 

and material resources at the individual’s command as well as those systemic 

constraints that circumscribe his or her feasible options. There are thus con¬ 

straints emanating from the macrosystem—the rate and pattern of accumulation 

influences the environment and the objective condition as well as the subjective 

perceptions of the decision makers. It provides their arena of action, as well as 

constraints on feasible choices. Thus, the process of accumulation has differential 

consequences on the various “orders.” At the same time, not all individuals are 

equally or uniformly placed in terms of the power to make decisions or in terms of 

the influence their decisions can exert on the pace and path of accumulation, which 

they are seen so to exert, as members of a class. Moreover, the objectives pursued by 

different “orders” of decision makers can themselves be different. Smith, Ricardo, 

and Marx in particular, recognized explicitly the different roles played by different 

classes in the process of accumulation and the asymmetric power and influence of 

their decisions as, also, the divergent class interests promoted or obstructed by a 

particular process of accumulation. Thus, the “individual” in CPE is not an atomis¬ 

tic transactor nor is the domain of his choice, autonomized to himself through an 

ex-hypothesis negation of “externalities.”14 
The separate determination of prices and quantities allows CPE to hypothe¬ 

size different kinds of quantity and price interrelations between different eco¬ 

nomic activities and variables at the micro and macro levels, and to account for 

their changing historical causal interconnections. The different and varying pat¬ 

terns of causal relationships can be captured in terms of specific causal structures 

appropriate to the problem and to the “state of the economy. This contrasts 

with DSE’s grand design to universalize a specific modeling of change and 

choice for all economic activities (as discussed above) and to impose symmetries in 

explanatory structures of all quantities (be they consumption, output, technology, 

investment, or factor utilization levels) and prices (be they of factors or of commodi¬ 

ties). 
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An example, about which Joan Robinson had much to say, may be found in 

the manner in which technical change is treated in DSE and in CPE (Smith and 

Marx). For DSE, the primary force determining technical change is the 

producer’s choice of technique, optimizing his return, given the factor prices, 

and operating mainly through the substitution of factors. In contrast, Smith’s 

analysis of the interaction between “extent of the market” and the “division of 

labor” proposes a direct, dynamic “cumulative causation” between expanding 

effectual demand and productivity gains. Marx’s analysis of the changes that 

transpired in the fast-advancing capitalist system of nineteenth-century Britain is 

a masterpiece combining historical observation with logical analysis. He analy¬ 

ses not only the microlevel strategies of exploitation of individual producers but 

also the macrolevel consequences in terms of output levels and composition, 

social demand, distribution, the rate and pattern of accumulation, etc. The dy¬ 

namic interactions among the pace of accumulation, wage-profit distribution, the 

material advance of the form of production, as well as changing capital-labor 
relations are portrayed in a rich analytical account of history.15 

Classical political economy also explains the different distributive revenues 

(rent, wages, and profits) on separate grounds, with wages conceived as determined 

by “historical and moral” elements.16 Not only are wages thus determined by 

sociohistorical factors, but their explanations reflect the changing historical mi¬ 

lieux of their own times. The explanation of rent and its relative significance as a 

part of distributive revenue (surplus) so changed historically, as did its treatment 

in their analysis of capitalist dynamics. Whereas landlords (and their rents) were 
a major concern for Ricardo in his Essay on Profits (1815), Marx proceeded 

directly to the crucial capital-labor relation and to profits as the central driving 
force of capitalist relations. 

Classical political economy also considered a variety of influences operating 

on “effectual demand” or social demand, involving an interaction between 

“wants and activities.” This dynamic, historical element in their analysis of 

wants was recognized explicitly by Marshall, but for the sake of “elementary but 

formal analysis,” he himself moved on to the “theory of demand” of DSE 

wherein the demand schedules yielded hypothetical choices of consumers indi¬ 

cating their utility-maximizing levels of demand, at parametrically given 
prices.17 

In the world of commodities, CPE also drew important analytical distinctions. 

The wage-good/luxury-good distinction was used to distinguish commodities 

(wage goods) whose methods of production and prices (and changes in them) 

affect the macro parameters of the economy, such as prices of all other goods, 

wages, and the rate of profit, from those commodities (luxuries) that, under 

similar circumstances of change in their prices or in their methods of production, 

have only limited and localized effects. Thus, CPE constructed short chains of 

logical reasoning that hypothesized causal connections to give a form to sharp 

analytical intuitions, themselves derived from observations on the ground level 
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of reality. The object was to tame the complexity of reality, but not to superim¬ 

pose on it a priori symmetries and uniformities, dictated by the logical require¬ 

ments of a preconceived abstract theoretical model, as in DSE. 

This is not to say that CPE did not analyze price-quantity relations. There 

was, however, no universal pattern attributed to these relations, uniformly con¬ 

ceived for all “markets.” Nor was there a need to presume, as in DSE, specific 

properties of these price-quantity relations that were deemed uniformly applica¬ 

ble to all exchanges. Thus, no a priori relation between levels of output and per 

unit cost of production of a commodity needed to be universally presumed. (In 

the case of DSE, however, it was necessary to rule out the case of persistent 

declining unit costs.) In other words, the issue of returns to scale was not relevant 

to the determination of “natural prices.” Similarly, CPE would have to face no 

“conundrums” in explaining the persistence of unemployment at a given wage 

level, or the fact that the wage level would not automatically adjust downwards 

to absorb more employment. In DSE, full employment is to be expected as a 

result of the theory when, given the normal functioning of the price-quantity 

responses, the labor market would be “cleared” at full employment in equilib¬ 

rium. Even when allowing that the optimum techniques may change when 

wages/rate of profit changes, CPE theory did not have to presume that there need 

be a monotonic inverse relation between factor intensity and factor prices. Thus, 

while CPE did not deny that relative-price-induced substitution between com¬ 

modities or factors could occur, this is neither generalized for all cases nor are 

any a priori assumptions made to explain their net outcome at the macro level. 

Thus, we find that when discussing the effects of taxes on particular commod¬ 

ities, CPE discussed the possibility that consumers could substitute relatively 

cheaper commodities when such close substitutes indeed existed. However, 

whether the effects of the tax and the consequent plausible substitutions would 

have wider, macro-consequences on the economy depended upon the placement 

of the commodity in social consumption and in production. The tax on com (a 

prime wage good) had “permanent” consequences on the methods of production 

in agriculture (e.g., moving on to inferior soils) and in turn on the (natural) rate 

of profits. Thus, Ricardo attributes tremendous significance to the duties on com 

imports. The effects of a tax on a “luxury good,” however, would be much more 

localized; such a tax may not disturb the “natural position” of the economy. 
(Such distinctions between wage goods and capitalist consumption were 

fruitfully employed by Kalecki and by Joan Robinson herself.) 
Classical political economy makes an analytically significant and useful dis¬ 

tinction between “permanent,” or “stable,” and “temporary,” or accidental, 

causes and effects. The “natural” position of the economy is defined in terms of 

the given effectual demand, the dominant methods of production, and the wage, 

all considered at their “natural level.” The distinction between ‘ permanent 

and “temporary” causes is in terms of their qualitative intervention into the 

system: not all “changes,” and in all economic variables, would induce a change 
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in the natural position. Causes that necessitate a change in the natural position 

(i.e., in the “effectual demand” or “methods of production” or “wage”) are 

studied for their effects on other interrelated variables and activities. Temporary 

causes may be “accidental,” short-lived ones, e.g., an occasional disruption in 

supply or fluctuation in demand. These are too fitful, irregular, or short-lived to 

be analyzed. However, “short-period” analysis was carried out by Marx in the 

case of “disjunction” between purchases and sales due to hoarding, in turn due 

to the intervention of money. Similarly, Marx discussed periodic cyclical varia¬ 

tions that arise because of disruptions in trade, credit, and commodity and capital 

circuits, i.e., the phenomenon of disproportionalities among sectors. These short- 

period phenomena could very well accumulate or accelerate into long-period 

crises. Although such macrodynamics were not worked out with sufficient rigor, 

the analysis can be made more rigorous to open up interesting dynamics. The 

methodological point at issue here is that the structure of CPE permits the possi¬ 

bility of dealing with historically specific relations and with the system’s behavioral 

specificities. It was through such a device, capturing discriminating analytical in¬ 

sights into the mode of functioning of the material and social interrelations, that the 

classicists managed to keep their theory open to historical observations. 

Marshall’s Constructs 

This distinctive advantage of CPE over DSE in allowing for analytical insights, 

with the possibility of discriminating between different causal structuring of 

economic changes, becomes evident when we look carefully at Marshall’s at¬ 

tempt to adapt CPE’s qualitative distinction of “natural” and “market” forces 

in a DSE framework. Marshall is pertinent here because, as we shall see, Joan 

Robinson’s early critique focused on the Marshallian conundrums; on the other 

hand, Keynes, in his macroeconomics, made productive use of the Marshallian 
short- and long-period distinction. 

Marshall, particularly in his early work, adopted the “natural” price and 

“market” price distinction from Adam Smith and Ricardo. In the Principles 

(1890, 8th edition, 1920), however, he introduced his well known periodization 

of markets—“market,” “short-period normal,” “long-period normal,” and 

“secular.” However, he maintained “a continuity not only through time” (in the 

sense that “there was no impassable gulf between these periods and that time 

was continuous”) but also analytically, for he wished to demonstrate that the 

fundamental idea of Demand and Supply ran through all the analytical frames of 

production, distribution, and exchange; the same principle of price and quantity 

determination was active in all these “periods.” The need for “periods” derived 

from the different “causes” operating on the demand and supply, and these 

causes took different time periods for their full effects to be worked out. Thus, on 

the question of price determination, the Marshallian periods identified the differ¬ 

ent time taken for the supplies to adjust to changes in demand. Marshall used the 
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periodization scheme to argue that the Ricardian cost of production doctrine was 

a limited one, pertinent, if at all, to the long-period equilibrium, when the supply 

side dominated. Even in that case, Marshall argued, Ricardo unintentionally 

ignored the presence of the other blade of the scissors, the demand side. 

Marshall also used another methodological tool—the short chain of reason¬ 

ing—in the form of his partial equilibrium method. His reluctance to proceed 

directly to the full equilibrium of the system is well known. However, he be¬ 

lieved in the analytical continuity; whether examining partial or general equilib¬ 

rium, Marshall wished to use the same DSE theory. In fact, he argued explicitly 

that the determination of pricing of particular commodities under partial equilib¬ 

rium was but the first step towards determining distribution or “prices of 

factors” by the same supply and demand mechanism. By gradually releasing 

conditions impounded in the ceteris paribus clause, Marshall sought to establish 

the fundamental and universal idea of Demand and Supply and the unity of all 

theory. That such an enterprise was riddled with difficulties was clear from 

Sraffa’s (1925, 1926) demolition of Marshall’s attempt to construct a supply 

schedule for a particular commodity, independent of the demand schedule in the 

partial equilibrium framework. More difficulties were perceived by Marshall 
himself in accommodating increasing returns into the competitive equilibrium 

framework.18 Without entering into the logical dilemmas posed for DSE theory, 

we may nevertheless note that Marshall was well aware of the social and histori¬ 

cal factors and the presence of “the element of time.” His attempt to borrow 

certain methodological elements from CPE provided some “openness” but 

failed precisely because the basically mechanistic premises of the DSE theory 

that he steadfastly supported did not allow for such “openness.” 

The Element of Time 

The DSE theorists have not been unaware of the shortcomings of their theory, 

particularly its tenuous link with the observational base and with the concrete 

experiences of economies.19 However, the lacunae evident when the theory is 

confronted with internal logical difficulties have led to remedial attempts via the 

relaxation of certain restrictive assumptions (such as the introduction of increas¬ 

ing returns, of uncertainty, and of money) with only limited success.20 A more 

powerful trend that is emerging with such efforts is toward diagnosing the 

theory’s shortcomings as one of method. John Hicks is among the scholars who 

have put considerable emphasis on this way out, with his seminal discussions of 

methods of dynamic analysis.21 How to introduce the element of time into 

theory, by distinguishing between statics (when time does not enter in an essen¬ 

tial way) and dynamics is identified as the main problem.22 
The attempt to introduce “the element of time,” however, has been made 

while preserving the theoretical DSE framework and approach. Time has also 

been introduced into some econometric studies as an independent variable or in 
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the form of dated variables with lagged interactions, as in the Cobweb models. 

Hicks viewed the deficiency of the earlier neoclassical theory in terms of its 

method, i.e., in its failure to have a general “dynamic” theory in which “all 

quantities are properly dated and time enters in an essential way.”23 In Value 

and Capital, he offered a model of intertemporal equilibrium wherein the analy¬ 

sis was in terms of plans and realizations during a single period within which 

prices were expected to be determined by the usual equilibrium analysis. The 

role of expectations was highlighted in this construction. John Hicks, himself not 

satisfied with this, later discussed alternative methods of dynamic analysis.24 

While we would not enter here into a detailed critique of these alternatives or 

provide a taxonomy of methods, it is relevant to note that the basic structure of 

DSE theory is present in all these constructions. Hicks himself observes that 

“these do not quite fit together into a single coherent whole.”25 What Hicks 

does is attempt to salvage the theory through introducing special assumptions 

regarding the period over which the supply and demand relations are considered 

effective in establishing equilibrium or through introducing lags in the price- 

quantity responses. The disintegration of DSE theory into separate methods, 

failing to add up to a coherent whole, is an indirect admission of the failure of 

the theory precisely because DSE theory, unlike CPE, is constructed on the 

premises of symmetries and of the universalizability of the supply and demand 

relations. The “failure” in any market has direct consequences for the rest of the 

system, and parts of the system cannot be treated separately piecemeal. 

Joan Robinson’s Critique of Equilibrium 

A number of criticisms raised by Joan Robinson against the equilibrium method 

may in fact be seen as deriving from the neoclassical theory’s mechanistic con¬ 

ceptualization of change and its specific mechanisms of change and choice. Her 

critique itself passed through various phases: In her early writings, she raised 

objections against the mechanistic notion of equilibrium in the context of price 

determination, with Marshallian concerns such as increasing returns, ir¬ 

reversibilities in time, and also the stability properties of equilibrium. In her later 

writings, when she took up the theme of accumulation in the generalization of 

the General Theory, the arguments reappeared in the context of accumulation, 

with greater stress on such Keynesian concerns as uncertainty of expectations, 

particularly the irreversible effects of investment decisions encountered in the 

form of the nonmalleability of capital. While still working in the equilibrium 

methodology, Robinson entered into debates with the neoclassicists on the issue 

of the meaning and the measurement of capital in the production function. She 

later retracted her own suggestion to use a “pseudo-production function” in its 

place, following the reswitching and the capital reversing controversies originat¬ 

ing from Piero Sraffa’s Production of Commodities. While initially appreciating 

the destructive critical power of this controversy, she was later inclined to con- 
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sider the ‘wrangle about capital measurement” as only a minor part of the 

critique. In her last writings she maintained that the fundamental error of theory 

based on equilibrium was one of confusing comparison of equilibria with histori¬ 

cal processes. By the time she had moved on to the production function contro¬ 

versy, three main arguments relating to “methodological error” were being 

stressed: movements in time versus movements in space, “stability” and 
“existence” of equilibrium, and uncertainty. 

Mistaking a Metaphor in Space for a Process through Time 

As early as 1953, Joan Robinson focused on the methodological error of confus¬ 

ing a metaphor based on space to explain a process through time: “In space 

bodies moving from A to B may pass bodies moving from B to A but in time the 

strictest possible rule of one way traffic is always in force.”26 The difference 

between movements across space and time refers to the phenomenon of 

“irreversibility” that was to trouble Marshall, particularly in connection with 

“increasing returns,” when he realized that it was not possible to move forwards 

and backwards on the same supply curve: cost conditions would alter irreversibly 

when economies were established at higher scales of output so that when output 

levels declined, the supply curve needed to be redrawn.27 Such a requirement 

implies that the curve so drawn is only a “historical” curve and could not be 

used to determine equilibrium. The notion of reversibility is implicit in the 
construction of the supply and demand relations, which are a set of hypothetical 

quantities (supplied or demanded) corresponding to a hypothetical set of prices. 

They are coincidental alternatives and have no sequential ordering. 

The second point of Robinson’s methodological critique is: “in space, the 

distance from A to B is of the same order of magnitudes (whatever allowance 

you like to make for the trade winds) as the distance from B to A; but in time the 

distance from today to yesterday is infinite as the poets have often remarked.”28 

In this, Joan Robinson appears to suggest a lack of symmetry between move¬ 

ments to and away from equilibrium. In a later paper, History versus Equilib¬ 

rium, she remarks that “the concept of ‘stability’ based on mechanical analogy is 

inappropriate in economic analysis. For mechanical movements in space, there is 

no distinction between approaching equilibrium from an arbitrary initial position 

and a perturbation due to displacement from an equilibrium that has long been 

established.”29 Here, Robinson appears to draw a distinction between the exis¬ 

tence of equilibrium as a process of reaching equilibrium from an arbitrary 

position and the stability condition for equilibrium, a disturbance occurring from 

an equilibrium already attained, which sets up tendencies for the return to it. In 

the earlier Oxford Lecture she concentrated mainly on the first question and 

referred to the “cobweb” theorems, “shipbuilding” and “pig” cycles generated 

by the peculiar properties of the lagged supply and demand relations whereby 

equilibrium would not actually be attained.30 
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When Robinson turns her attention to the question of accumulation, she 

brings in the influence of time mainly through expectations and uncertainty: “In 

economic life, in which decisions are guided by expectations alone, the two 

types of movements (i.e., approaching equilibrium from an arbitrary initial posi¬ 

tion and a perturbation due to displacement from an equilibrium, long estab¬ 

lished) are totally different.”31 It is this position that develops into a “third 

ground” for opposing the extension of the metaphor of “space” and is consid¬ 

ered “a profound methodological error which makes the major part of neoclassi¬ 

cal doctrine spurious.”32 Her main argument could be put briefly as follows: In 

order to assert that there is a tendency towards (long period) equilibrium, the 

economy would have to be in equilibrium already: 

The neoclassical economist thinks of a position of equilibrium as a position 
towards which an economy is tending to move as time goes by. But it is 
impossible for a system to get into a position of equilibrium, for the very 
nature of equilibrium is that the system is already in it, and has been in it for a 
certain length of past time.33 

A few general observations on Robinson’s interpretation of the long-period 

equilibrium may be noted. First, it would seem that she presupposed that for a 

meaningful conceptualization, the equilibrium must be actually attained, or that 

the equilibrium prices and the (uniform) rate of profit actually rule at any partic¬ 

ular moment of equilibrium.34 However, as Robertson pointed out, “We must 

not think of the ‘long-run-value’ of a thing as something which will be attained 

after so many months or years and then stay put. It is more legitimate to think of 

it as a norm around which actual value oscillates.”35 Indeed, this was the Marsh¬ 

allian conception to which Robertson here refers. However, given the kind of 

theory wherein the long-period equilibrium is explained mechanistically in terms 

of balancing of supply and demand, and particularly in the case of long-lived 

capital, these forces had to be considered as operating over time. Conditions such 

as perfect foresight and complete knowledge were introduced to derive rigorous 
results. 

Second, Joan Robinson denies the process of getting into equilibrium mainly 

on the grounds of uncertain expectations. “It is,” she writes “characteristic of a 

position of equilibrium that it is fulfilling expectations which were held in the 

past and is therefore recreating expectations that will be fulfilled in future. In 

reality, this situation is never realized.”36 Such is the emphasis that she places on 

this factor that, “As soon as uncertainty of the expectations that guide economic 

behaviour is admitted, equilibrium drops out of the argument and history takes 

its place. 37 She argues that since no economic agent has any inducement to 

change his method of production, and no input is in excess demand whenever 

equilibrium prices rule, the condition for reaching equilibrium is perfect fore¬ 

sight.38 The argument appears to be that, with uncertainty present, no system not 
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already in equilibrium can achieve equilibrium; while a system already in equi¬ 

librium could not but have “perfect foresight” by virtue of its being in such a 

state. Thus, since uncertainty of expectations is ever present, a state of equilib¬ 
rium cannot exist. 

Uncertainty of Expectations 

Thus, Joan Robinson attaches considerable significance to the element of uncer¬ 

tainty as a crucial ingredient in bringing historical time into analysis. For her, the 

mark of post-Keynesian analysis is the recognition that we live in a world where 
the past is irrevocable and the future unknown. 

Two observations may be made briefly here: First, in the classical theory (of 

the “long-run position”) uncertainty of expectations has a role to play. We recall 

John Stuart Mill’s observation that it is the expectation of profits that governs 

production and that it is precisely through the falsification of expectations that 

the profits below or above the “natural rate” tend to be corrected and the 

tendency to the uniform natural rate of profits operates. “Market prices” deviate 

from the natural prices precisely because of “miscalculations.” It was the belief, 

however, of the classical writers that the forces bringing about uniformity of 

profit rates were strong enough to guide the quantity movements toward such an 

outcome, although the uniformity may not actually be achieved. 

The classical theory did not specifically analyze individuals’ expectations and 

uncertainty but rather concentrated on their objective outcomes. Today we have 

reasons to believe that uncertainty of expectations plays a different role in ad¬ 

vanced capitalist economies from that envisaged by the classical writers and with 

the expanse of financial capital and financial developments, the objective basis 

for the formation of expectations and the corresponding behavioral premises are 

now perhaps altered. We need to discover these objective bases of different 

states of expectations and we need to know what systematic objective outcomes 

arise from these different states of expectations. 
As to the argument that the “future is unknown,” we may recall Frank 

Knight’s (1921) remarks: 

It is a world of change in which we live, and a world of uncertainty. We live 
only by knowing some things about the future; while the problems of life, or of 
conduct at least, arise from the fact that we know so little. The essence of this 
situation is action according to opinion, of greater or less foundation and value, 
neither entire ignorance nor complete and perfect information, but partial 
knowledge. . . . [Further] experience has taught us that certain time and space 
relations subsist among phenomena to be depended upon.39 

It is this “experience” that becomes the basis of an individual’s inferences 

about the future. Apart from past shared experiences, there appears to be another 
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fact of life that helps transcend the apparently chaotic and “subjective” infer¬ 

ences by individuals regarding the future, and turns them into “macro” events— 

the role of imitation and mutuality of expectations. “Expectations” work in 

patterns and give rise to broadly “uniform” behavior.40 

The perception of the classical writers probably is too simple for today’s more 

complex world of finance and monopoly capital. But it should still be the aim of 

theory to grasp the influence of uncertainty and expectation through their objec¬ 

tive outcomes. Indeed, Keynes appears to have adopted an interesting methodol¬ 

ogy to frame the complexity of the real world. He has been credited with 

working out the effects of different states of expectations on employment and 

income under the provisional assumption that differences between expectations 

and realizations would not affect general expectations. It was under these condi¬ 

tions that he established the role of the effective demand principle in determining 

employment, and achieved a clear demonstration that the system could produce 

an equilibrium at less than full employment.41 In this methodology, a close 

resemblance may be seen between the use of “market” and “natural” distinc¬ 

tion of CEP when the variations in market values were not considered as affect¬ 

ing “natural values” (although permitted and taken into account for certain 

analyses), barring exceptional cases where the “market values” persisted in 

deviating from the “natural,” the latter itself varying 42 

Kregel (1976) makes another significant point: that Keynes’s method was 

distinctive; that he did not see uncertainty as linked purely and continuously with 

the passage of time. This is evident from his rejection of the Swedish approach 

of ex-ante-ex-post analysis. Keynes did recognize that uncertainty and expecta¬ 

tions arise because time elapses between the taking of decisions and the emer¬ 

gence of their outcomes. But he rejected the Swedish approach because the 

passage of time between the decision and the outcome could not be made precise 

and no definite cause-effect relations could be specified. Keynes wrote: 

I used to speak of the period between expectations and result as “funnels of 
processes” but the fact that the funnels are all of different lengths and overlap 
one another meant that at any given time there was no aggregate realized result 
capable of being compared with some aggregate expectation at some earlier 
date.43 

It was only by taming the expectations and uncertainty by the above method¬ 

ological device that Keynes could arrive at the definite results of his quantity 
dynamics. 

The Capital Theory Debate 

While an enthusiastic participant in the capital theory debate in the early period, 

in her later writings Robinson came to believe that the main point of criticism lay 

elsewhere. Referring to the reswitching debate, she maintained: 
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The major point is that what they pretend to offer as an alternative or rival to 
the post-Keynesian theory of accumulation is nothing but error of methodol¬ 
ogy—a confusion between comparisons and imagined equilibrium positions 
and a process of accumulation going through history.44 

Robinson’s attack is directed against the way the “pseudo-production func¬ 

tion is used in the construction of a dynamic theory.”45 Taking Solow’s (1963) 

definition that each point on the function represents an economy on an island 

that has no intercourse with any other, Robinson argues that “there could be no 

movement along the pseudo-production frontier.” Substitution (of capital for 

labor) is an illusion in any case. Joan Robinson’s contention is that there is no 

moving from one rate of profit to another as, in reality, two economies with 

different rates of profit “are separated either in time or space.” Her complaint is 

that the process of change from one state into another is confused with compari¬ 

sons of two equilibria. 

Further, Robinson argues that such a comparison of equilibria itself is illegiti¬ 

mate because “a comparison of economies each with a different rate of profit, 

each with its own future and its own past and its own rate, but all facing the same 

spectrum of technological possibilities is an artificial construction.” Or, “not 

only is every island at a different point but every point is on a different produc¬ 

tion function.” In this criticism, however, Robinson appears to question the 

age-old treatment of the choice of technique, where techniques are postulated to 

be chosen from a set of feasible technologies. During the process of accumula¬ 

tion, it may not be denied that new techniques emerge and “no two economies 

separated in space have exactly the same technology for many accidents of 

geography and history enter into the choice of techniques as well as the design of 

machines.”46 However, this criticism too is much better directed to the particular 

conceptualization of technical choice in the DSE theory than the method of 

comparison. We have referred earlier to how attempts are made in CPE, to make 

“technology,” viewed as “the labor process,” endogenous within social and 

production relations and where the social factors as well as factors of history 

and geography” count. 
While Joan Robinson’s opinion on the omnipresent uncertainty and the need 

to study the dynamics of the irreversible processes at work through time is 

acceptable, her solution is neither precise nor lucid: 

To make the argument applicable to actual situations we have to leave equilib¬ 
rium analysis behind and approach the problem in terms of a historical pro¬ 
cess, the system continually lurching from one out-of-equilibrium position to 

another.47 

This solution cannot circumvent the difficulty of conceptualizing a theoretical 

“position,” even if it were considered as “out of equilibrium,” and of analyzing 

the process that leads from one to the other. A theory would be required to define 
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the position as well as the process, and such a theory would require specification 

of systematic and regular relations. 

Joan Robinson’s emphasis on uncertainty and expectations per se as the es¬ 

sence of historical reality, without adequate treatment of the theoretical frame¬ 

work within which these inescapable features of the real economies have to be 

rigorously incorporated, lessens the effectiveness of her own critique. The capital 

theoretic critique demonstrates the basic flaw in the neoclassical theory even in 

its simplest representation without the complications of uncertain expectations. 

The introduction of these complexities cannot ameliorate, and perhaps even ex¬ 

acerbates, these difficulties. Although we all should be grateful to her for raising 

fundamental questions that cannot—and must not—be bypassed by social scien¬ 

tists, Robinson’s methodological critique could divert attention from the difficul¬ 
ties that are exclusive to neoclassical theory.48 If Sraffa treats change as not 

appearing essential to his arguments, it is because in the theoretical propositions 

that he is involved in demonstrating, he does not require that change be postu¬ 

lated on an a priori basis. This is not tantamount to assuming that the system is 

stationary in the neoclassical sense so that no rationale for change remains. 

We may here conclude that many of the shortcomings Joan Robinson records 

concerning the method of equilibrium relate to DSE theory “explaining” equi¬ 

librium. In fact, the classical authors Smith, Ricardo, and Marx, using the notion 

of the “natural position,” derived considerably powerful results applying the 

method of comparisons. To answer similar questions, DSE theory found itself 

“in the rut of equilibrium” because of its mechanistic conceptualization of 

change and choice. Even when attempts are made to introduce “the element of 

time,” the insistence on universalizing the supply and demand framework to all 

activities and to all domains of choice, and the imposition of symmetrical behav¬ 

ioral rules and of preconditions on price-quantity responses in an attempt to 

maintain consistency have prompted casting aside or ignoring historical varia¬ 

tions in causes and effects. Attempts to dynamize through incorporation of the 

calendar time as a “third dimension,” or to introduce discriminant lags and 

leads, have brought in “time” only in a sequential sense, i.e., as a sequential 
arrangement of variables. 

The dynamics of history work through qualitative changes in social and in 

material-structural relations in the domains of production, exchange, or distribu¬ 

tion, as much as through temporal (calendar time) sequences. The classical au¬ 

thors appear to have devised an analytical structure that was much less ambitious 

and universal in its scope but that kept open the possibility of bringing in the 

variety and complexity of forces that act upon and shape not only the material 

activities of production, exchange, and distribution, but also the social relations 

that bind the actors together in these activities. It is only through taming the 

complex uncertainty of expectations and of events, and constructing simple 

chains of logical reasoning, that the dynamics of the real economies can be 

captured, as illustrated by Smith, Ricardo, Marx, Keynes, and Kalecki. Dealing 
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with complex historical processes, moving irreversibly through time, is a well- 

nigh impossible task, especially when multiple and diverse causes operate, with 

various speeds and having effects that traverse different domains in the economy 

and over different lengths of time. It is impossible, then, as Keynes and also 

Marshall realized, to associate rigorously a time period over which the cause- 

effect relation works, or to associate particular effects with particular causes, 

where effects are seen exclusively in terms of the temporal movements. By 

reducing all behavior to the atomistically defined individual, DSE theory ex¬ 

cluded dynamics that arise from the changing structure of social relations. The 

attempt to introduce the element of time in DSE theory went along analogously 

with the extension of statics to dynamics, as in the mechanical sciences. History 

had to be reduced to some form of calendar time units and all changes in the 
social structural relations had to be “externalized.” 

It would seem that we are far from a full-bodied process analysis to capture 

historical dynamics with our present knowledge, techniques, and analytical 

skills. A more worthwhile approach is—as Ricardo, Marx, and Keynes have 

realized—the method of comparisons. However, while adopting the method, the 

user needs to be wary about the theory chosen for the task. 
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their wings and rise tentatively in the air. In this way they stimulate others until the unrest 
spreads more and more until finally the whole flock departs. It is the uniform collective 
behaviour” that would congeal into the “experience” that becomes the basis for the 

inferred, limited knowledge about future. 
41. Kregel, 1976. 
42. Ricardo, 1821. 
43. Keynes, 1973, pp. 184—85. 
44. Robinson, 1979, p. 58. 
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45. “The techniques are set out in a pseudo-production function in descending order 
of the net output per man. Each technique consists of the specifications of the input-output 
table for producing the machine that it requires. Running an eye down the pseudo-production 
function, we obtain the real wage rate falling and rate of profit rising” (Robinson, 1979, 
p. 78). 

46. Ibid., p. 82. 
47. Robinson, 1962, p. 6. 
48. Joan Robinson’s emphasis on method also appears to have misled her into draw¬ 

ing parallels between the neoclassical and the classical theory—the latter, particularly in 
the context of Sraffa’s return to it. Her characterization of the Sraffa system as a “half¬ 
equilibrium” or as a stationary state suggests that such parallels were being drawn. 
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JR 
CHAPTER EIGHT 

On the Generalization of 
the General Theory 

J. A. Kregel 

Joan Robinson was among the first economists working around Keynes to recog¬ 

nize that the General Theory presented a new method of analysis as well as a 

new theoretical approach. She was thus already at work applying Keynes’s new 

method of analysis to problems other than the determination of the level of 

output and employment on which Keynes had focused, even before his path¬ 

breaking book was published. For as a Marshallian taught by Pigou (but with 

serious doubts, as she tells us, raised by Piero Sraffa’s arrival in Cambridge), it 

was natural to consider Keynes’s theory as an application of the Marshallian 

short-period theory. From this perspective it appeared obvious that the way was 

open to use Keynes’s method to produce an extension and generalization to the 

Marshallian long period. This Mrs. Robinson attempted in her 1935 essay on 

“The Long-Period Theory of Employment.” As I have suggested elsewhere 

(Kregel, 1985), the remainder of her professional career may be viewed as the 

continuous perfection and refinement of the problems that were originally raised 

in that paper (or more precisely, in the revised version that was published in the 

1937 book. Essays in the Theory of Employment, which applied the method to a 

number of additional areas). 

In this first attempt at such a long-period theory, Joan Robinson employed a 

number of tools of traditional analysis that she subsequently criticized and re¬ 

placed with new approaches. In this continuous process her work was stimulated 

by association with and criticism by the foremost economists of the generation, 

including Keynes. In addition to Piero Sraffa and Richard Kahn, Michal Kalecki 

and Roy Harrod played an important early role in provoking her to refine her 

approach to technical progress and growth, as did Nicholas Kaldor somewhat 

later. Joan Robinson thus had over twenty years of more or less constant work on 

these problems behind her when economists such as Meade, Swan, and Solow 

introduced their neoclassical versions of the Harrod-Domar growth model, which 

appeared to be starting off from more or less the same point where she had begun 

in the 1930s, but which Robinson had long since abandoned as unsatisfactory. It 
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is indeed unfortunate that most interest in her work is associated with her criti¬ 

cisms of this neoclassical analysis which do not render full justice to her positive 

contributions to the problems of the relation of growth and technical progress. It 

is also unfortunate that her criticism of the neoclassical position has been linked 

so closely to the critique of the same theory by Piero Sraffa, when the two are 
best viewed as being independent of each other. 

Joan Robinson’s criticism of neoclassical growth theory does not come only 

from analysis of these models, but is in large part based on her own only earlier 

experience in applying the same neoclassical tools to these problems. She had 

first-hand experience of the defects and drawbacks of this approach because she 

had already experimented with it and found it incompatible with Keynes’s the¬ 
ory. 

There is one aspect of her early attempts at extending the method of the 

General Theory to the long period that bears closer scrutiny because of the way 

it conditioned the path she followed in her subsequent work. In Keynes’s theory 

a fundamental proposition was the separation of the determinants of the rate of 

interest from those of the return to capital, or as we might put it in traditional 

terms, the separation of the rate of interest from the marginal productivity of 

capital. Keynes went to great lengths to insist that his theory was the direct 

opposite of Wicksell’s theory in which the natural or real rate of interest, which 

would be established in the absence of money, determined the nominal or money 

rate of interest in equilibrium. Keynes not only reversed the causal link between 

the real and the money rate of interest, he rejected the idea of a real rate of 

interest or a marginal physical productivity of capital (as Myrdal had also done 

in criticism of Wicksell). It is money that is the “real” variable and the money 

rate of interest that determines the real rate or, as he called his version of the 

concept, the marginal efficiency of capital. This cut both the money rate of 

interest and the real rate of interest, or the marginal productivity, free from any 

“objective” or real physical factors associated with the technical aspects of the 

production process. 
In chapter 14 of the General Theory, Keynes repeatedly insists that the mar¬ 

ginal efficiency cannot determine the rate of interest because it is itself deter¬ 

mined by the money rate of interest via the present value formula. A simpler way 

of stating this proposition is to say that the rate of interest and the rate of profit 

are determined by different factors. 
Now Keynes had already noted in the Treatise, citing Schumpeter as author¬ 

ity, that investment is jointly determined by the expectation of future profits and 

the interest rate used to determine the present value of these profits relative to the 

present costs of the investment. This is virtually the same solution that Myrdal 

had applied in his Monetary Equilibrium. In almost all of the Genet al Theory 

Keynes employed the simplifying assumption of a given state of general expec¬ 

tations. As I have suggested elsewhere (Kregel, 1976), this meant that the analy¬ 

sis was restricted to what might be called “static” and “stationary” analysis. On 
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this assumption the marginal efficiency of capital as envisaged by entrepreneurs 

and the liquidity preference of the public have to be considered as being given or 

held constant in the ceteris paribus clause. Any discussion of an expansion in the 

level of investment, and thus any discussion of the accumulation of capital and 

the growth of output, is limited to an exogenous change in the rate of interest 

brought about by the Central Bank. 
This is precisely the avenue that Joan Robinson pursued in her early work, 

analyzing the effect of a fall in the rate of interest on investment. But, in the 

pre-Keynesian tradition—whether Ricardian or neoclassical—a fall in the rate of 

interest should lead to a change in the remuneration of capital as a factor of 

production and thus to a substitution of capital for labor in the production pro¬ 

cess. This adjustment in inputs would lead to a change in the distribution of 
income from labor to capital that depends on the change in relative prices with 

respect to the changes in the relative quantities used in production. 

If workers and capitalists have different propensities to consume, then any 

shift in distribution away from the former, who are assumed to have a higher 

propensity to consume, would reduce the multiplier and the expansion of output 

associated with any given change in the rate of interest. In this way, the theory of 

effective demand in the long period became intertwined with the problems of the 

distribution of income and the choice of technique. It was this interrelationship 

that Joan Robinson originally attempted to analyze by application of the concept 

of the elasticity of substitution. She eventually rejected its use and, on Harrod’s 

suggestion, simplified the problem by adopting the concept of neutral technical 

progress, which assumed that the rate of interest was constant, and the idea of 

steady-state growth. 

The first point to note about the way Joan Robinson approached the long- 

period problem, starting with an exogenous fall in the rate of interest, is that it 

produced a fusion of the problems of the determination of the level of output and 

the choice of technique, i.e., of relative prices. Sraffa, working on the problem 

from the other direction—i.e., not from the point of view of a long-period theory 

of output but from the point of view of a theory of prices of production—reached 

the conclusion that the problems could not be resolved simultaneously. Indeed, 

she was eventually led to adopt a very similar solution, carrying out her analysis 

in terms of steady-state models of growth with divergence of technical progress 
from neutral. 

This was also a solution she was to reject vehemently in her later years as 

unsatisfactory when she reiterated: “there is no such thing as accumulation in a 

given state of technical knowledge.’’1 

The second point that should be noted is that if Keynes’s insistence on the 

independence of the rate of interest and the rate of profit is accepted, and the rate 

of profit is considered to be one of two distributive variables along with the 

wage, then it is inappropriate to consider the effect of a change in the rate of 

interest on the share of income going to capital. A change in the rate of interest 
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in conditions of given expectations must imply that it leaves the marginal effi¬ 

ciency of capital and rate of profit unchanged. A fall in the rate of interest, if it 

increases the ratio of investment in national income, leads, following Keynes and 

Kalecki, to an increase in savings via an increase in aggregate profits in condi¬ 

tions of classical savings. If the wage is unchanged the problem of the substitu¬ 
tion of capital for labor need not come into the question at all. 

As Joan Robinson eventually recognized, in order to confront the problem of 
the choice of technique we need an explanation of changes in the rate of profit. It 

is the rate of profit, not the rate of interest, that will determine the choice of 

technique, or more simply of the relative employment of labor and capital in 

employment. This was a position taken by Kalecki: “The main stimulus to use 

more capital per worker is provided by new inventions. The advantage offered 

by them is usually so high that it will be taken whatever (within a wide range) 

the level of the rate of interest.”2 That is, if a new technique requiring an 

increase in capital expenditure per unit of labor offers a sharp increase in the 

expected rate of profit, it will be introduced irrespective of the rate of interest. 

On the other hand, a sharp rise in the wage, reducing the rate of profit, will bring 

about a reduction in the employment of labor, irrespective of any associated 

changes in the interest rate. 

Kalecki summarized the general approach as follows: 

The idea that a reduction of the rate of interest stimulates the application of 
more capital per worker is based on the assumption that the planned output of 
the investing entrepreneur is given. On this condition a lower rate of interest 
makes it profitable to use more capital and less labor. If we assume, however, 
that the capital available to the firm for financing investment is given, the 
reduction of the rate of interest has no influence on the choice of the method of 
production when planning investment, because it affects the expected net 
profit equally, whatever the method of production adopted.3 

It is interesting to note that the analysis of the choice of technique carried out 

in Joan Robinson’s work in the 1950s proceeded on the assumption that the 

capital available to the firm to be invested in a new technique is given. By that 

time she had already started to analyze the choice of technique (what she called a 

change in technique within a given spectrum of techniques—the famous book of 

engineering blueprints) in terms of the impact of the rate of profits and the wage 

on firms’ decisions. Indeed, the fundamental question posed by the Accumula¬ 

tion of Capital (Robinson, 1956) was the determination of the rate of profit. 

This approach could have been introduced much more quickly had the early 

extensions of the General Theory started by discussing the effect on the rate of 

investment of a change in the marginal efficiency of capital, or more simply, a 

change in the rate of profit, rather than as the result of a change in the rate of 

interest. There are a number of reasons that might explain why this was not done. 

First of all there is the hold of “habitual modes of thought and expression” on 
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the formulation of the problem. Second is the force of the assumption of a 

constant state of expectations. Keynes had already indicated where he thought 

the relaxation of this latter assumption would lead: to the model of “shifting 

equilibrium.” This was far from the Marshallian definition of a long-period 

stationary state and it was not a path that Joan Robinson, or any other Cambridge 

economist (with the possible exception of Robertson who retained his interest in 

fluctuations), felt capable of pursuing. 
Indeed, Joan Robinson was fond of repeating that it was first necessary to 

work out the simplified problems presented by the relation of accumulation and 

technical progress within the confines of the stationary state before moving on to 

the much more difficult terrain of change over historical time. But it was this 

latter problem that was to preoccupy her at the end of her professional career. 

Exhibiting a degree of impatience she would not accept of her students and 

colleagues, eager to pursue more interesting questions, she responded to her 

rhetorical question: History versus Equilibrium? by emphatically declaring in 

favor of the former. 

This position was then echoed in her declaration in the Quarterly Journal of 

Economics in 1975 concerning the “Unimportance of Reswitching,” and her 

exchanges with Piero Garegnani: “There is no such phenomenon in real life as 

accumulation taking place in a given state of technical knowledge”4 because 

“the long-period aspect of investment is the change that it is bringing about in 

the stock of means of production often accommodating technical innovations.”5 

The problem that had plagued analysis of the long period throughout her career 

was thus classified as a wild-goose chase that had only been introduced to make 

sense of traditional theory: Within Keynes’s method the problem of the effect of 

the choice of technique on the rate of accumulation could be handled indepen¬ 

dently of the relation of the rate of interest to the choice of technique of produc¬ 

tion. 

Notes 

The author is Professor of Political Economy at the University of Bologna, Bologna, 
Italy. 

1. Robinson, 1975, p. 39. 
2. Kalecki, 1944, p. 61. 
3. Ibid. 
4. Robinson, 1975, p. 39. 
5. Robinson, 1979, p. 179. 
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JR 
CHAPTER NINE 

Joan Robinson 

Journeys into Heterodoxy 

Larry Levine 

Preliminaries 

Even if much of the territory intrinsic to Joan Robinson’s legacy has been dealt 

with in great breadth and depth elsewhere,1 various links that connect her work 

both forward and backward in time, to a variety of destinations in the literature, 
remain for exploration. 

If we are to single out some of the starting points in Mrs. Robinson’s work for 

these journeys, perhaps first in order of importance would be her rejection of that 

“tight prior equilibrium’’ world view, to use Melvin Reder’s felicitous phrase 

(1982), which is the stock in trade of present-day Walrasian general equilibrium 

theorists, in favor of a more Marshallian—and hence looser—approach to the 

analysis of economic process. (The intellectual kinship between Robinson and 

Marshall was clearly a love/hate relationship!) In that comer of the Marshallian 

edifice that she singled out for favorable comment, markets are inhabited by 

flesh-and-blood decision makers who do not possess perfect knowledge. Perhaps 

next in importance was her refusal to immerse herself in the lore of the neoclas¬ 

sical production function. (This was destined to be the source of much mischief, 
in the eyes of others.) 

Where could paths from such positions lead? Rejection of Walras is a 

continuing theme; “replacement” of Walras by Marshall is an intermittent 

one. Her 1962 paper, “Normal Prices,” is a locus classicus for points of 

departure and final destinations. It offers a raise en scene characterized, in its 

micro particulars, by Marshall’s long-run normal supply prices, and connected 

with this, in her eyes, is the Sraffa (and Von Neumann) model of price deter¬ 

mination in which relative commodity prices are determined solely by supply- 

side phenomena, by the technics of production, independently of demand 

phenomena.2 A macro element in the same essay: the level of the indepen¬ 

dently coursing money wage drives the general level of prices. And the rate of 
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profit? It is determined by the rate of investment. But the model is not closed 

with respect to the latter. In sum: her rejection of Walras here, guided in part 

by Marshall, leads to a Sraffian scenario into which a Keynesian additive has 
been introduced. 

Although the model is not closed with respect to the determination of invest¬ 

ment, and money wages can have an independent “history” of their own, we are 

not left with chaos. There is a set of mutual consistencies that includes the 

pattern of income distribution. Thus, the “level of normal prices has to be such 

that the rate of profit is such that the distribution of income is such that the ratio 

of saving to capital stock is equal to the rate of accumulation.”3 Notice, then, 

that the “main weight of the equalization of savings to investment (at normal 

prices) falls upon the distribution of income between classes.”4 

As intimated above, perhaps the starting point for paths to heterodoxy are 

Robinson’s frequent reminders, often accompanied by an acknowledgment to 

Marshall, that markets are not lifeless structures, but are inhabited by fallible 

human beings who nevertheless harbor expectations, and who have to make 

decisions under uncertainty. 

Not wholly unrelated to this is her abandonment of the neoclassical produc¬ 

tion function. Furthermore, it is possible to contend, without overburdening 

one’s imagination, that her critique of the notion of a production function brings 

Mrs. Robinson into touch with that burgeoning current literature on team produc¬ 

tion and implicit contracting. 
These are the principal issues, then—“equilibrium” placed in a parlous posi¬ 

tion with respect to “history” (the flow of events in historic time), decision 

making under uncertainty in a production-functionless world—on which much 

of the following examination of lines of communication from Robinsonian posi¬ 

tions to sometimes startling destinations in the literature will center. Item: neo- 

“Austrian” airs (?) on a non-Walrasian theme—without, of course, “Austrian” 

policy implications! To Negishi, the diversity that can be subsumed under the 

head, “non-Walrasian” economics/includes the “Classical, Marxist, Austrian, 

Jevonian and Cambridge Schools.”5 What this ecumenical potpourri adds up to 

is concentration, not upon “state” or upon market as a structure, as in the 
Walrasian system, but upon activity (behavior); that is, trading activity (Edge- 

worth, Menger, and Marshall, with some interfaces with Adam Smith), and 

production activity (Smith, Marshall, and Marx). In Negishi’s hands, there is an 

important spin-off from reassembling these pieces, namely, the provision of 

microeconomic foundations for Keynesian macroeconomics not wholly unlike 

Mrs. Robinson’s micro-cum-Keynes “blending endeavors in her theory of 

“normal prices.” 
We begin the section that follows with a conspectus of possible starting 

points—the potential—in Mrs. Robinson’s work for advances into some decid¬ 

edly non-Walrasian territory. In the third section a survey of some of this terri¬ 

tory—the set of destinations—is undertaken. 
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The Starting Points 

Mrs. Robinson’s numerous dismissals of the neoclassical production function 

were invariably mordant. Here is a characteristic instance: “The dominance in 

neoclassical economic teaching of the concept of a production function . . . has 

had an enervating effect upon the development of the subject. . . . [T]he produc¬ 

tion function has been a powerful instrument of miseducation.”6 

Perhaps the most important point of departure for a heterodox destination is 

her treatment of the notion of long-run equilibrium. Here, too, the message was 

loud and clear: 

[W]e have to leave equilibrium analysis behind and approach the problem in 
terms of an historical process, the system continually lurching from one out-of¬ 
equilibrium position to another.7 

This was a note that Mrs. Robinson struck repeatedly, but perhaps nowhere 

more forcefully than in her 1974 paper on “History versus Equilibrium.” Like 

so much of her work, this, too, bears the marks of her prolonged encounter with 

Keynes—the Keynes who described himself as having “a long struggle to 

escape” into that universe of discourse in which “expectations about the future 

are necessarily uncertain.”8 A corollary, from the same source: “As soon as the 

uncertainty of the expectations that guide economic behavior is admitted, equi¬ 

librium drops out of the argument and history takes its place.” Furthermore, 

equilibrium should never be taken to be the terminal point of a process. And, in 

the same vein: one of the great neoclassical errors is to build conceptual models 

of systems “getting into” equilibrium; for, on the level of concept, “the very 

nature of equilibrium is that the system is already in it.”9 

Appearances notwithstanding, there is nothing enigmatic about all this. If one 

pays heed to the problem of the formation of expectations in an uncertain world, 

one will get the “equilibrium” thing right and, at the same time, learn not to 

place too great a burden upon the notion of equilibrium. That is, if one is going 

to get it right, one must specify all of the system’s pertinent physical data—tech¬ 

nical conditions and the like—and, then, along with the “state of expectations” 

of the decision makers of the system, one simply “dumps [this model of a 

system] down,” so to speak, at “a particular date in historic time and work[s] 

out what will happen next.”10 Of course, what actually “happens next” may not 

be what was expected to happen next. 

And, one should never attempt to build a conceptual model of a system 

“getting into” long-run equilibrium not only because, to repeat, the system is, 

on the level of concept, “already in it,” but more importantly, because “ob¬ 

served history cannot be interpreted as evidence to support any propositions” 

concerning “movement” along a fictitious “equilibrium path.”11 The “facts” 

of a real—and uncertain—world can never be crammed into anything purporting 
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to be a real-world “equilibrium” path or equilibrium position. Reality is too full 

of incompatibilities for that. Nor can the properties of “stationary equilibrium” 

provide the context for modeling intertemporal change. “What has led us astray 

is the bad habit (which Marshall tried to resist, but Wicksell freely indulged) of 

conducting an analysis of movements through time as though they occurred in 
stationary equilibrium.”12 

But what about those sets of physical and expectational data, “dumped 

down” at particular points of historic time, as candidate equilibrium positions? 

Although not entirely chimerical, they can only be envisaged as conceptual (not 

actual) “equilibrium positions.” And, if they are kept in their “logical place,” 

there is “much to be learned” from a priori comparisons across these equilib¬ 

rium positions.13 “But they cannot be applied to actual situations; it is a mortal 

certainty that any particular actual situation which we want to discuss is not in 

equilibrium.”14 So, although equilibrium is not a chimera on the level of con¬ 

cept, still, when it comes to understanding problems of the real world, one is left 

yet again with Mrs. Robinson’s aphorism that equilibrium must be permitted to 

drop out of the argument, its place to be taken by history—a history which is 

replete with those incompatibilities that can always be relied upon to knock an 
economy out of a “state” that, “from a short-period point of view,”15 may have 

an equilibrium appearance. 

The existence or nonexistence of equilibrium states (conceptual or actual) 

aside, people, not things, create “states”—and markets. Thus, given Mrs. 

Robinson’s views on equilibrium, “history” (flow of events), and uncertainty, 

her rejection of that device that is a seemingly lifeless market—the Walrasian 

device—surely follows as an inevitable corollary. The Walrasian characteriza¬ 

tion “of the economy is not so much unreal as non-existent. Sometimes it means 

that there are no people in the market at all—only prices and quantities of 

commodities are mentioned.”16 

Destinations in Heterodoxy 

Mrs. Robinson’s positions on the production function, on equilibrium, on uncer¬ 

tainty and expectations, on models of markets for which flesh-and-blood non- 

omniscient decision makers must be postulated, have points of contact with a 

variety of stopping-off places in the literature. Some of the lines of communica¬ 

tion from Robinsonian territory to other places are readily apparent. Others are 

far less so, and some connecting links may seem to be excessively tenuous, even 

if not wholly fanciful. Still, the enterprise—the search for links—is too full of 

promise not to be undertaken. 
(1) Mrs. Robinson’s aversion to the neoclassical production function brings 

her into close touch with Piero Sraffa’s Production of Commodities by Means of 

Commodities, and of particular relevance here is Sraffa’s rejection of the marginal 

productivity approach to the theory of factor pricing and income distribution. 
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(2) The Sraffa connection in the above is patently obvious. A less apparent 

“link” is the way in which Mrs. Robinson’s disavowal of the production func¬ 

tion interfaces with a body of literature that is not, at least in all its particulars, 

outside the mainstream (although some “mainstreamers” would no doubt enter 

a caveat here). We refer to latter-day extensions of the Coasian firm that feature 

property rights, transaction costs, principal/agency problems, and implicit con¬ 

tracts.17 Mrs. Robinson would surely not be too upset by this “association.” 

After all, in the eyes of some, this literature has had the consequence, for the 

theory of production and the theory of the firm, of shifting the focus of analysis 

from inputs in a physical sense, an assumed homogeneity on the input side, and 

what may generally be described as a (static) production-function world view, to 

that world view that brings within its ambit the services of human beings and the 

contractual arrangements—typically implicit—under which these services are 

engaged. In a word, this literature views the firm as a “nexus of contracts” or as 

a team or set of teams, and production as team production.18 

The consequence of this for the conventional notion of a production function 

could be profound. After all, where there is, literally, team production (and this is 

surely the norm), there cannot exist a production function in the sense of assum¬ 

ing one factor or factors conceptually “fixed” and another factor variable in 

order to “compute” the marginal product attributable to the “variable” factor. 
In other words. 

d2x 

dyxdy2 
* 0, 

where x is product and y, and y2 are factors of production.19 

(3) What we have just described may be thought of as a “people-oriented” 

approach to the theory of production and the theory of the firm. Furthermore, this 

approach to the theory of production and the firm should be twinned with what 

we might refer to as Mrs. Robinson’s people-oriented view of equilibrium; that 

is, if we are in fact entitled to introduce anything smacking of “equilibrium” 

into an overview of her legacy. We have suggested that we are so entitled: 

“logical places,” a priori comparisons across positions—and all that. However, 

we have also mentioned Mrs. Robinson’s insistence that “equilibrium” must be 

allowed to drop out of the analysis when the uncertainty of expectations that 

“guide economic behavior is admitted,” its place to be taken by “history.” And 

we have suggested that to “history” should be added “real people.” If this is 

done, Mrs. Robinson will be brought into touch with Marshall, and with 

Marshall’s not always abundantly clear lucubrations on equilibrium. Indeed, at 

this juncture, that is, when Mrs. Robinson beholds the Alfred Marshall who 

“retained something of the classical tradition,” and more pertinently, when she 

reflects upon the fact that Marshall’s analytical “world” is “inhabited by busi- 
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nessmen, trade union leaders, bankers and traders,”20 “love” replaces “hate” in 

the love/hate relationship that Mrs. Robinson had with the man whom she once 

(mildly) pejoratively referred to as the “old fox.” With this Robinson-Marshall 

mutual concern for “life as it is lived” in mind, we might consider that sense of 

“real people” that animates Marshall’s treatment of trading in the market period 
(in a country-town com market) in chapter 2 of Book 5 of the Principles. 

What one discovers there is a scenario that can accommodate both an 

“anchor” notion of market equilibrium—i.e., a “fixed point,” or market-clearing 

price, to which individual planning and decision-making behavior may be said to 

be “anchored”—and a reality of agents who endlessly adjust their (quantity) 

offers in real time. Price bargaining is not explicitly mentioned, but it is surely 

not precluded: after all, Marshall does speak of (market) price moving about 

“like a shuttlecock,” presumably as a result of divergences of realizations from 

plans. Whether one regards these agents as being in or out of “equilibrium” is 

quite beside the point. Real behavior, and uncertainty, there is in plenty. And one 

can envisage activity that is not necessarily equilibrating; that is, one can con¬ 

ceive here of trading that is not genuinely non-tatonnement (if it were, there 

would be convergence to equilibrium). True, Marshall writes that the market will 

close at the end of the interval of real time in question (a market day) at a price 

that will “probably” be at the equilibrium level.21 However, the very “model” 

that Marshall presents here perhaps may be more aptly described as one of 
quasi-non-tatonnement, rather than non-tatonnement, since the trading activity 

will not necessarily be equilibrating. 
The point is worth pursuing. What has happened to the “anchor” in this 

scenario? There seems to be a “market-equilibrium” price in the conventional 

market-clearing sense, but will all agents perceive it to be such? There is scope 

for a negative reply. At any rate, Marshall literally opens the floodgates to a host 

of problems having to do with decision making under uncertainty.22 So where 

are we? The demand/supply schedule Marshall introduces here shows 36s a 

quarter as the apparent equilibrium price in the market-clearing sense. But Mar¬ 

shall, ever with his eye on reality, offers the following account: many traders 

who could have been counted on to sell their com for 36s were in fact only 

willing to sell at that price because they were “in urgent need of a certain 

amount of ready money.”23 If they had been able to surmount this “need and 

had actually succeeded in selling at a somewhat higher price, there might have 

been a diminution in the marginal utility of money to them, and if that had 

happened, they might have refused to sell at 36s “all the com they could have 

sold if the price had been at 36s throughout”; thus, such sellers, as a conse¬ 

quence of “getting an advantage at the beginning of the market, might hold to 

the end to a price higher than the “equilibrium” price. In this situation, one 

should envisage the market closing at “an” equilibrium price rather than the 

equilibrium price—although, in a somewhat hesitant afterthought, Marshall 

wrings from himself the concession that the price, ‘ ‘an equilibrium price, as we 
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have already noted, would be very unlikely to diverge widely from “the ’ equi¬ 

librium price.24 
Again, where are we? The notion of the equilibrium that is determinate, in the 

Kaldor-Negishi sense, and unique has taken a buffeting in the face of problems 

of decision making under uncertainty.25 Succumbing to, or resisting, the urge for 

cash flow in the here and now might well be associated with little market-testing 

or information-enhancing experiments on the part of agents, the result of these 

experiments being different perceptions across agents of the market-clearing 

price, which will have changed one of the “conditions” (in Kaldor’s sense26) of 

market equilibrium: namely, the set of prices that could result in an equilibrium 

“position” (price/quantity set). In sum, there would appear to be the possibility 

of equilibria that may not be invariant to modes of information gathering (per¬ 

ception formation). 
What we have described as quasi-non-tatonnement, in Marshall, was indeed 

worth examining in some detail. After all, it was this Marshall who was sepa¬ 

rated from the Walrasian tradition by a yawning chasm, and it was this Marshall 

(he who was “studying a recognizable economy,” as Mrs. Robinson put it) who 

had caught Mrs. Robinson’s fancy. And it is this Marshall whom one can discern 

in the opening pages of Mrs. Robinson’s 1962 “Model of Accumulation,” 

where she deals with the alleged “tendency” for market price to move to the 

“equilibrium” (market-clearing) level. More specifically, she identifies what is 

really the problem here: in order to be able to speak of a “tendency” to equilib¬ 

rium, it is necessary to assume that “there is a clear concept in the mind of the 

dealers as to what the equilibrium position is.”27 Finally, the intimation here that 

there is no guarantee that there will in fact be such a “clear concept” in the 

minds of all dealers puts Mrs. Robinson into touch with Arrow’s (1959) problem 

of the possibility of price dispersion in a “competitive” market. 

(4) Before we put “paid” to the notion that the world is inhabited by real 

people—a notion shared by both Mrs. Robinson and her not-always-discredited 

(in her eyes) “mentor”—we might advance the (strange?) notion—with, of 

course, appropriate misgivings—that it is possible to perceive an “Austrian” 

element here as well; specifically, Menger’s Absatzfahigkeit (“marketability”) 

as another candidate “destination” that can be reached from Mrs. Robinson’s 

Weltanschauung. If we could put words into her mouth, might we almost hear 

her saying, “anything to distance one’s self from Walras’s frictionless void”? At 

any rate, as Negishi has recently reminded us in his Economic Theories in a 

Non-Walrasian Tradition, the markets of the Walrasian system are well organ¬ 

ized; those in Menger are, typically, poorly organized (“ ‘marketability’ is not 

high”).28 

From treatment of economic activity and human foibles in the Austrian man¬ 

ner, we might move on to another non-Walrasian variant of general equilibrium 

theory, with, of course, “general equilibrium” per se suppressed if we are to 

maintain contact with Mrs. Robinson. A central feature of this reformulation is 
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the relative subordination of the “market” to the “individual,” in so far as the 

focal point of analysis is concerned.29 It is a reformulation that builds to some 

considerable extent upon foundations laid by F. Y. Edgeworth: he of the “Art of 

Bargaining,” which consists in “higgling dodges and designing obstinacy and 

other incalculable and often disreputable accidents.”30 We dealt above with a 

“humanized” version of “equilibrium” in Marshall’s market period. Let us 

return, now, to the notion of long-run equilibrium, and to Mrs. Robinson’s the¬ 

ory of “Normal Prices.” Let us remind ourselves once again that there is, on the 

level of concept, a notion of equilibrium there (and elsewhere). It emerges from 

those “a priori comparisons of equilibrium positions,” which, to Mrs. Robinson, 

are legitimate, provided they are “kept in their logical place and not applied to 

actual situations.”31 To Mrs. Robinson, one such “logical place” is the set of 

relative commodity prices which can become Marshall’s normal long-run supply 

prices “when expectations are realized.”32 And it is this that brings Mrs. Robin¬ 

son, both directly and through Marshall, into another interface with Sraffa (and 

with the von Neumann model of price determination, too); that is, with a model 

of an economy in which relative commodity prices are determined entirely by 

supply-side phenomena (technics of production). 

Continuing with long-run equilibrium: having brought Mrs. Robinson into 

touch with Sraffa yet again, a further leap in a Sraffian direction might be taken. 

The conceptual equilibrium that is to be kept in its “logical place” in Mrs. 

Robinson’s “Normal Prices” is surely at one with the open, bounded set of 

mutual-consistencies view of equilibrium that is appropriate to the Sraffa system. 

Consider Sraffa’s equations of production that could generate an “equilibrium” 

relative commodity price set, with a given wage or rate of profit (Sraffa eventually 

opted for the latter), and a given input-output structure. There is indeed an equili¬ 

brium set-up here. Relative commodity prices, distributive shares, and the input- 

output structure must all be consistent with one another, although the Sraffa 

system is “open” with respect to absolute levels of activity—i.e., the equations 

of production can take on any set of scalar multiples without disturbing the 

(relative) commodity-price solution (it is open, too, with respect to the absolute 

price level). Furthermore, this “mutual-consistencies” view of equilibrium ac¬ 
cords with Frank Hahn’s characterization of the “traditional” notion of equilib¬ 

rium as a state of the economy “in which the intended actions of rational . . . 

agents are mutually consistent and can therefore be implemented. 33 

What is important in Hahn’s treatment of equilibrium, though, is that he 

concedes that the activities of entrepreneurial decision makers are not necessarily 

“equilibrating”; that is, when he envisages decision makers in capitalist econo¬ 

mies attempting to adapt to fluctuating prices and “noise a vision that leads 

Hahn to reject any “global stability” claims in so far as his concept of equilib¬ 

rium is concerned.34 Hahn appears, then, to be rejecting the gridlock of tight 

prior general equilibrium. With his “mutual-consistencies view of equilibrium, 

he is surely on the right track—the Robinsonian track and even more so when 
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he insists that a truly serviceable notion of equilibrium must be able to do what 

Arrow-Debreu does not do: namely, bring within its compass (and this explic¬ 

itly) uncertainty, expectations, modes of acquiring information, etc. 

Yet another inferface with Robinson: to Hahn, equilibrium should not be 

looked upon as the termination of a process (so much for questions of conver¬ 

gence!). Good Robinson stuff this, in spite of the (seemingly anomalous) lesson 

that Hahn extracts from his line of reasoning: since equilibrium is not necessarily 

the terminal point of a process, the behavior of individuals is not relevant to the 

notion of equilibrium. In this context, “the individual is of no importance—he is 

of measure zero. . . .”35 But why the need for an equilibrium notion at all? The 

need is there, he argues, because we have to make precise the limits of the kind 

of economic analysis that might be deployed, if we do insist upon bothering at all 

about “equilibrating” behavior.36 Well, knowledge about limits is still knowl¬ 
edge, and it does accord with Joan Robinson’s assignment of a “logical place” 

to a suitably circumscribed notion of equilibrium that should never be permitted 

to carry too much weight. 

Epilog 

We have, in this retrospective, paid scant heed to the Joan Robinson of the 

Cambridge Circus, to the young woman, that is, who read and discussed with the 

master himself the General Theory as it circulated in manuscript form among 

members of the Circus. Unlike that same young woman’s Economics of Imper¬ 

fect Competition—eventually to be abjured by its author in a prefatory declara¬ 

tion in a reprint—she carried Keynes’s message with her to the end. And those 

Robinsonian “positions” with which we have dealt are, none of them, out of 

touch with her Keynesian inheritance—and vice versa. As if to firm up the vice 

versa, she wrote that although the “most obvious application of post-Keynesian 

analysis (the behaviour of an economy in conditions of uncertainty) is to 

Keynes’s own problems—investment decisions, the determination of the pattern 

and level of interest rates, and the evolution of the general price level . . . it is 

equally necessary to apply it to so-called micro-economics, and the behaviour of 
markets.''^1 

Notes 

1. E.g., Gram and Walsh, 1983. 
2. Robinson, 1962a, p. 8. 
3. Ibid., p. 12. 
4. Ibid. 
5. Negishi, 1985, p. xi. 
6. Robinson, 1960a, p. 114. 
7. Robinson, 1962a, pp. 6-7. 

8. From Keynes’s 1937 article in the Quarterly Journal of Economics, “The Theory 
of Employment,” cited in Robinson, 1980, p. 48. 

9. Robinson, 1960a, p. 120. 
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CHAPTER TEN 

Value and Capital, Robinson Style 

Harvey Gram 

Introduction 

Capital theory is arcane. Students of capitalism are instructed in basic arguments 

first, beginning with the pure theory of exchange, purified of production and of 

process—and thus of time, error, and experience. This is sound pedagogy, for 

when production is added on, it takes the form of an indirect exchange of factors 

for commodities, among households, via the intermediation of producing 

agents—bloodless actors who, without experience, never err in moving the props 

about the stage as efficiently as possible. 
Of course, the word “capital” keeps turning up. The student is told to treat it 

in the same way as land: to allocate it efficiently so as to equalize the value of its 

marginal product in different uses and to interpret this value as a rental for its 

services. This, too, is sound practice, for what is being learned is not the real 

theory—it is only a parable. The real theory of capital concerns allocation over 

time; it cannot be presented in static terms and, while one is learning principles, 

complexity is properly avoided. Curiously, when the time comes for induction 

into the mysteries of the subject, the variables and parameters of the static 

resource-allocation model are simply relabeled, giving physical inputs and out¬ 

puts an added time dimension. On the demand side, pure time preference is 

added to the interpretation of income and substitution effects. On the supply side, 

investment is assumed to be productive: an increase in future output per unit 

sacrifice of current output exceeds one in absolute value over some range of 

feasible allocations.1 
On the one hand, the student finds that capital theory, despite its complexity, 

involves no new concepts. It is essentially a generalization of the pure theory of 

exchange for which appropriate mathematical tools (such as optimal control 

theory and dynamic programming) exist to solve what amounts to a multiperiod 

allocation problem. On the other hand, even a cursory reading of the major 

works of the classical economists, from Petty to Marx, or of the original neoclas¬ 

sics, may give pause.2 
Capital theory has long been a battleground. The most recent controversy 
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began with Robinson’s attack on the concept of aggregate capital in “The Pro¬ 

duction Function and the Theory of Capital.”3 It is unnerving for the unsuspect¬ 

ing student, brought up on her well-known early work,4 to read that “ ‘Capital’ 

is not what capital is called, it is what its name is called.”5 Only the initiated are 

inoculated against doubt about the meaning of capital by a clear understanding of 

the logical requirements of the neoclassical theory of the allocation of scarce 

means among alternative uses. They are not bothered by Robinson’s early warn¬ 

ing: “ ‘The formulae are wiser than the men who thought of them,’ and the 

technique knows a great deal more about the assumptions that it requires than the 

economist who is expounding it.”6 

Normal Prices 

In order to understand Robinson’s contributions to the theory of value and capi¬ 

tal, it is necessary to recognize a distinction between two theories of relative 

price, a distinction that finds no place in neoclassical orthodoxy. It is also neces¬ 

sary to appreciate the importance of time in Robinson’s analysis since it marks 

her off from everyone else, friend and foe alike. Her clearest statement on these 

issues is contained in “Normal Prices,” the first chapter in her Essays in the 

Theory of Economic Growth.1 She begins by remarking, “The traditional teach¬ 

ing that goes under the title of the theory of Value and Distribution does not 

depict a single system of prices. . . . The models can be divided into two broad 

classes, with a variety of intermediate types combining elements of each.”8 

Their general properties are summarized under two headings: Supply and De¬ 

mand, and Wages and Profits. Robinson’s purpose is to argue that the theory of 

market equilibrium has nothing to say about the division of income between 

work and property. 

In the Walrasian theory of general equilibrium, the “conditions of supply and 

demand . . . depend on the tastes and habits of the individuals concerned and the 

distribution of purchasing power between them; and on the prevailing techniques 

of production, the number of producers with different aptitudes, the natural re¬ 

sources available to them and the stock of produced means of production in 

existence.”9 A feature of the model’s solution, not always pointed out, comes in 

for special emphasis: “The prices that rule in equilibrium, at a particular mo¬ 

ment, may very well be such that some of the individuals in question are in the 

process of being starved out of existence.”10 No serious attempt has been made 

to deal with this aspect of neoclassical theory in so far as it raises an economic 
problem as opposed to a purely formal one.11 

Robinson also emphasized the possibility of sharp differences in supply and 

demand prices associated with small differences in the underlying parameters of 

the model. For her, this was the most enlightening feature of the Walrasian 

scheme, revealing an unavoidable political element in the operation of free mar¬ 

kets. The devastating effects of unforeseen changes in the conditions affecting 
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supply and demand suggest the need for policy intervention to stabilize com¬ 

modity prices at a level appropriate to maintaining a flow of production consis¬ 

tent with a normal long-run flow of consumption. The lessons usually drawn 

from the Walrasian model, however, run entirely in terms of the efficiency 
properties of a system of market-clearing prices. 

It was typical of Robinson to use economic theory, not for the purpose of 

finding sets of assumptions sufficient to establish equilibrium solutions for par¬ 

ticular models, but rather to sharpen her understanding of the political aspects of 

economic problems. She did not consider the central structure of neoclassical 

economics—the theory of the allocation of scarce means among alternative 

uses—as totally without application.12 She simply regarded it as a very thin base 

on which to build. It says nothing about the determinants of the pattern of 
ownership of an economy’s “given resources” and so precludes discussion of 

one of the most important determinants of the pattern of consumption. It allows, 

only as an exception to be accommodated by the creation of further markets, the 

many kinds of consumption that create disutility for others. It is silent on the 

question of how the circular flow of production and consumption is continually 

stimulated by the introduction of new commodities and newly perceived needs.13 

Robinson applauded what she saw as Arrow’s rejection of the principle of indi¬ 

vidualism upon which neoclassical theory is built.14 It is this principle that pre¬ 

cludes consideration of the constraints imposed on individual behavior by the 

authority of institutions, ethics, and morality. Finally, she regarded the concept 

of scarce means with alternative uses not only as an exaggeration, for “at any 

moment,... [scarce] resources ... have hardly any range of alternative uses 

[but also as] self-contradictory when it is set in historical time, where today is an 

evermoving break between the irrevocable past and the unknown future.”15 The 

“full information required to make a correct choice can never be available 

because of the inescapable fact that: ‘the basic data simply do not exist, and 

cannot exist, no matter what information is devised. There is no certain knowl¬ 

edge about the future, not even certain knowledge of probability distribu¬ 

tions.’ ”16 And, with this remark, she would, no doubt, have dismissed the recent 

fashion for models incorporating “consistent expectations.”17 
In “Normal Prices,” Robinson set aside these objections in order to con¬ 

struct a Walrasian model in which capital accumulation is taking place. She 

wanted to find out what the theory has to say about the distribution of income 

between work and property, i.e., between wages and profits. 
Orthodox treatments of capital accumulation in an intertemporal Walrasian 

framework are elsewhere dismissed: “For my part, I have never been able to 

make that theory stand up long enough to knock it down. 18 It is easy to see 

why. One version assumes that all transactions in time-dated goods and services 

of all kinds are agreed to in the present for all possible future states of the world. 

Suspending disbelief as to how everyone is to be informed about such future 

states, to comprehend fully their implications, and to guarantee the enforcement 
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of all contingent contracts, one might wonder, as Robinson did, why all such 

contracts were not completed, as it were, yesterday, in which case we would now 

be living out our predestined roles. It must be because an unforeseen change has 

taken place, today, but if this normally happens we will normally be out of 

equilibrium and so the theory will normally be without application.19 Another 

version of the Walrasian model treats the future as if it were the moon. The 

moon moves, but because its position is predictable, astronauts can be fired off at 

an angle calculated in such a way that they and the moon converge. In the 

economics of intertemporal equilibrium, initial stocks of resources, including 

heterogeneous capital goods, take the place of the astronauts’ initial, earth-bound 

position; final stocks correspond to the astronauts’ final position (and that of the 

moon); and an initial calculated set of relative prices replaces the calculated 

angle of take-off. Prices start to change in response to the production and con¬ 

sumption decisions of optimizing, atomistic decision makers taken in light of the 

initial price vector, just as the path of the space ship begins to adjust itself in 

such a way as to hit the moon in due course. Indeed, the theory of optimal 

control is used to solve both problems.20 But, as is well known, the efficiency 

properties of this model, reflecting the “very important ‘invisible-hand’ princi¬ 

ple [characterizing a competitive price system, presume] no uncertainty so that 

ex ante expected prices or rates of change of prices—which each competitor 

knows but cannot himself affect—will correspond exactly to ex post observed 

prices. Under these strong assumptions of perfect certainty, where the ex ante 

future must agree with the ex post past, the whole future pattern of prices is 

knowable.”21 

Robinson had little patience with such arguments. Her own version of the 

Walrasian theory was quite different—she called it a model of the artisan econ¬ 

omy. In this story, there are capital goods which are, of course, produced com¬ 

modities. Investment has occurred in the past and may be continuing in the 

present as individual artisans make further additions to their individual stocks. 

But, for each artisan, the rate of return on investment has a different significance 

depending on the expected future expenditures of his family. Robinson con¬ 

cludes that, even in a stationary state: 

There is nothing in [this] picture that corresponds to a rate of profit on capital. 
We can, if we like, value all the goods in existence at their equilibrium prices 
in terms of some numeraire, and call the resulting sum “capital”; and we can 
value the total flow of production in the same terms, but there is no way of 
telling what part of that flow belongs to the “capital” [so measured] and what 
part to the work being done with the aid of the means of production which it 
comprises 22 

In short, Robinson’s criticism of the Walrasian model of supply and demand 

with a given number of producers in each line of activity is that it does not admit 

a concept of capital that would allow us to ask the question: What determines the 
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distribution of income between work and property? There is the property of each 

family in its own means of production, just as an individual worker has property 

in his own human capital, but there is no generalized notion of capital associated 

with the free movement of profit-seeking employers from one line of production 

to another. Were such mobility allowed, Robinson concludes, “the model dis¬ 
solves, for there are then no given supplies of specific factors.’’23 What she saw 

as essential to the logical coherence of the Walrasian theory is the assumption 

that investors stick to their own lines of activity. In effect, she has specified 
investment functions.24 

Perhaps no one has ever claimed that the purpose of Walrasian models of 

intertemporal equilibrium is to elucidate the determinants of the division of 

income between work and property. Their main use lies in analyzing the proper¬ 

ties of intertemporally efficient consumption paths. In such models, it is the 

presence of transformations of resources, not into present consumption goods, 

but into new resources to be used to produce future consumption goods that 

complicates the analysis. The virtue claimed for the theory is that it shows that 

there are many efficient paths (just as there are many efficient static allocations) 

and that for each such path there is a sequence of prices that supports it, assum¬ 

ing all agents to be engaged in price-taking, optimizing behavior. To claim that 

there is no uniform rate of return on the value of stocks of produced inputs is 

incorrect.25 A competitive price system has the property that correctly antici¬ 

pated capital gains and losses serve to equalize rates of return even though 

current rental rates for the services of capital goods, exclusive of such gains and 

losses, do not all bear the same proportion to current prices of those same 

reproducible inputs 26 To point out that the theory fails to show how prices are 

established in such a way as to generate mutually consistent and correct expecta¬ 

tions is simply to state a fact well known to those engaged in current research on 

general equilibrium theory 27 
So why not let the priests of high theory work in peace? Robinson wanted 

their project called off because she regarded the notion of equilibrium over time 

as internally contradictory, based as it is on the implicit requirement of perfect 

foresight or its stochastic counterpart, the hypothesis of rational expectations. 

Why waste the immense amount of intellectual effort needed to master the 

intricacies of a theory that can have no point of contact with the world in which 

we live (while running the unnecessary and serious risk of forgetting how to 

think in any other way)? 
As a basis for analyzing accumulation and distribution under capitalism, a 

model of an artisan economy is clearly inappropriate, and yet, for Robinson, it 

and certain planning models were the only sensible interpretations of the Walras¬ 

ian scheme. For this reason, she directed attention in “Normal Prices’’ to an 

alternative theory associated with Marx and Marshall, and more particularly, 

S raff a and von Neumann. She regarded this theory as relevant to certain ques¬ 

tions about the long run that arise whenever an attempt is made to extend 
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Keynesian short period analysis to encompass the process of accumulation. It 

was in this context of generalizing Keynes’s General Theory that Robinson took 

up the question of the meaning of capital. Her point was this: In the short run, we 

do not have to ask what capital means, “since the organization of industry, 

stocks of equipment, the training of the labour force and the habits of consumers 

are already settled . . . and for practical purposes may be taken as constant.”28 

All that mattered for Keynes’s theory was “the flow of actual gross profits today 

and the expected return in the future on finance invested today.”29 The present 

was not correctly anticipated when finance was committed in the past and the 

future is not known today so that the value of capital is vague and imprecise just 

as the profit rate is vague and imprecise. But for a theory of the accumulation of 

capital and the distribution of the net product between wages and profits, these 

concepts must somehow be made precise. 

For Robinson, the neoclassical argument turned on a pun: “putty” capital is 

simply a clever device for ignoring the fact that at one moment capital is a sum 

of finance, and at another moment it is a stock of capital goods.30 In 1974, she 

recalled her experience of twenty years earlier: 

In 1953 I tried to find out what [capital] meant. . . . Does a quantity of capital 
mean a number of dollars or a list of machine tools, railway lines and other 
hard objects? And which is it that has a “marginal product”? The only answer 
we got was: Let us pretend that it doesn’t make any difference.31 

Robinson’s version of Sraffa’s argument and her criticisms of his followers 

are instructive. In this type of model, “there are no persistent differences be¬ 

tween factors of production. Labour can be trained and equipment designed for 

any use.”32 There are no fixed supplies of nonproduced inputs such as land and 

neither the stock of capital goods nor the skills of the labor force are arbitrarily 

specified in advance. The theory of supply and demand has nothing to bite on. 

That is the point of the assumptions and, of course, those who reject Robinson’s 

distinction between two theories of price regard the assumptions as absurd. But 

Robinson is not describing an existing state of the world. She is defining a 

concept, that of long-period equilibrium corresponding to a hypothetical state of 

affairs. She never intended this concept to be interpreted as the end point of a 

process of accumulation to which an economy might converge. Its purpose was 

to provide a starting point for the discussion of various types of disequilibrium. 

Robinson’s description of long-period equilibrium takes, as given, the tech¬ 

nique of production, the composition of output, and the class structure: “Work¬ 

ers own no property and must take service with those who can provide means of 

production for them to operate.”33 The neoclassical theory of supply and de¬ 

mand has no particular class structure; the distribution of ownership of the arbi¬ 

trarily given factors of production is itself arbitrarily given and, in any case, 

affects only demand. The organization of production is, in neoclassical theory. 
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unrelated to the distribution of ownership of the factors; this is presumably 

intended to make the theory universally applicable. Robinson is interested in a 

theory that is specifically concerned with capitalist institutions. Workers are paid 

in money and values are calculated relative to the level of money wages. Capital¬ 
ist firms are free to 

set labour to work upon whatever promises the best return.. . . [It] is necessary 
that there should be no limitation on access, given time, to any market, so that 
an equal rate of expected profit on investment tends to be established through¬ 
out the system. In a state of tranquillity, when expectations are realized, the 
criterion that competitive conditions prevail, in this sense, is that there is a 
uniform rate of net profit on the value of capital in all lines of production.34 

Summing up, Robinson remarks: 

The difference between this system of prices and the Walrasian system is that 
here the equilibrium stock of means of production is determined by the flow of 
ouput, given the technical conditions and the rate of profit, whereas in the 
Walrasian system there is an arbitrarily given stock of means of production 
and outputs are determined by the technical and psychological conditions 
which govern the pattern of supply and demand.35 

In Robinson’s Sraffa-type model, the distribution of income between wages 

and profits is first and foremost a function of the rate of investment: 

Whatever the ratio of net investment to the value of the stock of capital may 
be, the level of prices [relative money wage rates] must be such as to make the 
distribution of income such that net saving per unit of value of capital is equal 
to it. Thus, given the propensity to save from each type of income (the thrifti¬ 
ness conditions) the rate of profit is determined by the rate of accumulation of 
capital.36 

This throws the question forward to what determines the rate of accumulation. 

Robinson regarded the acceleration principle as a useful idea: “Carrying itself 

by its own bootstraps is just what a capitalist economy can do.”37 And the 

inflation barrier is also important: “The limit to [the process by which accumula¬ 

tion generates the savings it requires] is set by the level to which it is possible to 

force down real wages.”38 
The common practice of setting the rate of accumulation equal to the rate of 

growth of the (effective) labor force, however, is indefensible since the latter sets 

neither a maximum nor a minimum value to the rate of growth of capital. To 

claim that it sets a maximum value is to ignore technical progress, which is the 

very essence of the process of accumulation. To claim that it sets a minimum is 

to ignore all the various ways in which the nonindustrialized sectors absorb labor 

when accumulation lags behind the rate of growth of the industrial labor force. 

Robinson concluded that: 
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there is no way to close the model which is both neat and plausible. We must 
be content to leave it open. To account for accumulation, we have to fall back 
upon human nature and the structure of society. Firms once established have 
an urge to grow, or, at least, an urge to resist the encroachment on their 
markets of others who are striving to grow, and in each generation new men 
who own wealth or command credit have an urge to try their fortune. Amongst 
them, the overall rate of accumulation somehow emerges.39 

Those theorists who embrace the mechanical idea that whatever exists is 

either in a state of equilibrium or rapidly approaching one will find Robinson’s 

argument unscientific. But it was just such a mechanical metaphor, appropriate 

at best to a spatial model, that Robinson rejected in her use of golden (and other 

metallic) age models. Her models were meant to raise questions. 
Is a particular rate of accumulation maintainable? Latent imbalances in the 

structure of the capital stock may create bottlenecks that preclude any sustained 

period of economic growth. It is only in equilibrium that the composition and 

age structure of the stock of capital goods embodies correct anticipations con¬ 

cerning the flow of output that can be sold at prices corresponding to a uniform 

rate of return on past investment. 

Will the ratio of unemployed workers to the population be increasing or 

decreasing as capital accumulation takes place? Capital goods embody a particu¬ 

lar technique of production, and, as the capital theory controversy made clear, 

there is no systematic relationship between the wage rate (or profit rate) and the 

relative capital intensity of production. A lower real wage may not be associated 

with a more labor-intensive technique. 

If unemployment increases, will it result in misery and social tension or will it 

be accommodated by a shortening of the work week? If unemployment falls, will 

this ignite an inflationary spiral of wages and prices followed by restrictive 

policies designed to protect the purchasing power of the currency? Or will it be 

accompanied by a rationing of the labor force, technical progress, and all the 

imbalances that follow in the wake of uneven growth of firms, industries, and 

nations? 

Finally, should sustained growth be possible, what is it for? By recognizing 

that decisions to invest are undertaken by profit-seeking firms, the obvious ques¬ 

tion comes up as to whether or not the corporate view of what can be sold in the 

way of new commodities corresponds to a rational long-term view of what is in 

the best interests of consumers as a whole. It is the allocation of investible 

resources in the light of expected profits and according to the most recently 

invented production processes that is at issue—not the allocation of existing 

physical inputs already committed to particular uses. As for the resulting output: 

There is a . . . fundamental bias in our economy in favour of products and 
services for which it is easy to collect payment. Goods that can be sold in 
packets to individual customers, or services that can be charged for at so much 
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per head, provide a field for profitable enterprise. Investments in, say, the 
layout of cities, cannot be enjoyed except collectively and are not easy to make 
any money out of; while negative goods, such as dirt and noise, can be dis¬ 
pensed without any compensation being required. When you come to think of 
it, what can easily be charged for and what cannot, is just a technical acci¬ 
dent.40 

Conclusion 

The methodological position that Robinson defended, and around which swirled 

a flood of criticism of orthodox theory, often seemed to her in danger of being 

abandoned. In her final years, she felt disillusioned by the direction in which her 

allies had taken some of the theoretical arguments that she had been so instru¬ 

mental in establishing. Her impatience with the protracted attention given to the 

phenomenon of reswitching is well known. The “construction of a spate of 

pseudo-production functions [Robinson’s version of the wage-profit frontier] 

exhibiting switches of all kinds ... are now so elaborate, elegant and beautiful 

and their designers have become so fond of them that it seems cruel to point out 

that they are unable to say anything without falling into Samuelson’s fallacy.”41 

This was the fallacy of equilibrium, namely, the false notion that it is possible to 

discuss the effects of unanticipated changes using a framework of analysis in 

which all actions are the result of optimizing behavior and therefore require (at 

least probabilistic) knowledge of the future 42 
Robinson chose to focus her criticism of neoclassical economic theory on 

what she regarded as its Achilles’ heel: the problem of getting into equilibrium, 

or what neoclassical theorists call the stability problem. The difficulty with this 

strategy is that it appears to leave unchallenged the theory whose stability is 

being questioned. And, since the general equilibrium theorists have, for some 

time, been engaged in precisely the task of developing a proof of stability (based 

on a theory of how expectations are formed), defenders of Robinson’s point of 

view run the risk of being regarded simply as good neoclassical economists.43 

A Robinsonian is not, however, in quite such an exposed position. First, there 

is a great deal more to Robinson’s economics than her penchant for criticizing 

equilibrium as a logically incoherent idea. She insisted that good theory cannot 

be formulated independently of ideology. Conflicts of interest must be recog¬ 

nized whether or not particular models contain mechanisms to resolve them. 

Robinson’s concern for these explicit or implicit rules of the game raises ques¬ 

tions that neoclassical theory also considers, but usually in formalistic ways.44 

Second, the recent work of general equilibrium theorists45 does not encourage 

one to think that the problem of getting into equilibrium is about to be solved. 

Indeed, the claim that the capital theory controversy was nothing more than a 

“barrage of soap bubbles”46 may finally come home to roost. 
At the same time, there is something to be said for caution in adopting 
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Robinson’s position vis-a-vis neoclassical theory. To attack that theory mainly 

on the grounds that it lacks a satisfactory explanation of how a general equilib¬ 

rium comes into being is to grant a certain legitimacy to the underlying theoreti¬ 

cal structure that is nowadays identified with neoclassical economics as a whole. 

And yet, it strains credulity to think that a great intellectual following could have 

been founded on the nihilism implicit in the recognition that what is now 

claimed to be neoclassical theory “can make no causal claims at all.”47 On this 

view, baroque variations on the stability theme are simply irrelevant and need 

not take up the valuable time of theorists attempting to understand the dynamics 

of a capitalist society. This was Robinson’s main interest and it goes without 

saying that stability was, for her, a broadly defined notion eclipsing the narrow 

concerns of the general equilibrium theorists.48 It is that much broader concep¬ 

tion of the laws of motion of the capitalist system that deserves the attention of 

those engaged in the development of modem classical theory.49 To become 

entrapped within the narrow confines of a debate concerning the stability analy¬ 

sis appropriate to a theory that has cut itself off from its original heritage is to 

blind oneself to more exciting vistas. It is only by abandoning this neo-neoclassical 

theory, a term Robinson used frequently in her later writings, and replacing it 

with an alternative conceptual framework, that those vistas will finally be opened 

up. 

Notes 

1. See, for example, Hirshleifer, 1970, chaps. 2-4. 
2. Garegnani (1976) and Bharadwaj (1985) argue that the methods of analysis of the 

classical economists and of the original neoclassics were essentially the same. However, 
in their view, the attempt to find an explanation for the distribution of income between 
wages and profits within the theory of supply and demand equilibrium resulted in the 
eventual abandonment of that common method of analysis by the later neoclassics. The 
reason for this abandonment of the classical method was rooted in the logical require¬ 
ments of a supply and demand theory of simultaneous price and quantity determination in 
which substitution in response to price changes is a central feature of the analysis. The 
work of Sraffa (1960) and, more particularly, the results of the capital theory controversy, 
undermined this notion of substitution of capital for labor in response to factor price 
changes and, partly for this reason, inspired a revival of interest in the classical method. 

3. Robinson, 1953; CEP, vol. 2. References to Robinson’s works will be given by 
original year of publication followed, where appropriate, by a reference to the relevant 
volume of her Collected Economic Papers (1951, 1960a, 1965a, 1973, 1979, abbreviated 
CEP) with page numbers where needed. Although in certain cases, such as the present 
one, papers reprinted in CEP are abbreviated versions of the original journal articles, CEP 
also includes postscripts to many of Robinson’s more controversial arguments, original 
papers, and translations of foreign language articles, and, in the case of volumes 2 and 3, 
lengthy introductions to second editions published in 1975. 

4. Besides The Economics of Imperfect Competition (1933), three of Robinson’s best 
known early contributions are “The Foreign Exchanges” (1937a; CEP, vol. 4); “Beggar- 
My-Neighbour Remedies for Unemployment” (1937b; CEP, vol. 4); and “Rising Supply 
Price” (1941; CEP, vol. 1). 
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5. Robinson, 1953, p. 83; CEP, vol. 2, p. 117. 
6. Robinson, 1932, p. 8. 

7. Robinson, 1962b. In the preface, Robinson writes: “The essays in this volume 
might be regarded as an introduction rather than as a supplement to my Accumulation of 
Capital. That book was found excessively difficult” (p. v). 

8. Ibid., p. 1. 

9. Ibid., p. 2. In Walrasian theory, the distribution of purchasing power depends on 
(parametric) ownership of factors and (variable) factor prices, where the latter are imputed 
values. In equilibrium, all prices (and therefore purchasing power) are determined simul¬ 
taneously with factor and commodity allocations. Robinson appears to regard the distribu¬ 
tion of purchasing power as a given in a Walrasian model, even though it is part of the 
solution to the allocation problem once ownership of factor supplies is specified. In this 
connection, Maurice Dobb argued that the “inclusion of a theory of distribution within the 
theory of the pricing-process, as a constituent set of the larger set of market processes 
viewed as an interrelated whole, is question-begging in an important respect” (Dobb, 
1973, p. 34). 

10. Robinson, 1962b, p. 3. 

11. It is true that in rigorous treatments of the subject, individual factor endowments 
with a zero equilibrium value are ruled out by an appropriate assumption concerning the 
distribution of factor endowments. This is done to ensure the upper semi-continuity of 
demand correspondences rather than to address the problem of subsistence or survival of 
the model’s consuming agents. See the discussion of “resource relatedness” in Arrow 
and Hahn (1971, pp. 116-19). 

12. Robinson, 1977b, pp. 1320-23; CEP, vol. 5, pp. 4-9. 
13. Ibid., p. 1337; p. 30. 
14. Ibid., p. 1323; p. 9. The reference is to Arrow (1974). 
15. Ibid., p. 1322; p. 8. 
16. Ibid., p. 1322; p. 7. The passage cited is from Loasby (1977). 
17. Simon, 1978, p. 2, n. 1. Simon writes: “Perhaps we would mislead ourselves and 

others less if we called [rational expectations] by the less alluring phrase, ‘consistent 
expectations.’ ” The only explicit reference in Robinson’s work to the modem concept of 
rational expectations occurs in a posthumously published paper, originally entitled 
“Spring Cleaning,” where Robinson remarks: “It is strange that the concept of ‘rational 
expectations’ over the long run has come into fashion among economists just at a moment 
(1980) when prospects for the capitalist world are more uncertain and more threatening 
than they have been ever since capitalism came into existence” (Robinson, 1985, p. 160). 
It may be noted that the argument of the rational expectations theorists that monetary 
policy can lose its effectiveness when it is is predictable was also pointed out by Robinson 

(1960b, p. 794; CEP, vol. 3, p. 129). 
18. Robinson, 1980, p. 128. 
19. Franklin Fisher (1983, pp. 2, 90) argues that one should not even try to obtain a 

proof of stability of equilibrium in a world in which favorable surprises are taking place, 
including Schumpeterian innovations of all kinds, windfall gains, and sudden bursts of 

optimism. 
20. See the reference by Bruno (1967, p. 184, n. 6) to Pontryagin et al. (1962, chap. 

6). Note also the similar assumptions concerning the heterogeneity of capital goods in 
Bruno (1967, section 4) and Garegnani (1970). Together, the two articles are a study in 
how different schools of thought have interpreted the significance of this heterogeneity. 

21. Dorfman, Samuelson, and Solow, 1958, p. 319. 

22. Robinson, 1962b, p. 5. 
23. Ibid., p. 6, n. 1 continued from p. 5. 
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24 It is the lack of such functions that leads to the indeterminacies known as the 
“Hahn problem” in neoclassical models of capital accumulation with heterogeneous 

capital goods. Hahn (1966) and Samuelson (1967). , u 
25. It is misleading to suggest, as in Walsh and Gram (1980, pp. 304-7 , that the 

presence or absence of a uniform rate of profit identifies a model as either classical or 
neoclassical. All economists, at least since the time of Adam Smith, have recognized that 
competition, in the sense of free entry, implies a tendency towards equalization of rates ot 
return on the value of reproducible assets. The point made in the text is that modern 
intertemporal general equilibrium theory has achieved this by collapsing the future into 
the present so that there is no longer any tendency or disequilibrium dynamics to consider 
This change in the method of analysis of the neo-neoclassics, to use Robinson s use u 
label marks them off from both the classics and the original neoclassics. It is a change 

that, in the views of Garegnani (1976) and Bharadwaj (1985), has been forced on modern 
orthodoxy by the logical requirements of a supply and demand based theory of the rate o 

profit. See n. 2 above. . , 
26. It is interesting to note that in models employing the theory of optimal control, 

relative prices and their rates of change serve to maintain at a constant level the present 
value of the stock of capital. See Dorfman, Samuelson, and Solow (1958, p. 322). In a 
well-known price theory textbook, the assumption is also made that the value of capital is 

constant even though its form is variable. See Stigler (1987, p. 136). 
27. Some of the most prescient criticisms of the theory are expounded by its defend¬ 

ers. See, for example, Fisher (1983) and, especially, Hahn (1984). 

28. Robinson, 1977a; CEP, vol. 5, p. 59. 

29. Ibid., p. 60. 
30. Robinson, 1974a, p. 7; CEP, vol. 5, p. 55. 
31. Robinson, 1974b, p. 60; CEP, vol. 5, p. 38. 
32. Robinson, 1962b, p. 7. 
33. Ibid. 
34. Ibid., p. 8. 
35. Ibid., p. 10. 
36. Ibid., pp. 11-12. 
37. Ibid., p. 13. 
38. Ibid. 
39. Ibid., pp. 15-16. 
40. Robinson, 1962a, p. 132. 
41. Robinson, 1980, p. 139. Her own examples are presented in a paper written with 

K. A. Naqvi (1967). Of course, Robinson agreed that what the designers of these technol¬ 
ogies can say is, in a negative sense, very important: there is no one-to-one relationship 
between the real wage rate and any property of the technology matrix one might care to 
consider. Thus, the notion, fundamental to neoclassical theory in all its forms, that substi¬ 
tution of one input for another, in response to relative price changes, is systematic and 
predictable, has no firm analytical foundation. This startling conclusion gets shunted aside 
when neoclassical theorists make new assumptions, such as that of a “regular economy’ 
(Burmeister, 1980, pp. 206-7), in order to rule out awkward transition paths for, say, per 
capita consumption, which characterize intertemporal equilibrium models that do allow 

for reswitching. 
42. That the argument between Samuelson and Robinson turns on the issue of perfect 

foresight, and could be conducted by her in terms of the most well-behaved pseudo¬ 
production function, is made clear in their discussion of the unimportance of reswitching. 
See Robinson (1975a) and Samuelson (1975). One cannot entirely agree with Robinson 
that she and Samuelson simply had a difference of opinion about a purely logical point. 
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See the final section of Samuelson (1967, pp. 228—30), in which the perfect foresight 
assumption is attacked in a way that Robinson could only have applauded. 

43. Robinson claimed that she did better neoclassical economics than her neoclassical 
colleagues because she understood it better, having been brought up in the Marshallian 
tradition which permeated the Cambridge of her undergraduate days. The Walrasian tradi¬ 
tion, however, was not part of her intellectual background. See Robinson, 1951, p. vii. 

44. As already pointed out (in n. 11 above), equilibrium prices for certain commodi¬ 
ties can be zero in a model of pure exchange, in which case, zero purchasing power is not 
ruled out for certain consumers. The analysis thus points to the problem of survival in a 
free market economy, but, if the theorist only sees the problem as one of guaranteeing the 
upper semi-continuity of demand correspondences, it will be this difficulty rather than the 
economic one that receives attention. See Gram (1989, pp. 287-89) for further discussion 
and references. 

45. See, for example, Fisher, 1983; Grandmont, 1982; and Hahn, 1984. 
46. Hahn, 1984, p. 78. 
47. Ibid., p. 47. 
48. “The New Mercantilism” (Robinson, 1966) can be seen in this light as a general 

discussion of the stability problem facing the modem international system of world trade 
and payments. 

49. A full-blown neoclassical theory is incapable of dealing with any situation that is 
not an equilibrium, however complicated the equilibrium path of prices and quantities 
may be. It has no center of gravitation around which fluctuations take place. In this sense, 
there is nothing for the laws of motion to describe even though there may be a formal 
dynamic analysis that generates the equilibrium path. 
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CHAPTER ELEVEN 

Robinson’s Classic Question Revisited 

How to Measure Capital? 

Edward M. Miller 

Probably the best known of Joan Robinson’s passages is her complaint that 

neoclassical economists did not state the units in which capital is measured: 

The student of economic theory is taught to write O = f(L,C) where L is a 

quantity of labor, C a quantity of capital and O a rate of output of commodi¬ 

ties. He is instructed to assume all workers alike, and to measure L in man¬ 
hours of labor; he is told something about the index-number problem involved 

in choosing a unit of output; and then he is hurried on to the next question, in 

the hope that he will forget to ask in what units C is measured. Before ever he 

does ask, he has become a professor, and so sloppy habits of thought are 

handed on from one generation to the next.1 

The question “In what units is ‘capital’ to be measured?” (Robinson, 1971) 

was repeatedly asked in her writings. Although her complaints help lead to the 

Cambridge Capital Controversy2 (which this paper is not about) neoclassical 

writers continued to refer to capital and wrote equations containing K without 

even stating the units in which they were working. It will be argued here that by 

obfuscating the use of inconsistent definitions, Robinson’s omission of an ex¬ 

plicit definition, made the neoclassical methodology with its apparent rigor of 

mathematical method appear more rigorous than it really was. 

Joan Robinson’s question was a key one. This paper will not restate her 

answers to the question,3 but will try to point out which issues must be dealt with 

in answering her question. As far as practical, the neoclassical questions are 

presumed to be meaningful, and efforts are made to find capital concepts that 

answer them. Robinson herself probably would not concede that the questions 

were meaningful. 

It will be argued here that there is no definition of the quantity of capital 

services for which all of the implications of neoclassical theory hold. One must 

either abandon the idea that the “law of one price” holds for factor services, or 
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one must abandon the idea that there are unique factor inputs determined by 

technology, factor prices, and the desired level of output. If quantities of capital 

services are defined so that the services of all items are proportional to the prices 

of their services, it follows that the production function cannot be strictly quasi¬ 

concave and that factor inputs are not unique. These logical difficulties would 

have been noticed long ago if Joan Robinson had been listened to and if the units 

in which capital or its services4 were measured had been stated. 

Capital in Growth Accounting 

Since much of Joan Robinson’s work on capital grew out of an exchange with 

Professor Solow, let us start by considering the units in which capital services 

must be measured in order for Solow’s growth accounting method to work.5 

Surprisingly, Solow’s response to Robinson’s critique did not include a clear 

definition of the symbols in his equations, although he did state why he dis¬ 

agreed with what he understood to be her proposed definition. 

In “Technical Progress and the Aggregate Production Function” (1957), 

Solow proposed a simple formula for calculating the output growth that could be 

attributed to growth in per capita capital input. His formula states that the contri¬ 

bution of capital growth to output growth is the product of the growth rate of 

capital input and capital’s share of total factor input. He did not give the units in 

which capital was to be measured, stating only that they were physical units. In a 

footnote he stated that he did not wish to be involved in complicated disputes 

about the definition of capital. Although one can understand a desire to stay 

away from the capital controversy, the merits of a proposed quantitative formula 

cannot be evaluated without a clear definition of the units. 

Because the Solow derivation was a mathematical proof, it is easy to imagine 

that it holds for all definitions of capital quantity, or at least for all plausible 

ones. However, this is not so (Miller, 1989b). A necessary assumption for 

Solow’s method is that the units of capital be defined in such a way that the 

services of old and new capital goods sell for the same price. This assumption is 

not satisfied by all possible definitions for the quantity of capital services. For 

instance, if the quantity of services provided by an obsolete good is considered 

equivalent to that provided by a new good, this condition is not met. 

To see this, it is useful to derive the Solow equation in an alternative way that 

makes clear all of the assumptions behind it. The problem in capital service 

growth is in knowing the marginal product of the new items of capital added to 

the stock or removed from it. Solow’s basic insight was that in equilibrium the 

value of capital’s marginal product equaled the price of capital services. If the 

price for the services of new capital were known, its contribution to output 

growth could be estimated. 

The average price of capital services is easily determined. This is the ratio of 

income from capital to the number of units of capital services consumed. If there 
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is only one price for capital services, the price of the services of the newly added 

capital goods must equal the price of the services of the older goods. Once this is 

accepted, Solow’s formula follows. 

The argument can be simply set out in symbols. Let Y be total income and 

a specific factor’s share of national income a, making total earnings of the 

factor aY. With F the total input of the factor, the per unit earnings are aY/F. 

If the increment in factor input is DF, and the factor’s marginal product equals 

the average per unit earnings of the factor’s service, the income increment 

due to the growth in the factor’s input is DFaY/F. As a fraction of income, it 

is DFaY/FY, or DFa/F after canceling. After rearranging terms, this is 

(DF/F)a which, in words, is the factor’s growth multiplied by its income 

share. This is Solow’s growth accounting formula. 

The above argument has the virtue of not requiring the existence of an aggre¬ 

gate production function. For the derivation of the growth accounting formula 

via a production function to be logically rigorous, the necessary conditions for a 

perfect capital aggregate must be met (Fisher, 1965). It is agreed that these are 

generally not met. Even Solow (1956) views them as unmet, an admission that 

leaves his later derivations using aggregate production functions on shaky 

ground. 

The above derivation makes very explicit the key assumption, which is that 

the marginal product of an increment to capital can be estimated from the aver¬ 

age earnings of all capital. It might be thought that if the services of all items of 

capital sell for the same price, which would follow from the law of one price, 

their marginal products are equal. However, the law of one price is a theoretical 

argument that identical items and services should sell for the same price in a 

single market. There is no economic reason why the services of items differing 

in economically relevant ways should sell for the same price. It is easy to think 

of aggregation systems or definitions of capital quantity where the prices per unit 

differ. For instance, if quantity is measured by tons or cubic feet of machinery 

(or tons or cubic feet per hour), there is no reason to believe all prices will be 

identical. 

A key part of the logic of Solow’s method is to estimate the price of the 

services (and hence their marginal products) for the added capital items from the 

average price of the services of all capital in the economy. Thus, correctly 

measuring the ratio of the price of the services of the newer capital goods (being 

added by investment) to that of the older capital goods is critical. The prices of 

the services of the older goods fall below the service prices for new goods 

because of obsolescence and deterioration. 

If the services of the old and the new goods of a certain type are to be 

regarded as selling for the same price per unit of capital (necessary for growth 

accounting), the total number of units of services the old good provides must be 

proportional to the total price of the services of the good. If a steam locomotive 

rents for one-fifth of the amount per year of a diesel locomotive, the steam 
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locomotive must be regarded as providing only one-fifth of the units of capital 

services of the diesel locomotive. Then the price of the services of the two 

locomotives per unit of physical service provided will be the same, permitting 

the marginal product of new capital to be estimated from the average prices of 
the services of the old capital. 

It is not clear that Solow’s “physical” concept of capital is the correct one for 

his formula. The term “physical” implies that an unchanged capital good will 

always represent the same number of units of capital as it ages, even if it be¬ 

comes obsolete. Solow appears to be supporting the model (traceable back to 
J. B. Clark) of capital as a physical something that changes shape as circum¬ 

stances change, but always represents the same number of units of capital. Joan 
Robinson disagreed strongly with this view, with reason. 

Having the quantity of capital represented by a good remain unchanged over 

time is inconsistent with the number of units of capital that goods of different 

ages represent remaining proportional to the prices for the good’s services. Thus, 
if “physical” had the above meaning Solow’s theory would appear inconsistent 

with his capital concept. However, the actual data Solow chose (Goldsmith’s) 

can be argued to fit the equal priced condition since it reduced the quantity of 

capital for accumulated depreciation on a straight-line basis, thus allowing for 

the effects of deterioration and depreciation. 

Other authors also appear to have erred in their choice of capital concept. 

With the growth accounting equation derived without the units ever being speci¬ 

fied, authors chose the capital concepts they thought the most useful in general, 

rather than those that met the necessary conditions for the growth accounting 

exercise being conducted. Denison (probably the best-known practitioner of 

growth accounting) had argued in 1957, using quite good reasoning, for a cost- 

based concept of capital quantity. Naturally, when he turned to growth account¬ 

ing he retained this concept of capital. 
In particular, Denison argued that the quantity of capital a good represents should 

not be adjusted for the obsolescence of that good prior to the good’s retirement. He 

even went so far as to state that an obsolete steam locomotive that was still as good 

as new should be regarded as representing the same quantity of capital as it represented 

when new, or a quantity based on its reproduction cost.6 This violates the condition 

pointed out above that the quantity of capital must be measured so that the quantity 

of services provided by an old good is proportional to the price of that good’s services, 

thus making it possible to deduce the marginal product of new capital from the average 
price of the services of old capital goods. If the quantity of capital services provided 

by a good is not adjusted for its obsolescence, the price of the services of the existing 

capital stock (much of which is obsolete and deteriorated) will not be a good 

approximation to prices for new goods’ services. 
To use the locomotive example, the rent of steam locomotives should not be 

expected to reveal the marginal product of new diesel locomotives unless the 

quantity of capital services provided by the different types is considered to be 
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equal, which requires that the quantity of capital services has been defined as 

proportional to the rents of the different items being aggregated. If the rate of 

return is estimated as equaling the ratio of all income from capital to a capital 

stock that values obsolete goods at their reproduction cost, the rate of return will 

be underestimated. When this rate of return is then applied to the recently added 

goods, which can be presumed to contain few obsolete goods, the contribution of 

capital growth to output growth will be underestimated. 
Similar errors have been made elsewhere. This problem appears in the de¬ 

scription of the official U.S. productivity estimates, which at one point states: 

“The pattern of services is proportional to the rental income, in constant prices, 

which the good is capable of generating.’’7 It is not clear whether this is meant to 

describe how the data were constructed, or whether it is merely a belief. It 

appears to be the latter since the paper then goes on: “The assumption of a 

concave form was settled on because of the cursory observation that many 

capital assets do not tend to decay rapidly during their initial years.’’8 It is 

discouraging to discover that calculations that appear so very precise depend on 

“cursory observation.” 
Even worse, the Bureau of Labor Statistics report does not explain on what 

basis it is reported that assets “do not tend to decay rapidly during their initial 

years.” Most likely the observer (not identified) was looking at the services in 

“physical” terms and noting correctly that they decrease slowly. He probably 

was not observing obsolescence, since that cannot be directly observed but must 

be deduced by comparing the services of the older good with that of newer 

goods. The absence of reference to such comparative observations suggests that 

obsolescence was excluded. 
Elsewhere there are references to an “efficiency” function relating capital 

services to age, but “efficiency” is never defined. It is the rate of decline in the 

quantity of capital services, but “capital services” are not defined in a quantita¬ 

tive manner. Here again we see that the lesson of Joan Robinson has not been 

absorbed. Economists still talk about the quantity of capital without being clear 

in what units their quantity is expressed. 
A reference to efficiency decline being a function of age9 only suggests that 

the concept is meant to measure deterioration alone without reflecting obsoles¬ 

cence, since the obsolescence depends on the embodied technical progress, 

which depends on more than age. If obsolescence is not adjusted for, the service 

decline cannot be proportional to the rent decline. The actual shape of the “effi¬ 

ciency decline” curve used resembles that used by Denison, who, as noted 

above, is explicit about not having adjusted for obsolescence or capital embodied 

progress in the newer goods. 

Although the Bureau of Labor Statistics never states which aspect of capital 

services is observed to discover the capital service decline rate, it apparently is not 

rent. Unfortunately, the concept of capital being used appears inconsistent with the 

requirement that the rents per unit of capital must be the same at all ages. 
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Is the Neoclassical Capital Concept Consistent? 

So far it has been argued that a necessary condition for neoclassical-based 

growth accounting is that the capital service units provided by a good be propor¬ 

tional to the good’s rent, giving all goods the same rent per unit of capital 

services. Note that this condition is necessary for capital services to have a single 

price, and that neoclassical theory routinely talks about the price of capital, or 
differentiates a cost function with respect to the price of capital. 

It might be hoped that the above discussion had resolved the problem raised 

by Joan Robinson concerning the units in which capital is to be measured. 

Although Denison and the U.S. Bureau of Labor Statistics got the units wrong, 

most neoclassical economists appear to be measuring capital in a way that per¬ 

mits one to argue that the quantity of capital services provided by a good de¬ 

clines with age in proportion to its rent decline, and that different items have 

rents proportional to the services they provide. For instance, although Jorgenson 

never defines his capital concept, it could be argued that the numbers he uses 

have the above properties. He appears to choose his rates of decline in capital 

quantity with age to equal empirically determined rent decline rates.10 

Are we then to conclude that Joan Robinson’s measurement problem can be 
answered merely by explicitly adopting the above definition? Is it enough to 

state that new capital goods of different types have been given weights propor¬ 

tional to their rents when new, and the weights of older goods have been reduced 

in recognition of deterioration and obsolescence by the percentage by which the 

rents are estimated to have declined? The answer is an emphatic no! 

The problem in the neoclassical literature is deeper than a mere failure to state 

the units being used, or even to realize what units must be used. If the above 

system of units is adopted, it follows that production functions do not have the 

usual strictly quasi-concave shape. This implies that the standard neoclassical 

theory of factor inputs (that profit-maximizing firms choose the factor inputs that 

minimize their cost of production given the factor prices, technology used, and 

output mix) does not give unique factor inputs. 
Since the argument regarding the quasi-concavity of production functions 

with the usual definition has been presented elsewhere (Miller, 1988), it is only 

summarized here. Let us consider the simplest possible production system, one 

where labor and capital are used to produce a single output. If the reader prefers, 

labor can be thought of as a composite factor including all of the non-capital 

inputs. Capital can be presumed to take the form of a single machine that can 

vary in age. This does not alter the argument. 

To provide a notational system suppose: 

R = the rent of the machine 

w = the wage rate 

L = the labor input 
Q = value of the output of the machine. 
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From the basic theory of rent we know that R-Q- wL. Rent is the part of the 

product that is not paid out as payments to other factors. If the owner of the 

capital good were to set the rent any higher, production using the good would be 

unprofitable, and hence the good would not be rented. If the rent were set any 

lower, there would be many applicants to rent the good and the owner would be 

leaving money on the table. Thus, the rent will be exactly the amount that is not 

paid out to other factors. Let the number of units of capital services provided by 

an item be K, and r the rent of one unit of capital services, so that R = rK = Q- wL. 

With r, w, and Q constants, if L varies, K will vary in an offsetting way, and the 

amounts of L and K capable of producing the output Q will fall on a straight line. 

It now remains to consider whether the L used to produce a specified output at 

minimum cost can vary. 
The world is such that a firm typically can achieve the minimum possible cost 

of production by using either new or old goods. Old goods typically require more 

of other factors. This is because old goods are either deteriorated and need more 

maintenance, or are of an older design not incorporating certain labor- or fuel¬ 

saving features. 
Conceivably, as a machine aged, its output and inputs of all variable factors 

could decline in proportion. In this case rent could decline without changing the 

rent expended for a given output. Observation of the world shows that this 

seldom, if ever, happens. Typically, inputs change while output remains un¬ 

changed, or changes at a different rate from inputs. 
Where older capital goods require more labor, the point representing the 

combination of labor and capital used to produce a specified quantity of the final 

consumption good lies on the straight line, rK - Q — wL. Since the different 

points on this line can produce the specified output and there is no other factor 

combination that can produce it at lower cost, the points lie on the isoquant. If all 

factor inputs between those used by new goods and those used by goods on the 

margin of retirement (zero rent) are available to the firm (and these two points 

differ in labor inputs), it follows that the isoquant has a linear segment coincid¬ 

ing with the isocost line. This is quite a contrast with the textbook vision of a 

curved isoquant that touches an isocost line at only one point. 

This surprising conclusion results because of the nature of the physical world. 

It is such that as goods age, their quality changes in such a way that their use of 

factors per unit of output changes, while the prices charged for the services of 

capital goods of different ages adjusts so that minimum cost production is possi¬ 

ble with each. If the quantity of capital services a good provides is then defined 

to make it meaningful to talk about a single price for capital services, the iso¬ 

quant must have a linear segment. 

As Joan Robinson has emphasized, capital is not a perfectly flexible ecto¬ 

plasm or “leets” (Robinson, 1970) that can be effortlessly reshaped into any 

desired form. If capital were perfectly flexible, old machines in a meaningful 

sense would not exist because they would be reshaped into new ones. Likewise, 
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obsolescence would not occur because the capital could be reshaped as neces¬ 

sary. In the absence of obsolete or deteriorated capital, the case of capital goods 

differing in quality in such a way as to differ in variable inputs per unit of output 

would not arise. Observation shows that leets do not exist and that obsolescence 
and deterioration do, causing the effect discussed above to occur. 

With capital quality varying and this quality variation affecting the variable 
inputs, the prices for renting the goods (and the prices for buying the goods 

outright) adjust so that the typical firm is indifferent between using the capital 

goods of different ages. When this happens, there is no unique input of the 

non-capital factors as predicted in the neoclassical theories. If the quantity of 

capital services provided by an older good is defined to be proportional to the 
rent, there is also not a unique input of capital services. 

The neoclassical theory attempts to explain factor inputs as determined by 

firms’ efforts to maximize profits subject to the prevailing factor prices, the 

desired output, and technological constraints. If one adopts the commonly used 

definition of the quantity of capital services as proportional to the rent, the 

quantity of capital input is not determined by the neoclassical elements of rela¬ 

tive factor prices, technology, and output. Should neoclassical theory be re¬ 

garded as having a theory of factor inputs when the variables in this theory are 
incapable of providing a prediction of the inputs chosen by a firm? To answer 

the question of how much capital will be employed, additional information is 

required. Joan Robinson has emphasized one of the missing variables, history, 

which determines whether the capital will be relatively new (and hence represent 

a large input of rent-defined capital) or relatively old (representing a smaller 

input). 

An Original Cost Definition 

Our intuition is that the concept of quantity of capital does have some meaning, 

and that an optimum capital input depending on (among others things) the price 

of capital services can be a useful concept. While with the standard neoclassical 

concept of capital services (in which the quantity of services is proportional to 

the rent) there is not a unique capital input, with other capital input definitions, 

the desired unique capital input may exist. As Robinson points out, in one 

country, “a length of roadway is being cleared by a few men with bulldozers, in 

Beta a road (of near enough the same quality) is being made by some hundreds 

of men with picks and ox-carts. In Gamma thousands of men are working with 

wooden shovels and little baskets to remove the soil, and the reason for this is 

“that capital in some sense is more plentiful in Alpha than in Gamma. 11 
Joan Robinson has proposed thinking of the firm as having a book of blue¬ 

prints and picking the production process from this, along with the machine 

designs used, etc. In the Robinson concept, the quantity of capital services may 

vary greatly with the passage of time as it relates to the firm s production pro- 
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cess. If the firm has just begun production, one might expect it to have more 

capital committed than if the production plan had been in use for a number of 

years and the machines were virtually worn out. Notice how subtly this concept 

differs from the neoclassical production function based concept with its unique 

capital input. 
The neoclassical assertion is that there is a unique capital input for the typical 

profit maximizing firm, although observation shows less rent measured capital is 

required when older goods are used. One way to avoid the complications of older 

capital goods is explicitly to limit the concept of optimal factor inputs to a firm 

that is just choosing its production technique, leaving the question of how to 

measure the capital input of firms with older machines, obsolete machines, or 

work in progress to be handled separately. If this is done, the production function 

becomes an ex ante one, restricted to the firm using new capital goods. In this 

case, there is less conflict with reality in the idea of a production function having 

the mathematical properties needed for capital to be unique. 
If the quantity of capital input is defined to be proportional to the cost of 

producing the capital goods, it is plausible (but certainly not necessary) that at a 

particular set of factor prices and technology there will be a single profit maxi¬ 

mizing design for the machines and building being used (selected from Joan 

Robinson’s book of blueprints), and hence a unique optimum capital input. 

While a single input is likely, there can, of course, be switch points where two 

different techniques have the same production costs and the firm is indifferent 

between them. Unfortunately, an ex-ante production function is not easily esti¬ 

mated from aggregate data, since the available data are seldom restricted to firms 

using only new capital goods. 
Joan Robinson’s preferred concept of capital was not a monetary produc¬ 

tion cost, but the quantity of labor embodied in the good discounted at the 

prevailing rate of profit. For a new good, this would be equal to the cost of the 

good. She doesn’t discuss in detail how much capital an obsolete good might 

be considered to represent. Solow raises the objection that if the amount of 

labor required to produce the good had changed (perhaps because of technical 

progress), one could have two identical goods that represented different quan¬ 

tities of capital. 

While one can only speculate12 about Joan Robinson’s answer to this objec¬ 

tion (since there was no further exchange), most likely, it would have been that 

the quantity of capital represented by a good should be based on the embodied 

labor when produced in the most efficient manner, and that if the most efficient 

manner changes, the older goods have to be considered as representing less 

capital than they represented when built. Robinson appeared to have no commit¬ 

ment to the idea that a particular item of capital had to represent the same 

quantity of capital, or be considered as providing the same quantity of services 

over time, even while circumstances and the quantities of other factors were 

changing. 
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Cost Function Differentiability 

One of the prouder moments for a teacher of microeconomics comes when he 

shows that if a cost function is differentiated with respect to the price of a factor, 

the result is the optimum input of that factor. Unfortunately, in all of the pages 

leading up to this idea, the typical textbook never defines the units being used. 

This is a necessary omission because there is no set of units that can be used 

without making it painfully obvious that the theory does not correctly describe 
the world. 

The problem is that for a cost function to be differentiated with respect to a 

factor price, it is necessary both that the function actually be differentiable and 

that the price with respect to which differentiation is done be well defined. 

Unfortunately, the world is such that definitions of quantities that satisfy both of 

these conditions cannot be found. 

It was shown above that for growth accounting the quantity of capital must be 

defined so that the quantity of capital services provided by any item is propor¬ 

tional to the item’s total rent. This then makes it possible to talk about the price 

of capital services. Given a single price for capital services, it is then logically 

possible to talk about differentiating a cost function with respect to the price of 

capital services. If any other definition of capital quantity is used, even with the 

perfect competition assumption, there will be multiple prices for capital services 

and it will not be meaningful to talk about differentiating any function with 

respect to the cost of capital services. 
If the quantity of capital services is defined to be proportional to the rents of 

different items, there will be a well-defined price for capital services, but as 

pointed out above, the production function will not be strictly quasi-concave. 

This implies that the cost function will not be differentiable. 

Perhaps the most direct way to see that differentiation of the cost function 

with respect to the prices of factor services cannot give the optimum factor input 

is to note that the firm simply has no cost-minimizing capital input. The firm can 

achieve minimum cost of production by using either new capital goods or by 

using older capital goods whose deterioration or obsolescence causes them to 

rent for less, but that require greater use of other factors. Naturally, with no 

unique cost-minimizing factor input to be found, differentiating the cost function 

cannot reveal a unique cost-minimizing factor input. 
There are other reasons why the absence of a unique capital input is impor¬ 

tant. There has been much discussion of the neoclassical model of investment in 

which the firm is presumed to have a desired capital stock and adjusts its invest¬ 

ment to achieve this. ^ ^ If there is no unique desired capital stock, it would be 

irrational for firms to act as predicted.14 
Thus, close consideration of Joan Robinson s question concerning the units in 

which capital is measured reveals a serious flaw in the neoclassical system. 

There appears to be no way to measure capital so that all of the theory’s predic- 
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tions hold. It is not that one could not imagine a world in which the theory would 

hold if factors of production were homogeneous. If the conditions for perfect 

aggregation were met (Fisher, 1965), there could be both a well-defined price for 

capital services and strictly quasi-concave production functions. The real world, 

however, does not meet the necessary conditions. 

Why These Problems Were Not Recognized Earlier 

It may be asked why these problems were not recognized earlier. The answer lies 

in a failure to define terms so that they had only one meaning, and in the way the 

brain interprets sentences with ambiguous words in them. If a word has several 

possible meanings, when we hear a sentence containing that word we automati¬ 
cally insert a meaning in which the sentence makes sense and is correct. If later 

the same word is used in another sentence and makes sense with a slightly 

different meaning, that meaning is automatically inserted as well. We are usually 

not even conscious of this process. For instance, when reference is made to the 

cost of capital services, we imagine that the quantity of capital services has been 

defined so that it is meaningful to talk about a single price for capital services 

(perhaps with some adjustment for risk, liquidity, etc., as applied to particular 

items). 
If later, it is announced that a cost minimizing firm with access to particular 

technologies and faced with certain factor prices has a unique input of capital or 

capital services, we do not find this bothersome. Like Joan Robinson, we can 

imagine a book of blueprints for production of a particular good, and we find it 

easy to imagine that with particular factor prices there is only one production 

plan that permits minimum cost. The quantity of capital required is the quantity 

required to implement this plan. Thus, the neoclassical theory’s prediction of 

unique factor inputs does not strike us as contrary to observation. 

The question of how to define the capital quantity represented by deteriorated 

or obsolete goods does not immediately occur to us. Instead, we identify the 

capital quantity with the quantity required at the start of production (when new 

machines are bought). Thus, no red flags are raised when neoclassical econo¬ 

mists, after solving a constrained optimization problem with a production func¬ 

tion having certain properties, announce that there are unique factor inputs. Nor 

are flags raised when they claim to have a theory of factor inputs. Unless the 

reader has given the issue much thought, he is unlikely to notice that unique 

capital inputs are likely only with certain definitions of the quantity of capital 

services and that these definitions are not the same ones that lead to a single 

price for capital services. 

However, if neoclassical writers followed the physical science tradition of 

stating the units for all of their equations, whenever an implication of the theory 

was stated the reader would ask if that result was really to be expected, given the 

definition used. If the author tried casually to assume that the production func- 
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tion was strictly quasi-concave after having defined the quantity to be propor¬ 

tional to rent under normal conditions for capital of widely varying ages, the 

alert reader (or the referee for a submitted manuscript) would realize that a 

typical firm had the option of substituting old capital goods for new capital 

goods. When this was done, the quantity of capital a cost-minimizing firm used 

varied (as did the quantity of other factors). He would realize that the theory of a 
strictly quasi-concave production function was falsified by observation. 

If at the start of the argument the units in which capital is measured were 

stated to be proportional to the cost of production of a good, the reader might 

agree that there was a unique input of capital services. Similarly, he would 

probably realize that because not all capital services sell for the same price in 

equilibrium, that part of the textbook theory is vitiated. But unfortunately, not all 
readers will notice this critical point. 

Other Factors of Production 

The above argument was presented for capital. It is for capital that the defini¬ 

tional question is most important, and it is capital for which Joan Robinson first 

raised the question of the units being used. However, very similar problems arise 

for other factors. There is a simple argument to show that production functions in 

the real world are seldom strictly quasi-concave. 

An isocost line is defined as the line showing the alternative combinations of 

different items whose costs add up to a specified amount. At any given set of 

factor input prices there will be a minimum possible cost for producing a speci¬ 

fied output, Q. If the quantities of factors have been defined to make it meaning¬ 

ful to refer to an isocost line, the line represents the minimum production cost. 

All points on the minimum cost isocost line must be on the isoquant since they 

represent factor input combinations capable of producing the specified output. If 

two different input combinations can produce the same output at minimum cost, 

there must be at least two different points on both the minimum cost line and the 

isoquant.15 
Having two different points on the isocost line that are also on the minimum 

cost isocost line is, of course, inconsistent with the neoclassical idea that 

isoquants have the conventional, smooth, strictly convex shape at all points, and 

is inconsistent with the idea that production functions are strictly quasi-concave. 

Thus, a simple way to look for violations of the neoclassical, strict, quasi¬ 

concavity assumption is to ask whether there are two or more factor combina¬ 

tions that permit minimum cost production. While in a few cases production 

using radically different methods will be found to have the same cost, most of 

the cases where the same product can be produced with differing factor propor¬ 

tions will be found to be cases where, when the quality of one factor is varied, 

the quantity of other factors employed varies. Cases of this type are easily found. 

When land quality varies, the quantity of fertilizer, labor, and other factors 
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varies. As Ricardo and others have recognized, the rent of the land adjusts so that 

farmers are indifferent between high or low rent land. The farmer achieves the 

same cost by employing a few acres of good land and little of other inputs, or by 

employing more acres of poor land and more of other inputs. 
When the quality of workers varies in such a way that the percentage of the 

raw materials spoiled varies, the wages of the workers are expected to vary to 

make the costs of production the same. Once this has happened, firms have a 

choice between using a few high-quality workers and less raw materials, or using 

more, but lower-quality, workers and more raw materials. 
Production is often by a unit that can be thought of as certain workers and the 

equipment they use (a tractor and driver, mill and associated workers, etc.). 

However, the output of each production unit varies with the quality of one or 

more of the inputs. 
Likewise, workers frequently differ in skill, such that more skilled workers 

work faster. Wages adjust so that workers of different skills are equally profit¬ 

able to employ. Firms then have a choice between employing a few skilled but 

highly expensive workers and fewer machines, or employing more machines and 

more workers, but paying the workers less. Both strategies produce at minimum 

cost. 
In all of these cases there are multiple factor input combinations that permit 

minimum cost production. The production functions cannot be described as 

strictly quasi-concave, and standard production function based neoclassical the¬ 

ory cannot discover a particular firm’s factor inputs. In most cases it cannot 

predict an industry’s factor inputs because that requires knowing the factor qual¬ 

ity distribution, and this is not a variable in the standard theory. 
Note that the above result is not merely a failure of aggregation. Even when 

there is no aggregation between factors of different qualities with each quality 

being considered a separate factor, it still follows that the production function is 

not strictly quasi-concave. If high- and low-quality workers are considered dif¬ 

ferent factors, and a firm can produce at the same cost using either high- or 

low-quality workers (which normally implies differences in the inputs of any 

homogeneous factors), the production function will not be strictly quasi-concave. 

Leaving aside any effects that result from any disadvantages of mixing work¬ 

ers of different qualities and any economies of scale, the output of a firm that 

employs low-quality workers and high-quality workers, each with the associated 

machines, will simply be the sum of the output of a firm that employed the same 

number of low-quality workers with the machines they work on (and no high- 

quality workers) and the output of a firm that employed the same number of 

high-quality workers and their machines (and no low-quality workers). This 

observation is inconsistent with strict quasi-concavity. One will not be able to 

predict a firm’s factor inputs, even knowing the production function (i.e., the 

technology), the factor prices, and the desired output. 
For years the neoclassical textbooks at the basic level have been expounding 
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at the two factor level a theory in which factor inputs are determined by finding 

the point of tangency of a curved isoquant with an isocost line. More advanced 

textbooks use the same logic expressed in a mathematical form, casually assum¬ 

ing that production functions are strictly quasi-concave. The above discussion 

shows that a major implication of the theory that production functions are strictly 

quasi-concave is that no quality differences will be observed that affect the use 

of other factors. This is a testable implication. It is falsified by observations of 

fertility and climate variations among land parcels, differences in speed and 

accuracy among workers, and the requirement for more maintenance for aging 
machines. 

Conclusions 

The attempt to answer Joan Robinson’s question, “In what units is capital mea¬ 

sured?’’ exposes some very weak points in neoclassical production function 

based theory. No matter how the theory is expressed, one comes up against the 

problem that the quantity of capital (and other factors also) cannot be defined to 

produce both a single well-defined price for a factor and a unique input of that 
factor for the cost-minimizing firm. 

Notes 

1. Robinson, 1953-54, p. 81. 
2. See Harcourt, 1972. 
3. She summarizes four different definitions in Robinson, 1965, chap. 11. 
4. Joan Robinson and other writers of her time talked simply of the capital input. 

Dale Jorgenson and others have pointed out that if labor is to be measured in man-hours, 
capital should be measured in units of its services for compatibility, with the correct 
measure being a weighted average of machine hours. Thus, one should think of references 
to capital input as just shorthand for references to capital services input. The writings of 
Joan Robinson are not altered in any essential way if her references to capital are replaced 
with capital services. 

5. Joan Robinson doubted whether the questions Solow asked were meaningful. The 
goal here is to meet the neoclassical analysis (or at least, the versions of it found in 
textbooks) on its own grounds, and to ask whether there is a set of units for which its 
predictions would hold. 

6. Denison, 1962, pp. 95-96; 1967, p. 135. 
7. U.S. Department of Labor, 1983, p. 41. 
8. Ibid., p. 43, emphasis added. 
9. Ibid., p. 41. 

10. Jorgenson, 1980; Jorgenson, Gollop, and Fraumeni, 1987. However, in Jorgen¬ 
son, 1989, he introduces the concept of efficiency decline without defining it, discusses 
how it might be measured using rates of decline in asset prices and rates of decline in 
rents and then later (p. 20) states that “A second alternative to the vintage price approach 
is to analyze investment for replacement purposes.’ Unfortunately, as is made clear in 
this essay, these are two different concepts. Coen (1975) has made the same mistake 
where he introduces efficiency decline as the rate of decline in rent, assigns it a symbol, 
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and then without changing symbols proceeds to estimate the rate of decline in capacity, a 
conceptually different concept. 

11. Robinson, 1953-54, p. 78. 
12. This speculation is based on Robinson’s (1962, p. 43) comments about combining 

labor into an aggregate labor input measure and apparent approval of using socially 
necessary time to produce something. 

13. Jorgenson, 1963; Jorgenson and Siebert, 1968. 
14. Miller, 1989a. 
15. Textbooks, starting with the idea that isoquants are curved at all points, suggest 

that if there are two points on both an isoquant and an isocost line, these are points where 
the isoquant is cut by the isocost line. In the above argument, the possibility that the two 
points are where the isocost line cuts the isoquant is excluded because the isocost line is 
the minimum cost isocost line. If the specified output could be produced by any combina¬ 
tion of inputs purchasable at the cost represented by a lower isocost line, the original 
isocost line could not be the minimum cost isocost line. 
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JR 
CHAPTER TWELVE 

Marx after Robinson 

Production, Exchange, and Related Matters 

Geoffrey M. Hodgson 

Although Joan Robinson’s economic thought covers a great number of diverse 

topics it contains some unifying and persistent themes. Two in particular are 

considered here. The first is that orthodox analysis applies in the main to prob¬ 

lems of the allocation given resources, and not to the creation or accumulation of 

goods or services through time. The second, an alleged limitation of orthodox 

theory and its link with pro-capitalist ideology, is that conceptual and normative 

distinctions must be made between incomes from work and incomes from prop¬ 
erty. 

It is somewhat surprising, given the persistence of these themes, that they 

have not received more evaluation and attention, by either supporters or oppo¬ 

nents of the arguments. This paper begins to rectify the deficiency. It proceeds 

by arguing, first, that these two linked Robinsonian themes are more problematic 

than may appear at first sight. Second, there is a connection with the radical 

literature on the labor process and, third, with modem developments in the 

theory of the firm. It will be argued that the Robinsonian themes can only be 

sustained by introducing a Knightian or Keynesian concept of uncertainty. 

The Economics of a Prisoner-of-War Camp 

“There is one very special case to which the Walrasian analysis applies pretty 

well,” writes Joan Robinson, “that is the market in a prisoner-of-war camp.”1 In 

this system, nothing is produced and prisoners swap the contents of their Red 

Cross parcels using cigarettes as money. “It makes sense also, with some modi¬ 

fications,” she writes elsewhere, “in an economy of artisans and small traders. 

... Two essential characteristics of industrial capitalism are absent in these eco¬ 

nomic systems—the distinction between income from work and income from 

property and the nature of investments made in the light of uncertain expecta¬ 
tions about a long future.”2 

152 
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These ideas are recurrent.3 They are not raised once or twice and then 

dropped, through doubt or frustration, but are repeated with increasing persis¬ 

tence, clarity, and confidence. Harvey Gram and Vivian Walsh, in a timely 

evaluation of Joan Robinson s work published the year of her death, saw the 

distinction between income from work and income from property” as funda¬ 

mental to her thought and to the questions she raised concerning distribution and 
accumulation.4 

However, a number of outstanding conceptual issues still remain. Despite 
repetition of these distinctions—between incomes from work and from property, 

and between allocation and production—the reasons why orthodox theory has 

not embraced them still deserve further examination. A clue is provided by Joan 

Robinson herself in one of her later essays, where she provides an instructive 
quotation from Robert Clower: 

An ongoing exchange economy with specialist traders is a production econ¬ 
omy since there is no bar to any merchant capitalist acquiring labour services 
and other resources as a “buyer” and transforming them (repackaging, pro¬ 
cessing into new forms, etc.) into outputs that are unlike the original inputs and 
are “sold” accordingly as are commodities that undergo no such transforma¬ 
tion. In short, a production unit is a particular type of middleman or trading 
specialist.5 

Typically, neoclassical economists refer to production as an “exchange with 

nature,” and for at least some members of the Austrian School, all purposeful 

human action, including production, is exchange.6 These approaches have com¬ 

mon roots and some of the key ideological presumptions of classic liberalism. 

The choosing, propertied individual is regarded as the primary and animating 

force in the social system. Decisions to buy and sell impel and determine produc¬ 

tion, as expressed in the idea of “consumer sovereignty.” Decisions in the 

marketplace are primary and active, production is merely consequent and pas¬ 

sive. 

The implications of this orthodox view are clear. First, there is no substantial 

distinction between production and exchange, as the former is seen as being 

animated by (and even taking the form of) the latter.7 Once the deal is struck, the 

wheels of production are essentially predetermined. The law of contract, through 

appropriate penalties, ensures that the goods will appear at the appointed time 

and in good order. In this case all the key choices and actions take place in the 

determination of the contract itself. Production is merely an annex of the market: 

a place where agents act in accordance with the relevant clauses of the deal. 

There is another consequence of this point of view. If all action is animated 

by exchange, and exchange involves property, then work itself is part of an 

exchange. After all, in the labor market the worker agrees to an employment 

contract that is supposed to specify the kind of work to be carried out. Labor 

time is bought (or “hired”), perhaps by the hour, in return for an agreed wage. 
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In this case the employee is exchanging his or her property, i.e., labor time, for 

an income, i.e., wages. Thus, Joan Robinson’s distinction between income from 

work and income from property dissolves. Work itself, according to this view, is 

simply the hourly consumption of the property that has been bought by the 

employer. The wage thus appears as an income from the sale or rent of this 

particular property, just like any other. 
Consequently, in the classic liberal view of the world—the view that is still 

taken by most economists—Joan Robinson’s two distinctions are not meaningful 

or substantial. Production is animated by exchange, and wages too are an income 

from property, albeit in a special sense. Thus, without further theoretical support, 

the Robinsonian distinctions are condemned to future obscurity. The economics 

of the prisoner-of-war camp will continue to be applied, with amendments and 

additions, to the modem dynamic and corporate world. The question remains: 

Are the distinctions substantial, and if so why? 

The escape route proposed here from this theoretical incarceration is as fol¬ 

lows: Clearly, the issues involved relate directly to the nature of the employment 

contract and of productive institutions such as the firm. First, a Marxian view 

that the Robinsonian distinctions can be sustained mainly by distinguishing be¬ 

tween labor and labor power will be examined and found wanting. Next, some 

related work on the employment contract by Herbert Simon will be shown to 

have taken a further but insufficient step in the right direction by introducing an 

element of indeterminacy. This leads on to the Coase-Williamson argument that 

the existence of the firm, and the peculiarities of the employment contract, are 

explicable in terms of transaction costs. On the basis of recent discussions of the 

nature of transaction costs, it is argued that the information problems associated 

with the firm and employment contracts cannot be properly understood without 

the recognition of true uncertainty. This leads directly to the rehabilitation of the 

Robinsonian distinctions. 

Labor, Labor Power, and Indeterminacy 

The distinction Marx made between labor and labor power is a useful entry for 

examining the distinctions between production and exchange, and between work 

and property incomes. Harry Braverman (1974) is largely responsible for the 

current renewed emphasis on the distinction between labor and labor power in 

Marxian theory.8 As in Marx’s writings, labor, the activity of work, is distin¬ 

guished from labor power, the potential for work. It is the latter that is bought 

and sold on the marketplace by the hour. Marxian labor process theorists have 

thus concerned themselves with the specific social arrangements and practices 

concerned with the extraction of the maximum possible amount of labor out of a 

given quantity of labor power.9 They are able to do this by asserting that no 

predetermined quantity or quality of labor flows automatically from the sale of 

the labor power that is specified in the contract of employment. Instead, the 
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outcome depends on a struggle and trial of strength between management and 
employees. 

While labor does not flow automatically from labor power, does this also 

mean that there is virtually no connection between them? Is it possible, for 

instance, to go so far as Richard Edwards in the following statement?: “Workers 

must provide labor power in order to receive their wages, that is, they must show 

up for work, but they need not necessarily provide labor.”1<3 Perhaps in response 
to such overstretched arguments, Ian Steedman writes: 

In normal circumstances, to have disposal over workers’ ability to work means 
precisely to get them to perform a certain number of hours of a certain kind of 
work: if they remain idle, or even work less hard than was anticipated by the 
capitalist, then the latter does not have full disposal over the workers’ capacity 
for labour.11 

Steedman’s conclusion is not simply to reestablish a linkage between labor 

and labor power but to assert that the concept of labor power is itself “redun¬ 

dant.’’12 While this conclusion is not endorsed here, it is notable that Marxian 

labor process theorists have failed to give an adequate response to such argu¬ 
ments. 

Furthermore, and strikingly, much of Braverman’s analysis can be turned 

against his own assertion of the distinction between labor power and labor. In 

giving great emphasis to the methods through which it is ensured that the maxi¬ 

mum labor is extracted from labor power, such as hierarchical organization, 

incentives, discipline, and managerial supervision, Braverman is implying that 

the amount of labor performed is essentially under capitalist control. As Craig 

Littler and Graeme Salaman put it: “the overall theoretical thrust of Labor and 

Monopoly Capital is to suggest that capitalists no longer face the problem of 

labour power as a variable and indeterminate component of the production pro¬ 

cess.”13 

It is questionable that recent work by Marxists is more successful in overcom¬ 

ing this problem. In a major study of the growth slowdown of the U.S. economy, 

Samuel Bowles, David Gordon, and Thomas Weisskopf (1984) also draw on the 

distinction between labor and labor power. In their analyses they stress the possibil¬ 

ity of a “free lunch”: i.e., due to waste and slack in the economy, the possibility of 

extra output being obtained without an increase in inputs.14 Going further than 

Harvey Leibenstein’s (1976) identification of “X-efficiency,” they claim to ex¬ 

plain variable productivity through reference to the balance of class forces within 

the firm. 
Similarly, Samuel Bowles’s (1985) analysis focuses on the (costly) processes 

through which employers exercise power over labor, and the ability of workers 

to resist. Likewise, the amount of labor performed, and consequently the output, 

depends on factors such as the level of unemployment and the degree of union- 
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ization, both of which help to determine (positively or negatively) “employer 

leverage’’ over workers. 
The relevance of the difference between labor and labor power for the 

Robinsonian distinctions is obvious. Yet, given the parameters that determine 

“employer leverage,” a fixed amount of labor will exude from a given amount 

of labor power. Output is not simply a function of capital and labor, but a 

determinate (more complex) “production function” exists nevertheless. One is 

left asking what is the purpose of the distinction between labor and labor power 

in this analysis, especially given such orthodox features as the assumption of 

maximizing behavior by both employers and employees, which results in a pre¬ 

determined equilibrium solution?15 There is, in fact, despite claims to the con¬ 

trary, no “free lunch” in this model. Anything “extra” must flow from a change 

in the parameters governing output. 
Formally, Bowles’s (1985) theoretical model is virtually identical to that of 

Carl Shapiro and Joseph Stiglitz (1984). Their important shared feature is an 

equilibrium solution in which profits are maximized, with a level of employment 

that is at an equilibrium in the sense of ensuring a degree of discipline over the 

workforce that is consistent with an optimal level of output: 

If there were no unemployment and if all firms paid the market-clearing wage, 
then the threat of being fired would not lead individuals to reduce their shirk¬ 
ing: they would know that they could costlessly obtain another job. But if . . . 
there is unemployment. .. then workers have an incentive not to shirk: there is 
a real cost to being fired.16 

What is not essential to a model of this type is the phraseology of class 

struggle; indeed, real struggle is actually excluded. While in some sense there is 

a distinction between labor and labor power—in that performed labor will de¬ 

pend upon factors that are additional to the employment contract—given those 

factors the amount of labor is predetermined once the contract is agreed. Once 

again, the Robinsonian distinctions disappear. 

Braverman, Bowles, and others, like Marx before them, all fail to emphasize 

an essential element in the argument, without which the distinction between 

labor and labor power collapses into verbiage and irrelevance. To sustain the 

distinction, and the very autonomy of production from exchange, it is necessary 

to show that (within limits) the amount of labor-extracted labor power is in some 

sense indeterminate. 

As far as this author is aware, the first theorist to give a substantial treatment 

of indeterminacy in the employment contract is Simon (1951).17 Simon attacks 

the traditional view in economic theory that labor is a “passive factor of produc¬ 

tion,” and asserts that the orthodox view “abstracts away from the most obvious 

peculiarities of the employment contract.”18 This is seen to differ “fundamen¬ 

tally from a sales contract—the kind of contract that is assumed in ordinary 
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formulations of price theory.” In a sales contract a “completely specified 

commodity’ is exchanged for an agreed sum of money.19 Even in cases where 

complete specification is absent, the details of the agreement are often regarded 

by law as implicit or “understood.” In contrast, in the employment contract the 

worker agrees to perform one from a mutually agreed and limited range of 

patterns of work, and allows the employer to select and allocate the tasks. In 

effect, the worker agrees to accept the authority of the employer, notably con¬ 

cerning the specification of the particular work to be performed.20 

While noting the frequency of contracts of this type in the real world, Simon 

does not examine the reasons why employers do not or cannot fully specify the 

work in advance. Fortunately, however, these reasons are fairly well understood 

today. Imperfectly specified employment contracts are widely attributed to the 

possibility of unforeseen changes in product demand or in the supply of materi¬ 

als or components, or of interruptions in production as a result of mechanical 
malfunctions or industrial disputes. Herein is a source of the indeterminacy in 
production. We shall suggest below that this indeterminacy is of a type for which 

probabilities cannot be known.21 
The nature of “imperfect specification” in a labor contract must be further 

clarified. It does not simply mean that the terms of the contract are not spelt out 

in detail: in this case they may still be “understood” by the parties. The imper¬ 

fection of the labor contract goes further in that it covers a range of possible 

outcomes. Thus, “imperfect specification” here connotes also a degree of inde¬ 

terminacy of outcome, whereby the contract cannot be generally “understood” 

to refer to something that is well defined and specific. 

The pecuniary consequence of this indeterminacy, Simon argues, is that the 

capitalist will pay a higher wage—compared to a sales contract where the worker 

is contracted to supply a well-specified commodity or service—for the privilege 

of asserting authority over the worker and of postponing the precise specification 

of the work to be performed. 
The key indeterminacy in Simon’s model is the fact that the outcomes (i.e., 

profits, work satisfaction, etc.) for each pattern of work are not known precisely 

at the time of contracting. Simon formalizes this by considering the probability 

density function of outcomes for each feasible pattern of work. At the time of 

contracting, both employer and employee are assumed to know the relevant 

probabilities but not the precise outcomes. 
While Simon advances our understanding of the employment contract by 

recognizing its essential indeterminacy, it is notable that he treats this as a matter 

of calculable probability. Herein lie some problems. For if the probabilities are 

known, then it not only makes possible a complete specification of the contract 

at the start,22 but it also undermines the concept of authority that is central to 

Simon’s argument. Given the probability distributions, the worker can compute 

the likelihood that each pattern of work will be selected by the employer. Thus, 

the acceptance of authority is not simply within limits but also with known 



158 GEOFFREY M. HODGSON 

probabilities of employer behavior. The ruling authority is not the employer, but, 

as it were, the random throw of the dice. Given maximizing behavior, the em¬ 

ployer has no more power over the choice of outcome than the employee. The 

only significant difference is that the choice of pattern of work has the 

employer’s utility as the maximand, given that the worker has maximized first. 

While Simon’s attempt to differentiate between employment contracts and 

sales contracts is a forward step, serious internal problems remain. These are not 

simply problems of “lack of realism” to which Simon himself openly draws our 

attention; they are problems regarding the internal coherence of the analysis 
itself. 

Coase, Williamson, and Transaction Costs 

A more recent and better-known approach to the peculiarities of the employment 

contract, which also relates to the issues at hand but is also inadequate in that 

context, has been developed primarily by Oliver Williamson (1975, 1985) on the 

basis of the classic article by Ronald Coase (1937). Coase’s principal concern 

was with the capacity of the firm to supersede the price mechanism and allocate 

resources by command rather than through price. As Coase puts it: 

Outside the firm, price movements direct production, which is co-ordinated 
through a series of exchange transactions on the market. 

Within a firm, these market transactions are eliminated and in place of the 
complicated market structure with exchange transactions is substituted the 
entrepreneur-co-ordinator, who directs production.23 

Coase’s well-known explanation of why this occurs is in terms of the “cost of 
using the price mechanism.”24 

Following on from this approach, Williamson developed his central thesis that 

economic institutions such as the firm “have the main purpose and effect of 

economizing on transaction costs.”25 However, the idea of transaction costs 

“has become a catch-all phrase for unspecified interferences with the price 

mechanism.”-6 Furthermore, the typical formal representation of transaction 

costs among mathematical economists, as a fixed proportion of the value of the 

goods that are exchanged, differs “in no significant way” from a regular trans¬ 
portation cost. 

Dahlman suggests that all types of transaction cost “reduce to . . . resource 

losses due to lack of information.”27 It can be accepted that for purposes of 

theoretical clarification, Dahlman’s argument is an important step forward; but it 

is not clear what a reduction of costs to matters of information could mean. 

Indeed, it could be fitted neatly into a neoclassical paradigm. One possibility, 

following the lead of George Stigler’s classic (1961) article, is to accommodate 

search and information costs in a probabilistic framework. Information is then 



MARX AFTER ROBINSON 159 

being treated just like any other commodity, and is subject to the marginalist rule 

that its consumption is optimal when the marginal cost of information search and 

acquisition is equal to its expected marginal return. 

However, Keynes’s insights have rendered the very idea of a rational calculus 

of information costs objectionable; in the normal circumstances of uncertainty 

we are forced to abandon full, rational calculation and are obliged to fall back on 

“the convention,” or “average opinion.”28 Further, if such a rational calculus 

were possible, it is not clear why market contracting is superseded by the organi¬ 

zation of the firm. After all, if information is simply a commodity like any other, 

there is no apparent special rationale for the firm to act as the minimizer of these 

information-related, transaction costs. The “information costs” version of the 

transaction costs argument does not appear to supply a convincing reason for the 

existence of the capitalist firm and for the relative rarity of alternative arrange¬ 

ments, in real life. As Brian Loasby (1976) has argued, there is no need in theory 

for non-market forms of organization in the general equilibrium model. Even the 

probabilistic version of general equilibrium theory, which implies information 

problems of a stylized and limited kind, provides no reason why firms, as such, 

should exist. 
Richard Langlois’s (1984) solution to this problem is to make a distinction 

between different kinds of information problem, which parallels Frank Knight’s 

(1921) famous distinction between risk and uncertainty. The essence of the argu¬ 

ment is that “parametric uncertainty” (akin to Knight’s “risk”) cannot be used 

to find the source of transaction costs that are relevant to the explanation of the 

relative efficiency of organizations such as a firm. A similar argument has been 

offered by Neil Kay (1984) who has shown that, in a neoclassical world of 

perfect knowledge, the firm is stripped of most, if not all, of its familiar struc¬ 

tures and functions. Furthermore, there is no decisive difference if problems of 

probabilistic risk (or “parametric uncertainty”) are introduced, because there 

“is a close affinity between perfect knowledge and risk in terms of homogeneity 

and replicability of associated events.” He concludes: “True uncertainty and 

information costs represent the dominant consideration in areas of firm, market 

and state organization.”29 
By emphasizing true uncertainty (as opposed to risk), but with different fea¬ 

tures and qualifications, Loasby, Kay, and Langlois are all reluming to Knight s 

Risk, Uncertainty and Profit and a core idea in its discussion of the firm that its 

“existence in the world is the direct result of the fact of uncertainty.”30 In the 

light of these theoretical developments it seems that an answer to Coase s ques¬ 

tion as to why firms exist is reemerging in terms of a nonprobabilistic concept of 

uncertainty. Transaction costs may or may not remain an intermediate category 

in the argument. But it is clear that transaction costs as a category are not 

meaningful without some concept of true or radical uncertainty, and this, either 

directly or indirectly, seems to be a necessary concept to explain the existence of 

the firm.31 
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A Rehabilitation of the Robinsonian Distinctions 

While we are concerned with production per se and not simply with the specific 

institution of the capitalist firm, it is arguable that some of the uncertainty per¬ 

taining to the latter relates to the suggested indeterminacy of the production 

process itself, as suggested above, i.e., in terms of its inherent and unavoidable 

vagaries and variations. Thus, it is proposed here that there is some degree of 

objective indeterminacy in the production process: partly as a result of which 
agents are uncertain, in the sense of Knight or Keynes, as to the outcomes.32 

In general, we can never demonstrate the existence of indeterminacy because 

there is always the possibility of a hidden and unknown causal mechanism at 

work. However, what we do know from the mathematical theory of chaos 

(Gleick, 1988; Stewart, 1989) is that even if the world is deterministic, it would 

almost certainly behave in a nonprobabilistic and unpredictable way. The possi¬ 

bility of “deterministic chaos” is thus established. Consequently, even if the 

world is deterministic, we should have to treat it as if it were indeterministic and 

unpredictable. Even if all our choices are caused, many of them will appear 

spontaneous and free. There is thus established a strange ground upon which 
determinists and indeterminists can meet. 

On such a basis the Robinsonian distinctions between production and ex¬ 

change can be rehabilitated, by the inclusion of an element of indeterminacy in 

production. Because the consequences of contracts pertaining to employment 

and production are not known precisely, even in terms of calculable probabili¬ 

ties, even when all contracts are concluded, real uncertainty is unavoidable and 

there is a functional distinction between production and exchange; a distinction 

that has eluded many orthodox theorists. Production is no longer an annex of the 

market because of the indeterminate outcome of production itself. All agents in 

the productive process confront the unforeseen and have to react to the unex¬ 

pected. The forthright will engage with others to create stratagems and institu¬ 

tions to deal with the problems that are foreseen. But, essentially, the notion of 

an “optimum” or “equilibrium” is without much meaning, for eventualities 

depend on imagination and expectation concerning an unfolding but uncertain 
future. 

Of course, for Keynes (1936, 1937) the existence of uncertainty was crucial in 

his theory of macroeconomic behavior. But, with a few exceptions, the impor¬ 

tance of radical uncertainty to the analysis of microeconomic institutions, such as 

the firm, is not widely appreciated. An important exception is George Shackle, 

who asserts that “business is contest rather than co-ordination, that its appropri¬ 

ate theory is the theory of battle rather than that of pre-reconciliation.”33 Such 

real struggle and conflict depends, as Shackle shows with his customary bril¬ 

liance, on such elements as incomplete specification of the “rules” and the 
exploitation of ignorance or surprise. 

We now turn to the second Robinsonian distinction: between incomes from 
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property and incomes from work. Given that production has an indeterminate 

outcome, it could be argued that a trader who hires a machine or other produc¬ 

tive facilities to a capitalist is subject to a similar degree of uncertainty as the 

worker who hires his labor power. In both cases remuneration is fixed, once 
certain conditions are met. 

What is different, however, is that while the worker is actively engaged in 

production, the owner of capital goods is not actively involved in the process, 

unless he or she takes managerial responsibilities and works as well. (In this 

case the individual combines roles as both owner and managerial worker.) To 

receive an income from work, the provision of an object of property, i.e., 

labor power, is not sufficient. The worker must submit to the authority of the 

employer but also continue as a purposeful agent, i.e., provide deliberate and 
purposeful work. 

The elaboration of this distinction between two different sources and types of 

income cannot be carried out in full here,34 but the argument is partly based on 

the view that human agents are capable of purposeful behavior but capital goods 

are not. Essentially, one is active and the other is passive. The owners of labor 

power and the owners of capital goods are both active and purposeful decision¬ 
making agents in the sphere of exchange. But during the process of production, 

capital goods themselves are passive instruments, subject to the purposeful activ¬ 

ity of the workers (and managers). Owners, as such, here play no direct role. 

Thus there is an essential distinction between income from property and in¬ 

come from work. The owner of property may obtain an income from hiring the 
goods, simply as a consequence of concluding a contract on the market. The 

goods themselves are not active agents, so they play no part in varying potential 

output. In contrast, the worker agrees to provide labor but to an imperfectly 

specified pattern, subject to some indeterminacy as elaborated above.35 

Given the indeterminacy inherent in production, there must be choices and 

clashes of will: matters are not resolved ex ante by contractual or marketplace 

decisions, despite the orthodox assertion that the employment contract is subject 

to “continuous renegotiation” during production, so that payments actually re¬ 

flect productive contributions ex post?6 But this ignores the arguments of Coase, 

Simon, Williamson, and others to the contrary. What has been established here is 

that the distinctions they make between employment and other contracts, and 

between firms and markets, can be sustained only on the basis of the concept of 

true uncertainty. 
Strikingly, just as these distinctions depend upon the concept of uncertainty, 

an element of indeterminacy is also required to define the concept of purposeful 

behavior. As Russell Ackoff and Fred Emery (1972) have argued, a key feature 

of purposeful behavior is that its goals are not predetermined. Unlike a pro¬ 

grammed, goal-seeking device, such as a thermostat, the human agent can poten¬ 

tially change his or her goals without any external stimulus. Even with a 

sophisticated computer program that enables a kind of learning, where past 
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experience leads to a different response to a repeated problem, the outcome is 

not truly purposeful behavior because the output is still predetermined and the 

goals themselves are fixed. The capacity to change both behavior and goals 

without external stimulus is an essential component of will and real choice. Yet 

this is essentially to include an element of indeterminacy: a feature that is not 

only absent from orthodox economic theory,37 but is also essential if Joan 

Robinson’s distinctions, between production and exchange, and between in¬ 

comes from work and property, are to be sustained. 

In a very real sense, we have arrived at a modernization of some of the key 

themes of the economics of Marx, with the introduction of uncertainty in the 

sense of Knight or Keynes.38 This is also an essential thrust of Joan Robinson’s 

work, and sustains her constant reminders of the stature and complementarity of 

Keynes and Marx as economists. 

Notes 

The author is grateful to Ingrid Rima, Ian Steedman, and the participants of a joint 
Keele University-Staffordshire Polytechnic economics seminar for critical comments on 
earlier versions of this work. 
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the “point of view of consumption,” as allegedly typified in the economic theory of 
Bohm-Bawerk and the Austrian School. 

4. Gram and Walsh, 1983, pp. 519, 547. 
5. Clower, 1976. 

6. For example, Jack Hirshleifer (1970, p. 12) and Ludwig von Mises (1949, p. 97). 
Notably, recent exponents of the “Property Rights School” (e.g., Furubotn and Pejovich, 
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Austrian colleagues for assuming that “nature” has property rights to exchange. 

7. While orthodox economists have traditionally ignored the “black box” of production, 
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employment contract to a more-or-less straightforward exchange. For a classic statement 
in this regard see Alchian and Demsetz (1972), and for critiques, see Hodgson (1988, 
chap. 9), Nutzinger (1976), and Tomlinson (1986). 

8. After a century of neglect, by the late 1970s much Marxist scholarship was fo¬ 
cused on the chapters in Capital that are devoted to the processes of production (Marx, 
1976, chaps. 7-18). In addition to the inspiration of Braverman (1974) note the remarks in 
Rowthom (1973) on the significance of the distinction between labor and labor power and 
on “despotism in the labour process” (p. 10). 

9. For reviews of the literature on the labor process, see Littler and Salaman (1982); 
Nichols (1980); Thompson (1983); Zimbalist (1979). 

10. Edwards, 1979, p. 12. 



MARX AFTER ROBINSON 163 

11. Steedman, 1982, p. 151. 
12. Ibid., p. 153. 
13. Littler and Salaman, 1982, p. 252. 

14. Lest we ridicule such a suggestion, note that a recent theory of the origin of the 
universe considers that matter itself can be created, as it were, from nothing: “I have 
heard it said that there is no such thing as a free lunch. It now appears possible that the 
universe is a free lunch” (Guth, 1983, p. 215). 

15. Indeed, Bowles (1985, p. 20) explicitly assumes that ‘‘workers have complete 
information about job and wage conditions throughout the economy, that employees 
know all (actual and potential) employee characteristics” and assumes away “problems 
of risk aversion and issues of reputation (workers and capitalists alike have no memo¬ 
ries).” It is a defect of the classical, Marxian, and neoclassical traditions in economics that 
insufficient attention is paid to problems of information, uncertainty, cognition, and 
knowledge. It is mainly due to their attempts to deal with these issues that Knight and 
Keynes offer signposts into the twentieth century. Note, however, that in some passages 
of Marx’s work, and unlike the Bowles (1985) model, there is a sense of an ongoing and 
nonequilibriating, historical process (e.g., Marx, 1976, chaps. 7-17) and more than a hint 
of post-Keynesian indeterminacy (e.g., Marx, 1969, pp. 504-9). On the latter, see Ken way 
(1980) and Hodgson (1982, chap. 13). 

16. Stiglitz, 1987, p. 20. 
17. Gintis (1976) is one of the few theorists to offer a sizeable discussion of Simon’s 

article, but, despite making some valid criticisms, he does not give sufficient credit to the 
innovative character of Simon’s theory. Notably, Simon’s article is included in 
Putterman’s (1986) excellent collection. 

18. Simon, 1951, p. 293. 
19. Ibid., p.294. 
20. Many years ago Knight (1921, p. 270) argued that “with human nature as we 

know it it would be impracticable or very unusual for one man to guarantee to another a 
definite result of the latter’s actions without being given power to direct his work.” As 
Coase (1937, p. 401) rightly points out, this statement is not universally true; consider the 
counter-example of a contractor who “is guaranteed a certain sum providing he performs 
certain acts.” Nevertheless, while the indefinite character of labor is not a universal 
condition of human existence, it is a feature of typical employment contracts in a capitalist 
firm, and is thus associated with the existence of employer authority. Also, notably, Coase 
foreshadows Simon’s emphasis on the authority relation as a key characteristic of the 
employment contract when he quotes Batt (1929, p. 6) to the effect that the “right of 
control or interference . . . marks the servant [i.e., employee—G.M.H.] from an indepen¬ 
dent contractor” (Coase, 1937, p. 404). Strangely, Simon (1951) does not refer to Knight 

or even to Coase’s seminal paper on the firm. 
21. Note that uncertainty could result from either the fact that there are no objective 

probabilities to be ascertained, i.e., there is indeterminacy in a full and radical sense, or 
that they exist but they cannot be known. On this distinction, see Elster (1983, pp. 27—28) 

and Lawson (1988). 
22. Clearly, Simon (1957) has an answer to this question in terms of bounded rational¬ 

ity, i.e., the difficulty in making all the computations and assessments that are involved in 
such a fully specified, contingent-claims contract. This does not appear, however, in his 
1951 article. Furthermore, bounded rationality, as Simon later made clear, relates to 
uncertainty in the true sense, as used by Keynes and Knight. A further response to the 
question could be made in terms of transaction costs in the manner of Coase (1937) or 

Williamson (1975), as discussed below. 
23. Coase, 1937, p. 388. 
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24. Ibid., p. 390. 
25. Williamson, 1985, p. 1. 
26. Dahlman, 1979, p. 144. 
27. Ibid., p. 148. As noted elsewhere (Hodgson, 1988), this is an example of the 

mistake of ‘ ‘informational reductionism.’ ’ 
28. Keynes, 1936, chap. 12; 1937. 
29. Kay, 1984, p. 83. An important feature of this line of argument is that it does not 

rely on the conception of the human agent as opportunistic. Consider, as an example, the 
possibility of a person reneging on a half-completed contract. The problem here is not 
fundamentally one of opportunism per se: it is because one party to the contract is 
uncertain if the other will renege or not. The other person may, or may not, be opportunis¬ 
tic and self-seeking; that is a secondary question. Indeed, it might even be possible that he 
or she might break the contract for altruistic rather than selfish reasons. Strictly, the 
question of opportunism is not the basic issue and Williamson’s emphasis on opportunism 
as the central element of transaction costs is quite inappropriate. The key point is the 
existence of the uncertainty as to whether or not the contract will be completed. 

30. Knight, 1921, p. 271. Coase (1937, p. 401) points out that “nowhere does Profes¬ 
sor Knight give a reason why the price mechanism should be superseded’’ in the firm. If 
the reason for the existence of the firm is due to relatively high transaction costs, then, as 
argued above, these costs are largely informational in character and nevertheless depend 
upon the existence of (Knightian) radical uncertainty. Thus, in attacking some of Knight’s 
genuine limitations, Coase almost throws out the baby with the bathwater. 

31. Note also the parallel with the well-established Keynesian argument that money 
exists largely to deal with an uncertain future, and the role of money is very much to do 
with this uncertainty. Consequently, types of analysis that rule out true uncertainty, such 

as neoclassical general equilibrium theory, cannot cope with relevant modem phenomena 
such as money and the firm. 

32. Of course, it is not being argued that uncertainty is the only important feature here. 
See Hodgson (1988, chap. 9) for a further discussion of the essential characteristics of the 
firm. 

33. Shackle, 1972, p.423. 

34. For a further discussion, see Hodgson (1982, chaps. 16-18). 
35. Note, however, that the variable and indeterminate character of output renders a 

variable and indeterminate quality not to wages, which are normally fixed by the employ¬ 
ment contract (albeit sometimes with the addition of output or profit related bonuses), but 
to profits. Thus, there is a further parallel with Knight’s (1921) explanation of the origin 
of profit in terms of uncertainty. 

36. Alchian and Demsetz, 1972, p. 794. 
37. Loasby, 1976, p. 5; Hodgson, 1988, pp. 10-12. 
38. It should be stressed that, contrary to the more common interpretation, emphasis 

on the concept of uncertainty does not necessarily lead to a subjectivist outlook regarding 
individual knowledge and the springs of action. In contrast, as Tony Lawson (1985) has 
argued, there is a view in Keynes’s own writings that stresses the function of social 
conventions in providing a basis upon which to form expectations of the future and to act 
accordingly. We cope with uncertainty not simply on the basis of our own subjective 
resources, but with conscious or habitual recourse to the rules and conventions with which 
we interact. Thus, as suggested elsewhere (Hodgson, 1988), the introduction of the con¬ 
cept of true uncertainty makes possible an alternative line of theoretical development 
along institutionalist lines. The argument, in short, is that in a world of uncertainty, where 
the probabilistic calculus is ruled out, rules, norms, and institutions play a functional role 
in providing a basis for decision making, expectation, and belief. Without these “rigidi- 
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ties, without social routine and habit to reproduce them, and without institutionally 
conditioned conceptual frameworks, an uncertain world would present a chaos of sense- 
data in which it would be impossible for the agent to make sensible decisions and to act. 
See also Heiner (1983). 
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CHAPTER THIRTEEN 

Joan Robinson’s Post-Keynesianism 

Omar F. Hamouda 

Joan Robinson is the scholar who should be most credited for attempting to bring 

together three strands of economic thinking: (i) the Marshall-Keynes, (ii) the 

Marx-Ricardo-Sraffa, and (iii) the Marx-Kalecki traditions1 under the umbrella 

of post-Keynesian economics. As a former Keynes student who collaborated in 

the making of the General Theory, as well as having been a close friend of 

Kalecki and Sraffa from the day each arrived in Cambridge until his passing, 

Joan Robinson was most qualified to pull together contributions from all three to 

provide a general theoretical premise from which post-Keynesian economists 
could build. 

Joan Robinson was very much aware of the conflicting political implications 

of the economics of Keynes, Kalecki, Sraffa, and their predecessors. Her attitude 

toward theory was that, “no economic theory gives us ready-made answers. Any 

theory that we follow blindly will lead us astray. To make good use of an 

economic theory we must first sort out the relations of the propagandist and the 

scientific elements in it, then by checking with experience, see how far the 

scientific element appears convincing, and finally recombine it with our own 

political views.”2 She criticized those economists who, in the name of science, 

abuse symbols and statistics to make their theories more aesthetic than meaning¬ 

ful. She believed that, “Not all economic concepts can be reduced to strictly 

quantitative terms. To treat something that is in principle unmeasurable as 

though it were a quantity is a confusion of thought pretending to be scientifically 
precise.”3 

It has been argued in Hamouda and Harcourt (1988) that there is no unified 

post-Keynesian general theory acceptable to all, but instead only fragmented 

pieces that, though each may be coherent on its own, cannot be integrated into a 

more general framework. This is hardly surprising; post-Keynesians are a hetero¬ 

geneous group of economists with different ideologies and backgrounds. An 

eclectic and critical thinker, Joan Robinson has been one of the most vocal and 

dominant figures among post-Keynesian economists and the one who most ac¬ 

tively attempted to provide a fully coherent, synthetic way of thinking in eco¬ 
nomics. 
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In the present chapter Joan Robinson’s conception of post-Keynesian eco¬ 

nomics is discussed in the following manner: First, her framework for post- 

Keynesian economics is presented followed by an account of her assessment of 

Keynes, Kalecki, and Sraffa, then the issue of short-period and long-period anal¬ 

ysis, controversial among post-Keynesians, is discussed. 

Joan Robinson’s Framework for Post-Keynesian Economics 

Joan Robinson did not consider economics as the evolutionary outcome of the 

thinking of successive authors, but as an ongoing theoretical process that, while 

focused by the pragmatic issues of the time, draws on writers of different periods 

to address its timely questions. For her contemporaries, those who postdate 
Keynes, she felt that the issues at hand demanded that they reach, with Keynes in 

mind, “back to clasp the hands of Ricardo and Marx, skipping over the sixty 

years of dominance of neoclassical doctrines from 1870 to the great slump.”4 

Many of the first post-Keynesians were to see this as an undesirable and impossi¬ 

ble task, although Joan Robinson fought hard to argue that, despite their incom¬ 

patibilities, differing theories from disparate periods do not preclude a possible 

synthesis of ideas. For her there was to exist “the paradox that post-Keynesian 

analysis derives equally from two such apparent incompatible sources as Piero 

Sraffa’s interpretation of Ricardo and Michal Kalecki’s interpretation of the 

theory of employment.”5 She saw such sources as inspiration, able to be im¬ 

proved, and certainly none as the divine truth. 

Joan Robinson was to draw from both the theory of effective demand and the 

classical theories of value and distribution to formulate her pioneering under¬ 

standing of post-Keynesianism. The aspect of these two theories that most at¬ 

tracted her attention was the exclusive importance each attributed to short-period 

or long-period analysis. The central aim of classical economists, as argued in 

Hamouda and Harcourt, was to explain the long-period characteristics of the 

economy, in the form of natural prices of commodities and natural rates of 

wages, profits and rents, seen as determined by dominant and persistent forces.6 

The theory of effective demand was, on the other hand, an analysis of the 

economic short period, introduced by Keynes and Kalecki to explain the mecha¬ 

nism of underemployment equilibrium. Distinguished in Joan Robinson’s words, 

“The theory of short-period fluctuations in effective demand, opened up by Mr. 

Keynes’s General Theory, has already made great progress. Marx was mainly 

concerned with long-run dynamic analysis.”7 

Recognizing the weaknesses in the exclusive use of either type of period 

analysis, Joan Robinson felt strongly that, “It is therefore necessary to supple¬ 

ment the long-period theory by an analysis of the short-period situation, in which 

the process of accumulation is going on.”8 She tried to extend Keynes to Ri¬ 

cardo and Marx by arguing that “Keynes was clearing up a particular element in 

it (effective demand) that Ricardo had ignored and Marx imperfectly understood. 
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This explains the apparent paradox that the post-Keynesians in Cambridge find 

an affinity with the classics.”9 Furthermore, she believed that the affinity be¬ 

tween Keynes and Marx was revealed through Kalecki’s interpretation of effec¬ 

tive demand. Thus, she saw, ‘‘the main lines of the General Theory are identical 

with the analysis that Michal Kalecki erected on the basis of Marx’s schema of 
expanded reproduction. ”10 

To combat the weaknesses of each type of period analysis, Joan Robinson 

recommended adopting what she perceived to be the particular strengths of each 

theory: “The function of the theory of effective demand, in a Marxian setting, is 

to provide an account of the realization of surplus value, which Marx left rather 

vague. The theory of prices in Kalecki’s version of the General Theory is more 

up-to-date than Keynes’s. The monetary aspect is much more fully developed by 
Keynes, but there is a weak point in his treatment of it.”'' Elsewhere, she urged 

that “The post-Keynesians must make use of Sraffa to build up a type of long- 

period analysis which will prevent neoclassical equilibrium from oozing back 
into the General Theory.”12 

Selectively critical of all preceding economic theories, Joan Robinson grew to 

give tremendous emphasis to the role of time in economics, an emphasis that 

became a trademark of the post-Keynesian school. “To me,” she wrote, “the 

expression post-Keynesian has a definite meaning; it applies to an economic 

theory or method of analysis which takes account of the difference between the 

future and the past. 12 This emphasis on time showed itself in her insistence on 

the economist’s awareness that economic events take place at certain points in 

time, that they are issues of that time, and that they must be considered within 

the circumstances in which they occur. For Joan Robinson, economic theories 

are developed as appropriate to particular situations. She believed that there can 

be no general economic laws that are true for all time and every place, for while 

the past is determined and recorded, the future, yet to come, remains undeter¬ 
mined and uncertain. 

The post-Keynesians’ system dwells in historical time; it is designed to an¬ 
alyse the consequences that may be expected to follow a change taking place 
at a particular date in particular circumstances. The system is set up like an 
artist s mobile. A flick on any point sets everything in motion, but it is possible 
to see which are the principal interactions and which way causation runs from 
one to another. 

Further, Joan Robinson believed that since the economist is faced with the analysis 

of dynamic processes of events that are continuously happening and change that is 

constantly occurring, a theory of equilibrium is inappropriate: “Short-period theory, 

showrng how utilization of given productive capacity varies with effective demand^ 

is already well developed (in the Cambridge tradition). This can be grafted onto the 

analysis of development once we have thrown off the incubus of equilibrium and can 

treat economic theory as an adjunct to the study of history as it unfolds.”15 
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Joan Robinson was aware of the enormous difficulties not only in bringing 

the contributions of Keynes, Kalecki, Sraffa, and their predecessors together, but 

also, while maintaining the emphasis on time, in trying to adapt and extend their 

theories to tackle contemporary economic problems. Thus, she wrote, “Post- 

Keynesian theory has plenty of problems to work on. We now have a general 

framework of long- and short-period analysis which will enable us to bring the 

insights of Marx, Keynes and Kalecki into a coherent form and apply them to the 

contemporary scene, but there is still a long way to go.”16 Since post-Keynesians 

draw especially from Keynes, Kalecki, and Sraffa, in the next section follows a 

discussion of Joan Robinson’s perception of the contributions of each. 

Joan Robinson on Keynes, Kalecki, and Sraffa 

It can hardly be said that all the aspects of the theories of Keynes, Kalecki, and 

Sraffa are compatible one with another. According to Joan Robinson, however, 

there are elements in all three theories that can be amalgamated. Even if Joan 

Robinson’s main objective, at least for a considerable part of the postwar period, 

was to combine Keynes’s analysis of effective demand with that of Kalecki in 

order to provide a short period theory of fluctuations and distribution and to 

relate this new theory to Sraffa’s theory of value, her general interests were 

nonetheless broad enough to find her critical or accepting of many different parts 

of Keynes, Kalecki, and Sraffa. In this section an idea of the direction she 

suggested for a general amalgamation of their contributions is explored. To get 

an understanding of what Joan Robinson’s position was, it is helpful to recall 

what she thought the essential ideas in Keynes, Kalecki, and Sraffa are, and then 

to identify such common denominators as she perceived in them. 

Keynes’s General Theory 

Not surprisingly, Keynes’s theory plays a crucial role in Joan Robinson’s con¬ 

ception of the whole of post-Keynesian economics: “The most obvious applica¬ 

tion of post-Keynesian analysis (the behaviour of an economy in conditions of 

uncertainty) is to Keynes’s own problems—investment decisions, the determina¬ 

tion of the pattern and level of interest rates and the evolution of the general 

price level—but it is equally necessary to apply it to so-called micro economics 

and the behaviour of markets.”17 Joan Robinson realized, of course, that earlier 

theories proposing aspects of either an extremely controlled or an extremely 

unbridled economy were met with highly conditional appreciation by Keynes. 

He was, in particular, critical of his predecessor Ricardo for at least two reasons: 

Keynes rejected a Ricardian mainstay, Say’s law, and he objected to the manner 

in which he thought Ricardo’s theory treated money. He came to reject the view 

that monetary factors and real factors do not interrelate. He was also critical of 

Marx, not convinced that capitalism either would be, or needed to be, destroyed. 
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Though not enamoured with “laissez-faire’’ behavior in the market economy, 

Keynes nonetheless believed that with the application of rational policies, capi¬ 

talist economies could be made self-sustaining, tolerable places in which to live. 

Joan Robinson pointed out that “though Keynes himself rejected Ricardo and 

disapproved of Marx,’’ his theory often linked up with those classic econo¬ 

mists;18 she argued that there are parallels between Keynes’s theory of effective 

demand and Marx’s schema of expanded reproduction as developed by Kalecki.19 

As will be further illustrated below, despite her admiration for Keynes’s theory, Joan 
Robinson found Kalecki’s to be the more complete of the two. 

From the point of view of macroeconomic analysis, Keynes’s monetary the¬ 

ory of production is built around the notion of effective demand, where demand 

is analyzed in terms of investment and saving behavior and expectations play an 

important role. According to Keynes, investment and saving are the result of 

independent decisions. Investment as decided by entrepreneurs is seen to be the 

driving force. Joan Robinson thought that while Keynes exaggerated the influ¬ 

ence of the rate of interest, the principles of a capitalist economy’s instability are 
well described in his General Theory: 

Keynes points out that in a developed capitalist economy the two sides of 
accumulation are not automatically connected. Saving means spending less on 
consumption and narrowing the market for commodities, so that it reduces the 
profitability of investment. Investment means employing labour to produce 
goods which are not available to be consumed and so increases demand rela¬ 
tively to supply. The two sides of the process of accumulation are not linked 
together in such a way as to keep them in harmony. On the contrary, the very 
nature of private enterprise causes them to have a chronic tendency to get out 
of gear.20 

Keynes attempted to formulate the macroeconomic implications of the fact 
that it takes time to plan, produce, sell, then consume, so that what is desired at 

one point in time is not necessarily realized at another. That is to say, he was 

concerned to theorize systematically about the effects of uncertainty on the be¬ 

havior of the economic system. The element of time is indeed well encapsulated 
in his theory and as Joan Robinson astutely pointed out: 

“It is generally recognized,” he [Keynes] wrote “that the Ricardian analysis 
was concerned with what we now call long-period equilibrium.” It is charac¬ 
teristic of a position of equilibrium that it is fulfilling expectations (as to 
prices, flows of output, profits, etc.) which were held in the past and is there¬ 
fore recreating expectations that will be fulfilled in the future. In reality, this 
situation is never realized. ‘ ‘Thus the fact that our knowledge of the future is 
fluctuating, vague and uncertain, renders wealth a peculiarly unsuitable subject 
for the methods of the classical economic theory.”21 

This is in fact the criticism she consistently made as well of Sraffa and the 
neo-Ricardians. 
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Joan Robinson saw some particular deficiencies in Keynes’s microeconomic 

theory and she criticised his similarity with aspects of Marshall’s microeconom¬ 

ics. Although Keynes’s theoretical attacks were often directed against Marshall 

and Pigou, he had indeed inherited Marshall’s method of approach. He used 

supply and demand curves in his theory of prices and marginal analysis in his 

theory of investment. Similarly, there are elements of marginal choice and 

Marshallian reasonable behavior in his analysis of consumption and saving. 

Joan Robinson seems, however, not to have recognized an independent, non- 

Marshallian early contribution that Keynes made to the theory of prices. Kahn 

(among others) emphasized that, in Keynes, money-wages are indeed an impor¬ 

tant determinant of the overall price level. More importantly, there is in the 

Treatise a theory of sectorial prices that became one of the great liberating 

factors for Keynes’s own development, as he realized there was no need for the 

quantity theory of money to determine the overall price level. By the time he 

came to the General Theory, this liberation from the quantity theory allowed 

Keynes to see how the old-fashioned Marshallian theory of value could be 

adapted to his theory of how the economy operated as a whole. In the General 

Theory prices are partly governed by “marginal cost” and partly by the “scale 

of output.”22 Furthermore, as Lemer stated it, “the cost incurred in the produc¬ 

tion of any commodity constitutes the income out of which comes the demand 

for all the other commodities.”23 Hence for Keynes, individual prices are related 

to cost, income, and demand. It is the wage-unit that plays the role of numeraire 

and measure of value. In the Treatise, Keynes seemed to have conceived a 

hybrid theory of prices. He used the classical idea that the cost of factors of 

production determines prices, but in addition he managed somehow to introduce 

demand in a very peculiar way. Any possible link between the theories of prices 

in his two major works seems to have escaped Joan Robinson’s attention. In fact, 

the subject is yet to be discussed fully. Did Keynes himself feel that his theory in 

the General Theory made his theory in the Treatise redundant? 
Joan Robinson was primarily preoccupied with Keynes’s theory of prices 

found in the General Theory and she insisted that: 

Neither Roy Harrod nor I could get Maynard to take an interest in “marginal 
revenue.” He therefore had to find an explanation of the obvious fact that 
prices do not immediately fall to the level of average prime cost whenever 
sales are below full capacity output. This was the point of “user cost.” The 
modem concept of gross profit margins as a mark-up on prime cost would 
really have suited him much better. Second, following Marshall’s notion of 
“cost at the margin,” he took it for granted that there is a tendency for prices 
to rise somewhat with an upswing in activity and to fall in a recession, when 
money-wage rates do not change.24 

In the General Theory, Keynes “generally dealt with a rise in incomes overall 

without much emphasis on distribution.”25 Joan Robinson’s objections to 
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Keynes’s theory of prices and his lack of attention to the question of income 

distribution made her prefer Kalecki’s approach to the treatment of effective 

demand in which both prices and distribution of income were to her mind more 
adequately considered. 

Kalecki’s Theory of Effective Demand and Distribution 

To develop an analysis of effective demand, Kalecki began with Marx’s idea of 

the class struggle in the dynamic process of a capitalist economy. Marxist 

schemes of reproduction were his starting idea. While he retained the division, 

workers-capitalist, his analysis abstracted altogether from the classical and 

Marxian theory of value. Kalecki provided a relatively simple theory of prices; 

according to Joan Robinson, “he divided the price system into two parts. In the 

trade in raw materials, supply and demand rules. In manufacturing industry, 

prices are set by producer; the profit margin . . . depends upon the ‘degree of 

monopoly’ in the market.”26 For Kalecki, individual prices in the manufacturing 

industry are determined by their corresponding unit cost of production to which a 

mark-up is added to secure a certain level of profit; prices are expressed in 

money terms. However, Kalecki’s theory of prices is incomplete. While it is easy 

to compute the unit cost of production of any commodity, the precise determina¬ 

tion of the size of the mark-up remains theoretically a puzzle. Kalecki himself 

admitted that his essential concept of degree of monopoly was vague and that he 

really succeeded in providing only a workable theory of the degree of monopoly. 

He illustrated its workability by measuring the mark-up empirically from ob¬ 
served facts. 

Satisfied with Kalecki’s short-period approach to price theory, Joan Robinson 

nonetheless had her reservations: “Kalecki at first advanced his theory in strictly 

short-period terms-I objected that there must be some long-period element in 

the relation of pnce to costs-[He admitted some] long-period influence on 

the formation of prices but it was not well integrated into the short-period analy- 

„ , , Yn 2 ShC welcomed Kalecki’s theory because, “The importance of 
Kalecki s line of argument was in integrating the analysis of prices with the 
analysis of effective demand.”28 

Kalecki regarded Marx’s theory of exploitation, whereby the source of profit 
is surplus labor as reflected in surplus value, as determining the constraints at 

any moment of time of what the real wage rate and the overall rate of profits 

could be Adopting those constraints in his own theory of effective demand 

combined with his theory of pricing and distribution (where the different saving 

behavior of wage earners and profit receivers was crucial), Kalecki could deter¬ 

mine the rate of profits, the real wage, and overall activity. As in Keynes 

investment spending is the primary cause. In Kalecki’s theory, while expected 

profits provide a major incentive for investment, “actual investment is the prin¬ 

cipal creator of actual profits, which in turn are a major determinant of the ability 
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to invest. Both equilibrium activity and distribution are determined by the equal¬ 

ity of saving and investment.”30 

Joan Robinson accepted Kalecki’s theory of distribution as the post Keynes¬ 

ian theory of relative share. She wrote: 

Kalecki showed that, in a simple two class society in which workers spend all 
their wages currently as they are received, the flow of gross profit per annum is 
equal to the value of gross investment plus capitalists’ consumption. . . . The 
short-period level of effective demand is then in balance with the long-period 
situation when all equipment throughout industry is being utilized at its stan¬ 
dard ratio and prices have been set at the level at which the corresponding 
outputs can be sold. This is not a position of equilibrium, for if effective 
demand happened to move away, there is nothing to bring it back to the point 
of balance.31 

Keynes and Kalecki 

Keynes and Kalecki shared many common elements in their short-period analy¬ 

sis of effective demand. Investment is the driving force in both their models. 

Both conceive production dynamics in a similar way: time to plan, to realize, and 

to operationalize investment is the major factor in entrepreneurs’ decisions to 

produce and to provide employment; in between decisions, adjustments are con¬ 

tinuously taking place. While fond of both Keynes’s and Kalecki’s theories, Joan 

Robinson saw Kalecki’s as the superior analysis, in which the aspects of 

Keynes’s treatment of effective demand that she identified as defects were 

avoided. She believed that “Kalecki gets Keynes back onto the rails where his 

‘classical’ education had led him astray.”32 For a number of contributions she 

quite explicitly appreciated the refinements or emphases of Kalecki over Keynes: 

• Specifically, in his contribution to the theory of consumption, Kalecki took 

social relations into consideration while Keynes had not. Keynes simply “relies 

upon a psychological law that men are disposed to increase their consumption as 

their income increases,” while Kalecki “separates the ‘men’ into workers and 

capitalists and incomes into wages, which will be fully spent as they are re¬ 

ceived, and profits, of which a proportion will be handed over to rentiers and 

partly spent by them.”33 
• A further point of her preference of Kalecki over Keynes relates to the 

theory of saving and investment: Keynes was concerned about “the proposition 

that ‘savings equals investment,’ over which we made very heavy weather in 

the early stages of the Keynesian revolution. Kalecki simply asserts that a 

rise in the rate of investment will increase the flow of wages, which will be 

spent, and if the accompanying rise in profits causes an increase in spending out 

of dividends, profits will rise by so much the more.”34 Joan Robinson felt that 

the “distinction between investment and investment decisions enabled Kalecki 

to clear up the confusion in Keynes’s treatment of the inducement to invest. 35 
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• Joan Robinson also appreciated Kalecki’s understanding of the role of gov¬ 

ernment and international trade in the theory of effective demand: “Kalecki 

brings back the budget, the foreign balance and intermediate incomes which 

combine earning and saving. This provides all the essential elements of the 
theory of effective demand.”36 

• Kalecki s emphasis on the role of finance in investment also appealed to 

Joan Robinson: “The monetary aspect of the theory was much more fully elabo¬ 

rated by Keynes, but Kalecki was the first to emphasize that finance has to be 
available before investment begins, while saving comes afterwards.”37 

• J°an Robinson heralded Kalecki’s contribution to the theory of market: 
While Keynes relied on a kind of Marshallian competition, “Kalecki was able to 

weave the analysis of imperfect competition and of effective demand together 
and it was this that opened up the way for what goes under the name of post- 
Keynesian economic theory.”38 

• All in all she also favored Kalecki’s contribution to the trade cycle over 

Keynes’s: “Kalecki did not approach the theory of employment through the 

multiplier, which makes his version in a way less rich than Keynes’s, though no 

less forceful. On the other hand he went straight to a theory of the trade cycle, on 

which Keynes was very weak.” “Kalecki provided the first coherent model of 

the mechanism of a self-repeating trade cycle. . . . Kalecki later gave up the 

search for a ‘pure’ trade cycle and sought for an analysis combining fluctuations 
in activity with accumulation over the long run.”39 

It is thus clear that despite the great affinity between Keynes and Kalecki in 

their short-period effective demand theories and the policy implications, Joan 

Robinson distinguished sharply between the two and chose Kalecki’s theoretical 

approach to the study of output prices and distribution. To most interpreters, 

however, Keynes’s and Kalecki’s theories, on the one hand, and that of Sraffa,' 
on the other, cannot be said to share the same degree of affinity. Joan Robinson 

erself recalled that Sraffa’s “book was not published until 1960. Sraffa had 

shown a draft to Keynes in 1928. Keynes evidently did not make much of it and 

Sraffa, in turn, never made much of the General Theory. It is the task of post- 

Keynesians to reconcile the two.”46 Joan Robinson was harshly critical of the 

equilibrium method that Sraffa used. She nonetheless praised his effectiveness in 

knocking down” neoclassical economics and made an effort to make Sraffa 

appealing to her brand of post-Keynesianism by introducing time into his theory. 

Sraffa’s “Production of Commodities by Means of Commodities” 

Sraffa was Ricardian, without accepting Say’s law, and Marxist, while rarely 

referring explicitly to Marx’s theory.4' Sraffa attempted to reestablish the ap¬ 

proach to economic analysis of the concept of the surplus of commodities over 

the necessities required for their production. This approach was originally to be 
found both in the classical political economists and in Marx. 
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Among Sraffa’s contributions to the modem rebuilding of classical analysis 

were the coherence he gave to the core concept of surplus and the correspon¬ 

dence he attributed to share of wages and rate of profits; as Joan Robinson 

summed it, “Sraffa set up a multi-commodity input-output system and showed 

that, corresponding to any share of wages, there is a particular pattern of normal 

prices that yields a particular uniform rate of profit on capital valued at those 

prices.”42 Further, Sraffa directed his attention to some unsolved problems in 

Ricardo and Marx, for example, the invariance standard of value and the trans¬ 

formation problem, respectively. As Joan Robinson put it, “Sraffa’s argument 

was largely concerned with the construction of a numeraire in physical terms— 

the standard commodity.”43 

It is well known that the classical labor theory of value, with regard to the 

issue of the invariance of the standard, is deficient and that Sraffa provided an 

alternative way of resolving its deficiencies. In the classical theory of value, the 

price of a commodity is determined by its cost of production, which in turn is 

expressed in terms of direct and indirect labor. Relative prices, therefore, reflect 

the corresponding amount of labor necessary to produce them. Prices in Sraffa’s 

theory are still determined by the cost of production, but now they are to be 

expressed in terms of a composite commodity standard. Theoretically, the rela¬ 

tive prices of any two goods will correspond to their cost of production ex¬ 

pressed in terms of the composite commodity standard. The ratio of the cost of 

production of two goods is then interpreted as the relative prices. Sraffa’s theory 

is self-sufficient, since it does not require the use of the marginal productivity 

principle or an explicit reference to the demand side. Joan Robinson noted that 

“A model such as that set up by von Neumann or Sraffa does not need to 

mention money. All relative prices are determined by technical conditions and 

the rate of profit. Wages can be expressed in physical terms.”44 Sraffa’s model 

does, however, need the assumption of unique rates of profits and wages to 

determine a particular level of prices. 
According to Joan Robinson, Sraffa was “completely successful in his aim of 

providing a basis for the critique of neoclassical theory but the model in Produc¬ 

tion of Commodities by Means of Commodities (1960) provides a very narrow 

basis for constructive analysis.”45 It was Sraffa’s equilibrium approach that Joan 

Robinson found limiting: too abstract or “pure,” static, entertaining no notion of 

causality, no concept of class conflict, and no discussion of the realization of 

surplus, in sum, having little connection with the dynamics of the capitalist 

economy. Her frustration is evident in much of her writing about Sraffa, as 

illustrated in the following selection of quotations: 
• “Sraffa’s model is too pure to make a direct contribution to formulate 

answerable questions about reality.”46 
• “All this is a purely logical structure—an elaborate thought experiment.”47 

• “But these models are systems of equations expressing equilibrium relationships. 

They cannot be used to discuss the behaviour of the human beings who inhabit them. ’ ’48 
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• “In the formal model there is no causality.”49 

There is no room here for short-period ‘Keynesian’ movements in the 

level of utilization of stocks of inputs or employment of labour.”50 

• Sraffa follows Ricardo in “the determination of distribution from the tech¬ 
nical data, leaving no room for class conflict.”51 

There is no discussion of the realization of surplus as profit. It is merely 

taken for granted whatever is produced is disposed of at such prices as to result 
in a uniform rate of profits in all lines of production.”52 

• Sraffa left “his logical scheme open-ended with one degree of freedom in 
the system of equations.”53 

[T]he determination of the distribution of net output between wages and 
net profit is left completely open.”54 

• “Sraffa offers long-period analysis in the sense that the stock of means of 

production for a particular technique is supposed to be always used at its de¬ 
signed capacity.”55 

• “A long-period model cannot be directly confronted with evidence because 

any actual situation is affected by short-period influences, such as the state of 

effective demand and the distribution of money income, which occupy the fore¬ 
front of the picture.”56 

Despite all the reservations Joan Robinson expressed about Sraffa’s approach, 

including her explicit directive that in regard to assuming “correct foresight,” 

“we must abandon Sraffa and descend from purely logical comparisons into 

historical time,”57 she was nonetheless very keen to take Sraffa’s model and 

extend it in such a way as to compensate for all the lacks she identified. In 1980 

she began, with the collaboration of Amit Bhaduri, to build “a Sraffaesque 

model, or rather a family of models, including distribution according to Marx 

and realization according to Kalecki.”58 She also began to integrate time and 

changes in technology in the new model. Her analysis tells “something about 

how the share of wages in the value of net output is affected by monopoly power 

and the pricing policy of corporations, by particular scarcities, by effective de¬ 

mand, by bargaining power and the social and political climate in which it 

operates; and about the ‘inflation barrier’ which drives money wages irresistibly 

upward when real wages are pushed too low.”59 Unfortunately, Joan Robinson 

did not live long enough to pursue her ideas of post-Keynesian economics alone 
a Sraffean line. 

Of the theories of Keynes, Kalecki, and Sraffa, there are a number of ele¬ 

ments that they have in common (or at least that any two out of the three share) 
that are also shared by Joan Robinson. These include the recognition that: 

• Capitalist economies are not self-equilibrating at their full employment of 

either labor or capital. Competition means that capital flows where investors 

believe that future returns are highest, with investors often making allowance for 

differential risks, etc., Keynes’s and Kalecki’s theories are concerned with the 

temporal analysis of this dynamic process, whereas Sraffa was more interested at 
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an abstract level in the ultimate result of the competition itself. However, neither 

Keynes, Kalecki, nor Sraffa was concerned with optimizing problems or with 

properties of equilibrium positions. 

• A theory of effective demand depends essentially on investors’ decisions 

and actions. Consumers in the model of Keynes and workers in that of Kalecki 

simply respond passively to the major constraint on their behavior, namely, their 

income. Sraffa himself never discussed the realization problem. 

• A theory of prices is related, to a large extent, to cost of production. It must 

be said that even though Keynes (in the Treatise), Kalecki, and Sraffa all ad¬ 

vanced this relationship, their theories are nonetheless conceptually quite differ¬ 

ent. Sraffa’s theory of prices is an analytical device that portrays the notion of 

“natural price” or a price of production consistent with the idea of long-run 

tendencies. Keynes (in the General Theory) and Kalecki provided a concept of 

price associated with short run, a “market price.” Keynes included enough 

ingredients in the Treatise to build a hybrid theory in which both market and 

normal prices could be integrated. All these theories—Keynes’s, Kalecki’s, and 

Sraffa’s—thus have imbedded in them a time dimension of short and/or long 

period. Given the alternatives on this point, Joan Robinson seems to have opted 

for Kalecki’s theory. 

The Issue of Short Period and Long Period 

In the post-Keynesian literature (as is true of all economic literature), the terms 

short period and long period are often used by different authors to mean different 

things. Some post-Keynesians understand short period and long period in a tem¬ 

poral sense, while for others these notions are conceptualized as analytical de¬ 

vices. Joan Robinson certainly subscribed to the former and became increasingly 

critical of theories conceived in an ahistorical framework. 

Establishing Definition 

Joan Robinson was very much concerned with the temporal dimension of her 

theory. She conceptualized the short period as a lapse of historical time during 

which a succession of events takes place. An important property of such a 

concept is that of the asymmetry between the known past and the unknown 

future. The known past consists of events that have already occurred and have 

been recorded as facts. The future consists of unknown expected events that have 

not yet happened and are subject to speculation because of uncertainty about 

what is to come. The distinction between past and future in this context is crucial 

to the understanding of facts, and information based on expected judgment is 

combined to explain the behavior of economic agents in their decisions to pro¬ 

duce, consume, save, invest, etc. Since individuals’ decisions are based on lim¬ 

ited information, incomplete knowledge, and expectations about future 
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scenarios, and since there are also conflicting interests among various economic 

groups, the macro outcome of such dynamic behavior is extremely complex to 

describe and analyze in the short period, let alone in the long period. The long 

period in the temporal sense is simply understood as a succession of short peri¬ 

ods. This explains why post-Keynesians who are concerned with dynamics em¬ 

phasize short-period analysis and consider the long-period outcome to be simply 

the consequence of the outcomes of successive short periods. Joan Robinson also 

came increasingly to argue that this was the correct way forward, though in her 

magnum opus. The Accumulation of Capital, she did not give as much emphasis 
to the short period and its issues as she was later to think appropriate. 

Neo-Ricardians in particular (following the classical argument) believe that 

there are sustained and persistent forces in the capitalist economy that can be 

studied independently of short-period fluctuations, which are mostly the result of 

temporary, spasmodic, or once-and-for-all occurrences. These disturbances are 

considered momentary and of secondary importance. The dynamics of a capital¬ 

ist economy are primarily generated by the desire to accumulate capital. It is well 

known, at least since Adam Smith, that capital tends to flow where the expected 

return is the highest (allowing for differential risk). Competition among suppliers 

and users of funds and equipment creates a condition in which the various rates 

of profit tend to equalize. Production and distribution are studied under the 

assumption that it is “as if” competition has fully worked itself out, which 

implies unique rates of profit and wages. The long period in this context is the 

abstract lapse of time required for the system to reach the ultimate position after 

the economic forces have been allowed to work themselves out fully. This ten¬ 

dency is not understood as an equilibrium state that lasts forever. While eco¬ 

nomic forces are always tending to drive the economic system towards a state in 

which the rates of profits are equalized, the fundamental determinants of the 

overall level of profits are themselves liable to change. This tendency—this 

gravitation, as it were, of profits—is happily checked at repeated intervals by the 

improvements in machinery, as well as by discoveries.60 Neo-Ricardians are 

primarily concerned with the study of such a tendency. Long-period analysis is, 

according to them, indispensable if we are to have a meaningful theory of value' 
output, and distribution. 

Defining Priorities 

Joan Robinson did not succeed in rallying all post-Keynesians either behind her 

definitions of short and long period or behind her conception of their roles in 

economic analysis. Heedless of her, post-Keynesians have set individual priori¬ 

ties and embarked on two distinct research programs. Some are concerned with a 

study of economic activity that accounts for fluctuations in the level of output 

and investment, which in turn have an impact on income distribution, growth, 

and capital accumulation. Others are more interested in analyzing the impact on 



ROBINSON’S POST-KEYNESIANISM 181 

the level of output and income distribution of fundamental time independent 

trends inherent in a capitalist economy. The former are satisfied with a period- 

by-period analysis but this is not satisfactory to the latter group whose aim is to 
provide a determinate method. 

Is post-Keynesian economics in fact amenable to a general theory capable of 

integrating both short- and long-period analysis? For Joan Robinson the answer 

is “yes,” but her way of answering the question remains controversial among 

post-Keynesians for two reasons. The first reflects economists’ priorities regard¬ 

ing one period over the other, thereby leading to the dominance of short or long 

period in the analysis. The second reason is due to the tendency among econo¬ 

mists to become partisan and to follow the interpreter whose priority is consis¬ 

tent with their own. 

The divisions are multiple. For example, Kregel (1983) believes that in 

Keynes’s short-period analysis there is a complete short-period monetary theory 

of production. Kregel also saw sufficient ingredients in the General Theory and 

in the Treatise for a long-period theory of effective demand in which monetary 

as well as real factors are integrated and expectations and uncertainty have a role 

to play. Garegnani (1983), rejecting Kregel’s approach, illustrates another path. 

He suggests starting with Sraffa’s long-period theory of value and supplementing 

it with Keynes’s short-period theory of output. To do so, he advocates getting rid 

of all of Keynes’s ideas inherited from neoclassical economics, such as the 

marginal efficiency of capital, Keynes’s treatment of the interest rate, and his 

marginal analysis. 

Joan Robinson herself was not above setting priorities or choosing a favorite 

interpreter. Early in her career she tilted toward long-period analysis, but as time 

passed she became increasingly and impatiently an advocate of short-period 

analysis as the starting point in economics. Undeniably for Joan Robinson, Kalecki’s 

theory was the favored interpretation and the catalyst for her own analysis. Her 

choice was very astute, for switching her emphasis to the short rather than the long 

period could be accommodated within the framework Kalecki provided. 

Concluding Remarks 

Even though in the very late period of her life she became extremely disillu¬ 

sioned and skeptical as to whether economic theory can be useful at all, Joan 

Robinson had nonetheless held during her active years, especially in the 1960s 

and 1970s, that it is essential that post-Keynesians study the theory of economic 

dynamics. Further, she added that, “Besides its dynamic approach, the hallmark 

of post-Keynesian theory is that it takes account of the variety of economic 

systems and aims to show how the same principles work out differently in 

different social settings.”61 She repeatedly claimed that this premise for research 

can be adhered to, “provided that we give up the search for grand general laws 

and are content to try to enquire how things happen.”62 
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In one of her last contributions, Joan Robinson laid down what she thought 

was to be the primary research concern for post-Keynesians: 

[T]he influence of changes in technology on demand for labour, on accumula¬ 
tion and on effective demand—has been very little discussed. This is a serious 
defect in our theoretical apparatus, for the evolution of technology is the most 
important of all aspects of capitalist development. A start on the subject was 
made in the 1950s [Robinson, 1956], but it was smothered with neoclassical 
putty, while the anti-neoclassicals were distracting themselves with reswitch¬ 
ing. Now it is time to take up the challenge afresh.63 

Despite the fact that Joan Robinson did not succeed in bringing together all 

post-Keynesians, she left a legacy whose pieces are proving to inspire one brand 
of post-Keynesian economics among those who wish to pursue the expansion of 
economics in the Cambridge tradition. 

Notes 

I would like to thank Ingrid Rima who encouraged me to write this paper and Betsey 
Price, Harald Hagemann, and Philip Arestis for their useful and inspiring comments. A 
fruitful and long discussion with Geoff Harcourt helped me to clarify many issues regard¬ 
ing Joan Robinson’s economics. 
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JR 
CHAPTER FOURTEEN 

The Quantity Theory and 
the Mark-up Equation 

Edward J. Nell 

Joan Robinson never thought highly of the Quantity Theory of Money: “The 

archetypal quantity theory formula MV = PY, like any identity, has to have its 

terms defined in such a way as to make it hold.”1 She follows with a list of 

queries as to what the elements of the equation mean, designed to reveal the 

potential ambiguities. Once we have managed to set it up, however, we are still 

only halfway to a useful tool of analysis; the next problem is whether causality 

runs from left to right, as monetarists maintain, or from right to left: 

Suppose that between one year and the next PY rises; either activity has 
increased—employment and output are higher this year than last, or the gen¬ 
eral price level has risen because of a rise in costs in money terms; then if the 
quantity of money has not increased, the velocity of circulation must have 
risen.2 

This, Joan says, makes sense. But to read it the other way, to invert the 

causality, is to take flight from reality: “There is an unearthly, mystical element 

in Friedman’s thought. The mere existence of a stock of money somehow pro¬ 

motes expenditure.”3 

But while she presents a Keynesian case for reading the equation her way, 

from right to left, Joan never presents specific arguments against reading it the 

other way. This can be done, however, beginning from some work of Sidney 

Weintraub, arguing against the monetarist explanation of inflation. 

Two Approaches to Inflation 

Over the years Weintraub repeatedly contrasted two aggregate equations ex¬ 

pressing very different approaches to macroeconomics: 

The Quantity Equation: MV = PY (1) 

The Wage-Cost Mark-up: P - kwN/Y (2) 

185 
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The first holds that, given velocity, V, the supply of money, M, determines the 

level of nominal income. According to proponents of this approach, real output, 

Y, will be determined in equilibrium by real forces alone (absolute quantities are 

determined together with relative prices, which also permits the outputs of differ¬ 

ent sectors to be aggregated), so the money supply fixes the price level, P, 

making allowance for temporary exogenous influences. 

By contrast, the second equation states that, given labor requirements per unit 

output, N/Y, the price level, P, stands in a fixed ratio, k, to the money wage rate. 

Hence, whatever determines money wages—e.g., collective bargaining—fixes 
the price level. 

Both equations explain inflation. Differentiating the first gives: 

V(dM/dt) = Y(dP/dt) + P(dYldt) 

and dividing by Equation 1 yields: 

dP/P = dM/M - dY/Y (3) 

Differentiating Equation 2 and dividing yields: 

dP/P = dw/w - d(Y/N)/(Y/N) (4) 

Ignoring many obvious qualifications, in the first case, inflation is determined 
by the excess of the rate of growth of the money supply over the rate of growth 

of output the Central Bank is to blame. The policy implication is therefore to 

control the rate of growth of the money supply, an austerity approach. In the 

second case, inflation is caused by the pressures that push up money wage rates 

faster than labor productivity is growing—the trade unions are to blame. The 

policy called for is one that ties growth in money wages to growth in productiv¬ 
ity, an incomes policy. 

Of course, causality is a matter of interpretation. Either equation could be 

true, and yet the causality could run in the opposite direction. For example, the 

banking system could adapt the money supply to its expectations of the prices 

leading firms wish to set, so that P or changes in P would determine M or 

changes in M. Or, in the other case, w, the money wage, might be adjusted to 

keep up with the expected rises in prices, so the direction of causality would run 

from P to w. But these are not the ways these equations have normally been 
understood. 

Both equations suffer from faults resulting from aggregation. Neither treats 

changes in the composition of output or of labor, nor is it always clear what 

should be included in some of the aggregates, for example, in the money supply, 

or in the total amount of labor. It is not easy to make unambiguous adjustments 

to either equation for changes in the degree of utilization. Nevertheless, both 
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equations have been widely used to analyze questions concerning the causes of, 
and policies toward, inflation. 

Weintraub (1959, 1978) has argued for many years that k is a reliable constant 
over the short and medium term, with only a slight trend in the long run. By 

contrast, he contended with Joan Robinson that V has shown significant variabil¬ 

ity. Friedman, and monetarists generally, have held that V is more stable than 

any competing explanatory parameter, and that, therefore, the quantity equation 

should be preferred. Kaldor (1970) has argued, however, that V is stable only 

when and because the money supply itself is adjusting. Friedman (1979) has 

accepted Kaldor’s contention that the money supply is (at least partly) endoge¬ 

nous, but holds that it does not affect the validity of the quantity theory. Re¬ 

cently, Basil Moore (1988) has argued that contemporary economies operate a 

system of credit money the quantity of which is determined by borrower de¬ 

mand. 

An Implication of Endogenous Money 

If the money supply is endogenous, however, it can affect the validity of the 

quantity theory—very dramatically, in fact. To see this, let us take a special but 

plausible case (Nell, 1983) where banks have agreed to provide lines of credit for 

business sufficient to cover their working capital needs, up to the full capacity 

level. (To build a plant a business must negotiate a line of credit to cover 

working capital needs. Providing its own would mean holding unnecessarily 

large liquid reserves much of the time, but not to have immediate access to 

working capital could mean costly delays.) Working capital covers variable 

costs, the main item of which is the wage bill. So as a first approximation, we 

can say that the banking system has agreed to advance automatically whatever 

funds business needs to cover its labor costs. As employment expands and con¬ 

tracts, lines of credit will be activated or reduced, and so bank deposits will 

fluctuate accordingly. The money supply will vary proportionally with activity. 

The resulting simple equation is: 

M - wN (5) 

But when we combine this with our earlier equations the consequences are 

striking: 

MV = PV 
wNV = PY 

P = V (wN/Y) 

P = k (wN/Y) 
P = k (M/Y) 

Mk = PY 

Hence it is clear that V = k, and that, starting from either equation, the other can 

be derived. (Notice that this result does not actually depend on the money supply 
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adjusting to demand for working capital. It would follow equally in a situation 

where banks or holders of wealth sat on a fixed sum, M, which they advanced as 

a wages fund,” wN, to businesses. Causality would run in the opposite direc¬ 
tion, but V = k would still hold.) 

When the quantity equation is written in the “Cambridge” or “cash- 
balances” form, 

M = (l/V)/T (6) 

it is clear that (\/V), the proportion of money income the public wishes to hold in 

money balances, is equal to the share of wages in money income, wN/PY. This 

follows directly from the fact that business money balances will equal working 

capital, i.e., the wage bill, and household balances will only rise when business 

balances fall, that is, when and as wages are paid. When household balances fall 

as consumer purchases are made, then business balances rise once again, in 
exactly offsetting measure. 

These results do not depend upon an exact equality between the money sup¬ 

ply and the wage bill. If, for example, the money supply were proportional, 
rather than equal, to the wage bill: 

M = xwN (5') 

then we would derive 

P=xV (wN/Y) and k (M/x)Y = P 

Clearly, xV = k. That is, when the money supply is proportional to the wage bill, 

velocity will be proportional to the mark-up, by the same factor. So the same 
conclusions follow. 

It has to be said that these are surprising results. The velocity of circula¬ 

tion has usually been taken to mean the number of times the stock of money 

turned over in the course of the transactions making up the period’s income, 

while its reciprocal, the coefficient of the demand for money, has been under¬ 

stood as the average interval of rest between transactions. The length of this 

interval was held to depend partly on institutional arrangements and partly on 

decisions determined, in turn, by other economic variables. The connection 

of such ideas with the mark-up factor is not readily apparent. The average 

mark-up simply shows the average profit being earned over variable costs, 

and reflects market pressures interacting with the firms’ decisions about their 

cash flow requirements. But whatever the traditional concept of velocity was 

supposed to mean, it has always been measured by the ratio of money income 

to the stock of money. This provides the clue to understanding the connection 

here. As Joan Robinson repeatedly pointed out, the traditional concept of 
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velocity is little more than a metaphor; no precision has ever been given to 

it, for no definition has ever been provided to explain just what was to be counted 

as one round of circulation, that is, when a sum of money should be counted as 

having returned to its starting point.4 So what is thought of as a turnover relation¬ 

ship is actually not one: it is simply a proportionality between money income and 

a sum of money. What it means is undetermined; hence, if we can identify the 

sum of money with a set of costs—e.g., wage costs—then what we have is the 
mark-up. 

Interest and Prices 

Interest must be paid upon lines of credit used to provide working capital. This 

requires rewriting the matrix equation for prices as a function of the real wage 

and the rate of profit, to show earnings of profit, equal to interest, upon the wage 

bill, just as some of the classical economists used to argue. 

To illustrate this, let us take a circulating capital system, when the price 

equation, following Sraffa, will be: 

p = (1 + r )Ap + wL (7) 

Here p is the relative price vector, r is the rate of profit, A the matrix of circulat¬ 

ing inputs, L the labor input vector, and w the real wage rate. Assume w to be 

given. To express this equation in money terms, the wage must be paid in 

money, and then prices must be set at money levels so that the money wage 

divided by prices will equal the given real wage. This can be seen as follows. 

First pre-multiply the equation by the relative quantities 

q'p = (1 + r )q'Ap + wq'L (8) 

Each term of this equation as a real scaler, so we have, in macro terms, Y = (1 + 

r)K + wN. Now if we take the wage as paid in money, as above, it can be written 

in aggregate notation as: 

PY = (1 + r )PK + wN, where w = w/p (9) 

The difference when interest is figured upon the wage bill comes in the last term, 

which must then be (1 + r)wN. The equations are: 

p = (1 + r) [Ap + wL] (7') 

q'p = (1 + r) [q'Ap + wq'L ] (S') 

PY + ( 1 + r) [PK+wN] (9') 



190 EDWARD J. NELL 

Equation 9 enables us to see exactly what k, and therefore V, means. Re¬ 
arranging, we find: 

P = Y/(Y-( 1 + r )K) [wN/Y] (10) 

from which it follows that: 

k = Y/(Y - ( 1 +r)K) = q'p/{q'p - ( 1 + r)q'Ap ) (11) 

and when interest is earned upon the wage bill, this becomes: 

k = ( 1 + r )YKY ~(l+r)K) = (l+r )q'p/(q'p - ( 1 + r)q'Ap ) (11') 

Notice that this last equation, and the earlier ones from which it is derived, imply 

that endogenous money not only raises the mark-up as compared to a barter 

world, but also affects relative prices. Endogenous money is not neutral. Even 

more strikingly, if the average rate of profit and the long-term rate of interest are 

correlated. Equation 11' implies that velocity rises with the long-term rate of 
interest, quite independently of any “economizing” on money balances. 

Factors Influencing Velocity and the Mark-up 

The preceding equations make it clear that k, and its equivalent V, depend on the 

rate of profits and relative prices. But money prices do not directly affect k or V 

if the real wage (the rate of profit) is given, for the money dimension clearly 

cancels out in Equation 11. But endogenous money raises k and V through the 

effects of interest in Equation 1T. Further, however, k and so V depend on q', on 

the quantities of the system. The mark-up depends not only on distribution and 

paces, but also on the relative sizes of industries and sectors. Thus, for example, 

a change in the equilibrium rate of growth would be likely to change the velocity 
of circulation, since it would normally affect q'. 

If the money supply is endogenous, any evidence supporting the quantity 
equation is also ipso facto evidence supporting the mark-up equation. Moreover, 

the reason that velocity is constant is simply that it is the mark-up factor, appear¬ 

ing in a different context. Velocity rises with the long-term rate of return because 

the mark-up does, not as a result of economizing on money holdings. Interpre¬ 

ting the quantity equation as showing the demand for cash balances, we see that 

household and business balances rise and fall in an exactly offsetting pattern, 

reflecting the circuit of expenditure. Moreover, the mark-up and therefore veloc¬ 

ity reflect not only given distribution, but also the given relative sizes of the 

different sectors. Hence, neither explanations nor policy conclusions can be de¬ 

rived from the quantity theory, for the quantity equation is simply another way of 

writing the mark-up equation. Insofar as demand-for-money equations are de- 
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rived from the quantity theory, they are likewise suspect—even if they are more 

complex in form, for they may simply be mirroring a more complicated mark-up 
equation.5 

But while the mark-up equation used here is valid, though oversimplified, 

care must be taken in drawing policy conclusions from it, for it presupposes both 

the distribution of income and the pattern of consumption and growth. Policy 

questions concerning changes in either of these cannot be examined on the basis 

of a given mark-up, and hence cannot assume a fixed relationship between the 

real wage and the productivity of labor. As a policy tool, therefore, mark-up 

theory is more limited than has sometimes been supposed. 

The Pattern of Circulation 

Now consider the Sraffa model again. Equation 11 gives k for this model, and 

Equation 11' gives it for a Marxian variant. A common assumption, actually 

made by Sraffa, supposes all goods to be traded in an annual market. Let there be 

a certain stock of money (gold and silver) in such a market, in the hands of 

merchants. On the first marketing day the entire stock of gold and silver will be 

swapped for the entire output of goods. Merchants will have goods, and produc¬ 

ers money. On the second day, producers will then buy back the goods they need 

for producing and consuming, thus completing the circuit. Goods will be reallo¬ 

cated for producing and consuming, and the money will be back with the mer¬ 

chants. 

Under these conditions the velocity of circulation would clearly be unity, 

since the stock of money would turn over exactly once. The amount of money 

would be equal in value to the value of the entire annual output. The value of 

money would be given by the price of production of gold/silver in marginal 

mines and the output of mines would be adjusted to keep the quantity of circulat¬ 

ing gold/silver equal in value to the aggregate output (given a stable propensity 

to hoard). Clearly, in this very traditional conception k and V would not have to 

be equal. 
There are at least three good reasons to reject this traditional account. First, it 

implies a unitary elasticity relationship between output and the price level, unless 

this were to be mitigated by hoarding and dishoarding. But in such a system, 

hoarding and dishoarding will tend to exacerbate, rather than mitigate, price 

movements. (When prices are expected to fall, money will be hoarded; when 

they are expected to rise, goods will be hoarded.) Second, it requires that all 

transactions take place at the same time, making it impossible to deal with the 

fact that some transactions are contingent on others. There is no point in the 

consumer-goods sector buying replacement means of production until stocks of 

consumer goods are sold off. This point becomes especially important when we 

consider systems that produce a surplus. Third, the value of the supply of money 

must be equal to the total gross output of the system. That is a large investment. 
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and by taking advantage of the fact that some transactions are contingent on 

others, a significantly smaller supply of money can effectively circulate the 
entire output. 

According to this second conception, the total money supply, initially in the 

hands of merchants, swaps for the total output of the consumer-goods sector. 

This leaves consumer goods in the hands of merchants, while firms in the consumer- 

goods sector have funds. They purchase means of production, keeping back the 

funds needed to pay wages. Since there is no surplus, ex hypothesi, these two 

transactions add up to total revenue. But the value of the consumer-goods 

sector’s means of production necessarily just equals the wage bill of the capital- 

goods sector. Hence, the transaction has provided that sector with its wage fund, 

while the goods not sold to the consumer-goods sector provide it with its own 

replacements. (Of course, some firms producing means of production may sell 

only to other such firms, while some sell only to the consumer-goods sector. Call 

the first subsector I A, and the second subsector IB. The value of the replacement 

capital goods in IB must necessarily equal the wage bill of subsector IA. This 

subdivision can be repeated indefinitely; thus there can be an indefinitely ex¬ 

tended secondary circulation within the capital-goods sector.) Since both sectors 

have their replacement means of production and their wage funds on hand, both can 

hire labor and begin producing. As wages are paid out for work, workers buy and 

consume consumer goods, returning the money to the merchants. At the end of the 

period of production, the money will be in the hands of the merchants, the circula¬ 
tion complete, and the process can start all over again. 

Clearly, in the second case, the equation M — wN holds, and so the equiva¬ 

lence between k and V also holds. The argument can be readily extended to the 

case where a surplus is produced6 by carefully modeling the relationships be¬ 

tween speeds of production in relation to consumption (turnover ratios) and 

sector sizes which are what the ability to produce a surplus depends on. In the 

simplest case, speeding up production creates a surplus of consumer goods, since 

the output of the consumer goods sector is designed to support the population for 

a given period of time. But just as there is a surplus of consumer goods, there 

will be unexpended funds, which can now be distributed as profits and circulate 

the surplus. This distribution will reflect the mark-up; the additional turnover 

constitutes an exactly proportional increase in the velocity of circulation.7 Sta¬ 

tionary and growing economies must be distinguished, but the more complicated 

cases follow the basic pattern—with sometimes intricate variations.8 

Two important points follow. First, changes in productivity, with a given 

supply of money, do not require changes in prices in the second system, whereas 

they do in the first. Second, money doesn’t drive anything, it adjusts. This is true 

even though we are talking about commodity money, gold and silver. What 

drives the system is the ratio between the speed of production and the speed at 
which money income is spent.9 

The reason, then, that the quantity equation cannot be treated as a serious 
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explanatory tool of analysis is that when money is endogenously determined (or 

functions as a wages fund), the quantity equation is not an independent relation¬ 

ship at all. It is simply a disguised form of the mark-up equation, and so is a 

reflection of whatever forces have determined the mark-up, which itself depends 

both on distribution and on the relative sizes of the sectors, i.e., on growth. 

As Joan pointed out, though for somewhat different reasons, when the defini¬ 

tions are properly chosen, “it is obvious that the formula is correct... but then it 

has no causal significance whatever.”10 

Notes 

1. Robinson, 1971, p. 77. 
2. Ibid., p. 78. 
3. Ibid., p. 87. 
4. See Nell, 1968, pp. 157-62. 
5. To take an interesting example, Goldfeld’s pre-1974 “demand for money 

equations” over-predict money demand for 1974 and later; after the oil shock “money 
demand,” in real terms, is lower than would be expected from the estimations based on 
earlier years. But the oil shock set off an inflationary wage-price spiral in which money 
prices rose faster than money wages, leading to a rise in the average aggregate mark-up. 
Thus, 1PV fell; hence a transactions term derived from M/P = (\/V)Y, showing the demand 
for money based on velocity and the level of current real income, would be reduced 
compared to earlier periods. It may be too much to suggest that this might account for part 
of the “missing money,” but it opens a wholly unexplored avenue of investigation, 
particularly in view of the fact that the troubles arose in the demand-deposit equation, 
rather than the currency equation. It is demand-deposits that we would expect to be 
endogenous. Cf. Goldfeld, 1976. 

6. Nell, 1986, 1988; also Cartelier, 1990. 
7. Nell, 1988, pp. 108-9, especially Equation 18'. 
8. Nell, 1990, Part III, especially “The Circulation of Commodities by Means of 

Money.” 
9. Nell, 1986, 1990. 

10. Robinson, 1956, p. 403. 
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CHAPTER FIFTEEN 

Robinson and the “Other Half” 
of the Keynesian Revolution 

Ingrid H. Rima 

In her introduction to a collection of essays published under the title After 

Keynes (1973a), Joan Robinson observed that the chief objective of what she 

termed “the other half of the Keynesian revolution” is to establish that, in an 

industrial economy, the level of prices is governed by the level of money wage 

rates: 

This [objective] was a greater shock . . . even than the concept of effective 
demand governed by volatile expectations. . . . This was such a blow to 
orthodox ideas that almost all of those who were ready to welcome the Keynesian 
diagnosis of unemployment somehow refused to take it in until it became too 
painfully obvious to be ignored any longer.1 

In point of fact, the profession still resists “taking it in,” as Robinson herself 

later recognized.2 
The reason for their resistance is not far to seek. The success of the other half 

of Keynes’s revolution will require an entirely different “vision” (to use 

Schumpeter’s indispensable term) of how the world works. The most basic re¬ 

quirement is that economists change their perception of the functioning of the 

labor market in an industrial economy to recognize that the money wage rate is 

the “key” price, not simply one price among many. The labor market then 

emerges as the critical link between microeconomic decision making and the 

macroeconomic outcome of a “level of prices [that] is governed primarily by the 

level of wage rates.”3 This wage cost mark-up perception of the determination 

of the general price level reflects a fundamentally different world view from that 

held by generations of economic thinkers who have interpreted the general price 

level as a monetary phenomenon in which sectoral prices are transmuted into an 

absolute general price level through the role of money serving as a numeraire. 

The contrast with the perception hailed by Robinson as the “other half of 

Keynes’s revolution” is indeed stark! 

There is a still further departure from the conventional wisdom about the 

195 
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economy’s functioning that is inherent in the wage-cost mark-up view, although 

it is not part of Robinson’s After Keynes comment. Specifically, a theory of 

income distribution is implicit in the wage-cost mark-up equation. Unlike the 

relatively benign marginal productivity thesis of income sharing, the wage-cost 

mark-up hypothesis suggests a conflict interpretation of income distribution. As 
Robinson saw matters: 

Workers, managers and research teams bring about technical progress and 
accumulation, and the capital falls into the lap of shareholders who are not 
making the smallest contribution to the process which brings it into being. 
Income from property is not the reward for waiting; it is the reward of employ¬ 
ing a good stockbroker. ... If this is how the system really works, it is no 
wonder that the neoclassical do not want attention drawn to it.4 

The “other half’’ of Keynes’s revolution is still to be consummated; the 

object of this paper is to crystallize Robinson’s substantially underappreciated 

contribution to its eventual realization. Her better-known contributions to the 

“first half” of his revolution were a by-product, so to speak, of “getting 

Maynard to see what the point of his revolution really was.” These contribu¬ 

tions were by no means trivial. It was Robinson who pushed Keynes to recog¬ 

nize that the revolution he precipitated stemmed from his abandoning the 

concept of equilibrium to move toward that of history; analogously, Keynes 

abandoned the principles of rational choice to explore decisions based on 

guesswork or convention. Robinson also helped drive home the distinction 

between the Theory of Money and the Theory of Output, greatly clarified 

Keynes’s convoluted concept of involuntary unemployment, and integrated the 

foreign trade sector into his analysis of output. These “first half” contribu¬ 

tions to Keynes’s revolution are major in their own right and require no further 

elaboration. Our concern is thus with articulating Robinson’s contribution to 
the revolution’s “other half.” 

Although this revolution is yet to be realized, Robinson has been far more 

instrumental in laying its groundwork than was Keynes himself, who had only a 

peripheral interest in the problem of inflation and the phenomenon of income 

distribution, and substantially none in questions related to economic growth and 

the need to reconsider the conventional basis for free trade. Beginning with her 

inquiry into the German hyperinflation, a phenomenon that others saw princi¬ 

pally through quantity theory glasses, Robinson’s analysis went straight to the 

heart of questions relating to present-day post-Keynesian concerns, among them 

income distribution, which she considered to be essentially a political phenome¬ 

non.^ Beyond her perception of the untenability of the marginal productivity 

theory in “Euler’s Theorem and the Problem of Distribution” (1934) and her 

insight into the technical problems inherent in the production function and the 

measurement of capital controversy arguments, Robinson’s particular concern 
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related to the sociological and political aspects of the distribution problem. 

Conflict over income shares is a characteristic feature of capitalistic econo¬ 

mies. Robinson’s growth theory, which implies that advanced economies like 

Great Britain and the United States are unlikely to experience a succession of 

“golden ages,” portends that these conflicts may well become exacerbated. 

Indeed, when consideration is given to the implications of her model for import 

surplus economies like the United States, a more likely scenario is a Robinson- 

style “leaden age” in which long-run unemployment and underemployment 

emerge as the most likely counterpart of Keynes’s short-run unemployment equi¬ 

librium. These themes are explored in the following four sections, each of which 

undertakes to articulate Robinson’s unique contribution to pioneering the “other 

half” of Keynes’s revolution. 

I 

It is difficult to be precise about the intellectual lineage of Robinson’s contribu¬ 

tion to the “other half” of Keynes’s revolution. It is natural to seek inspiration in 

her earliest major work, The Economics of Imperfect Competition (1933). But 

this was not a source on which she drew. Imperfect Competition relates to the 

other half of Keynes’s revolution only from the standpoint of the concept of 

demand elasticity which Robinson adopted from Kalecki as the basis for the 

theory that prices are formed by marking-up prime costs.6 

Robinson’s nontraditional view of the role of labor markets or, more specific¬ 

ally, of the key role of the wage rate is anticipated in her (1938) review of 

Bresciani Turroni’s The Economics of Inflation. The translation of Turroni’s 

book into English led her to study the German hyperinflation experience that 

followed World War I. As an adherent of the quantity theory perspective, 

Turroni attributed the sequence of the collapsing German exchange rate, rising 

import, export and home prices and wages to continuous increases in the money 

supply made available by the Reichsbank to finance the German budget deficit. 

Robinson, however, did not interpret the German experience in terms of the 

familiar quantity theory hypothesis, but in terms of the upward thrust of wage 

rates in response to low rates of unemployment without equivalent increases in 

labor productivity. 

“Something is missing,” Robinson wrote, “in Bresciani Turroni’s attribution 

of the hyperinflation that set in July 1921 to the combination of the budget 

deficits and the increase in the quantity and velocity of circulation of money.” 

Her argument was that 

the missing item is not far to seek; it is the rise in money wages. Neither 
exchange depreciation nor a budget deficit can account for inflation by itself. 
But if the rise in money wages is brought into the story, the part which each 
plays can be clearly seen.7 
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The collapse of the Deutschmark increased import and then home prices, which, 

in the face of low rates of unemployment, generated trade union demands for 

wage increases. Each wage increase precipitated a further fall in the exchange 

rate, which called forth a further rise in wages. As Robinson interpreted this 

experience, an increase in the quantity of money was a necessary condition, but 

it was not the cause of the German inflation. Nor was the end of that inflation, in 

Robinson’s view, attributable to the control of the quantity of money. Rather, it 

was attributable to the halt of trade union wage demands as unemployment 

reappeared, following the dislocations imposed by the French invasion of the 

Ruhr. By then the Deutschmark was no longer functioning as a unit of account. 

Prices and wage rates became tied to the exchange rate so that, in effect, the 

dollar had become the unit of account. Inflationary forces, Robinson pointed out, 

became fully spent only as unemployment approached twenty percent, thereby 

halting worker pressure for further increases in money wage rates. Thus, while 

most economists interpreted the German inflation as an extreme example of a 

monetary phenomenon, Robinson’s early critique of Turroni’s analysis had al¬ 

ready conceived of an alternative to the conventional analysis of inflation as a 
monetary phenomenon. 

Robinson s perceptive understanding of the underlying money wage-produc¬ 

tivity nexus for explaining the German inflation left her intellectually well 

poised to make two essential contributions toward paving the way towards the 

other half of Keynes’s revolution. While Robinson did not share the fear, so 

often expressed, that double-digit inflation actually threatens public confidence 

in the currency, her observations provide perspective about two other aspects of 

her insight into the problem of inflation: the first relates to the ethics of income 

distribution in a capitalistic system, which inflation tends to compromise; the 

second is the revival of the quantity theory of money. She interpreted the reluc¬ 

tance of public service personnel, teachers, police, firefighters, and even hospital 

nurses and physicians to work without substantial pay increases as reflecting a 

new awareness, brought about by the differential impact of inflation on the pay 

structure of their relative positions in the income hierarchy. Thus, Robinson 

interpreted the erosion of their tradition of public service as an expression of 

their doubt about the equity of the pay system under capitalism. Relative earn¬ 

ings, Robinson recognized, are clearly a political outcome; appreciation of this 

point reflects part of her intellectual debt to Kalecki. This debt is nowhere more 

clearly in evidence (except, perhaps, in her reliance on his notion of the mark-up 

with respect to price determination) than in her recognition of the relevance of 

the political trade cycle with its chronic overlay of a tendency toward rising 
prices. This led her to surmise that: 

the modem revival of a doctrine so unconvincing as the quantity theory of 
money can be explained as a refuge from the uncomfortable thought that the 
general level of price has become a political problem. I believe that the ex- 
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traordinary revival of the quantity theory of money in recent years (in an even 
more hollow form than of old) must be accounted for by the longing to have 
some kind of theory that provides something to tether the value of money to, 
some defense against the horrid thought that under laissez faire the private 
enterprise system does not tend towards equilibrium in any way at all.8 

The notion that price-level changes distort income distribution patterns, 

which in turn has implications for the level of aggregate demand, was one of 

the insights that Robinson derived from Keynes’s argument about the relation¬ 

ship between money and real wages. This provided her with the basis for 

chiding those who advocated cutting money wages during periods of falling 

demand for failing to understand the adverse effect this would have on aggre¬ 

gate demand. Surprisingly, Robinson noted, even Karl Marx was guilty of this 

misunderstanding: “Say’s Law holds undisputed in Marx’s argument,” which 

favored cuts in money wage rates during depression to bring temporary relief.9 

The critical difference between the orthodox argument for cutting rates during 

a depression and Marx’s similar prescription was that Marx centered on wage 

cuts as a check on the degree of worker exploitation. Wage cuts, which are 

necessarily limited by the subsistence requirements of the working man’s family, 

serve to squeeze profits, since in a competitive market price cuts are not simi¬ 

larly limited. Contrariwise, it was Marx’s view that capitalists do not resist trade 

union efforts to raise wages from which, in fact, they benefit since “capitalists 

could always . . . avail themselves of every rise in wages to raise prices much 

higher and thus pocket greater profits.”10 

The added insight that Robinson derived from Marx’s concern about labor 

exploitation seems to have directed her analytical attention to the implication of 

price changes for income distribution; specifically, a rise in prices affects the 

distribution of profits between rentiers and entrepreneurs.11 The conflict between 

rentiers and entrepreneurs becomes especially relevant during inflation and hyper¬ 

inflation, for fixed-income classes suffer relatively more than others in the com¬ 

munity.12 A loss of rentier income may be harmful to both consumption and 

investment, since rentier incomes, like wages, are more fully spent than are 

profits, so that employment in consumer and investment goods industries may 

decline. On the other hand, a transfer of purchasing power from capitalists to 

workers via higher wages is likely to stimulate the demand for consumption 

goods and so tends to increase employment, although a rise in wages at the 

expense of profits may reduce the incentive to invest. Clearly, Robinson’s analy¬ 

sis went considerably beyond Keynes’s in her recognition of the employment 

implications of changes in income distribution. But more than that, her study of 

Marx led her to recognize that the Keynesian revolution leads back to the con¬ 

cept of the surplus, which is “the core concept of classicism,”13 and that the 

“other half” of the Keynesian revolution will require an equally revolutionary 

theory of income distribution. 
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II 

Robinson’s earliest step in the direction of disassociating herself from conven¬ 

tional distribution theory seems to have been related to her discomfort, even 

before the General Theory, with the orthodox theory of wages which “had stuck 

in my gizzard as a student.’’14 As her dissent grew, she was increasingly led in 

the direction of the historically older classical or surplus view of the distribution 

phenomenon, into which she incorporated the Kaleckian notion that the residual 
category of income is wages rather than profits}5 

A key feature of this view is that the incomes of the classes of society are 

determined by principles separate from those that govern the value of commodi¬ 

ties or that determine output. Ricardo and his followers conceived of the wage as 

being determined by the subsistence requirements of the worker and his family, 

which, from Smith onward, were interpreted broadly enough to make subsistence 

consistent with a customary or socially established real wage. For Robinson, the 

level of money wage rates that prevails at any particular time is a historical 

accident and movements in them are bound up with the competition of different 

groups of workers to maintain their relative positions.16 This proposition is cen¬ 

tral to Robinson’s alternative theory of wage share determination, which is artic¬ 

ulated with particular clarity in Essays in the Theory of Economic Growth 

(1963). This volume, which she offered “as an introduction rather than as a 

supplement to my Accumulation of Capital [1956],’’ strongly conveys her per¬ 

ception of labor markets as dominated by conflict. It thus harkens back, in a 

sense, to her reassessment of trade unions in Imperfect Competition in which she 

concluded that unions reduce imperfections on the demand side of labor markets 
and bring them closer to the competitive ideal.17 

Equally anticipatory of the still-to-be-realized “other half’ of Keynes’s revo¬ 

lution is the proposition, which she attributed to Kalecki, that, with imperfect 

competition and excess capacity, gross margins are governed by the pricing 

policies of firms. Subsuming all the influences on gross margins under the um¬ 

brella term degree of monopoly,’’ the share of wages varies inversely with the 

degree of monopoly.18 Drawing on the Kalecki/Keynes proposition that relative 

shares are governed by the rate of investment and the propensity of each class to 

consume, Robinson was quick to recognize that an autonomous change in the 

level of investment raises not only the income level (which, in turn, becomes the 

source of new savings) and the economy’s rate of expansion, but also the profit 

share and the rate of return on investment. Her model of investment, however, is 

Kaleckian, rather than Keynesian, in the sense that it is an integral part of her 

theory of income distribution, which is classical in its simplifying assumption 

that capitalists do not consume the profits they receive as residual income and 

that workers do not save. Thus, the wage share is the combined wage bill gener¬ 

ated by employment in the consumption- and investment-goods sectors. For 

Robinson, as for Kalecki, the higher the rate of investment that the capitalist 
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class has undertaken, the larger the profit share. With the rate of profit seen as 

endogenously determined, via the rate of technical progress and the rate of 

expansion, Robinson was led ultimately to the insight that the remaining dis¬ 

tributional variable—namely, the wage rate—must be derived from outside the 

system, i.e., at any particular time, the wage rate depends on the relative bargain¬ 

ing strength of workers and employers. An increase in the strength of workers 

reduces the degree of monopoly, which has a positive effect on the relative wage 

share because it limits the extent of the mark-up, and through it, the profit 
differential. 

The rate of investment simultaneously determines the share of income going 

to workers in the form of consumption goods; i.e., the latter is the wage share in 

real terms. For the rate of investment to rise, workers need to be shifted into the 

investment-goods sector so that a relative decline occurs in the consumption- 

goods sector. Thus, investment also determines the real wage share; this is the 

source of the inherent antagonism between workers and capitalists in Robinson’s 

view of income distribution (as in that of many post-Keynesians). The rate of 

capital accumulation, and thus of growth, has a negative effect on the wage share 

in the national product that is strongly resisted by workers, especially if a cultur¬ 

ally established standard of subsistence is threatened. Analogously, the rate of 

savings out of profits not only determines the warranted growth rate, it also 

determines the distribution of income between workers and capitalists. 

Along with Kaldor, Keynes, and Klein, Robinson noted the “fact” that rela¬ 

tive income shares have historically remained constant.19 For Robinson this con¬ 

stancy implies that there is a maximum profit share that workers will tolerate. 

The profits that capitalists receive depend not only on the rate of investment but 

also on the price level, which tends to rise along with the wage rate increases that 

accompany an expanding investment sector. Under conditions of full (or nearly 

full) employment, workers are able to bargain for higher money wage rates to 

offset the eroding effect of inflation on their real wages. The “inflation barriers” 

workers have been able to erect have ensured that productivity gains of the U.S. 

economy in the post-World War II period have accrued to workers, chiefly in 

the form of higher money wages. 

Ill 

Besides inflation, the post-World War II era has been characterized by what 

Robinson termed neomercantilism. The case for free trade, she argued, in her 

inaugural lecture at the University of Cambridge, emerges in a different light 

when the chief objective of nations is to earn a surplus from the rest of the world 

so that they may pursue a policy of ‘ ‘export-led’ ’ growth. 

Keynes had, of course, already repudiated the doctrine, based on the conven¬ 

tional trade model, that free trade yields gains all around. Thus, Robinson re¬ 

flected. 
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When Keynes attacked the dominant orthodoxy, one of the things that grieved 
my teachers most was that he should try to rehabilitate the mercantilists, thus 
damaging the claim of the free-traders to superior benevolence and wisdom. 
... It was the facade of a dogma with solid interests behind it.20 

Robinson, however, saw that when each country individually pursues its own 

individual interests, they will pile up tariffs against each other. 

Since the total market does not grow fast enough to make room for all, each 
government feels it is a worthy and commendable aim to increase its own 
share in world activity for the benefit of its own people. A chief objective in 
this pursuit of a surplus on their income account is to gain reserves. The new 
mercantilists believe it is not necessarily foolish to prefer to acquire sterile 
money rather than useful goods or profitable assets.21 

This new reality of international trade objectives is relevant to Robinson’s 

reservations about neoclassical capital theory and also has important implica¬ 

tions for the ever-present struggle about income shares. Specifically, she distin¬ 

guished between capital in the sense of stocks of equipment and materials, and 

capital in the sense of “command over finance” which permits employers to 

organize the production of goods which they can sell at a profit.22 The distinction 

is not only important for domestic finance; it also relates to foreign investment 

whose analytical treatment Robinson considered as “the greatest obfuscation of 

the orthodox theory . . . [whose] concept of capital as a factor of production 

implied that when one country lends to another, it is transferring real resources to 
it.”23 

While capital in the sense of capital goods may indeed be moved from one 
country to another, 

a country which receives an inflow of finance is not receiving a supply of a 
factor of production called capital; it is enjoying the possibility of running a 
surplus of imports or amassing monetary reserves; . . . under the old gold 
standard, net lending for any country was limited to equality with its surplus 
on its income account. Before the demise of the gold standard but, more 
particularly, before WWII, small changes in interest rates were adequate to 
restrain the flow of finance.24 

Nowadays the pattern has changed both for the newly emerging ex-colonial 

economies and for older, now mature, industrial economies; all are seeking 

export-led growth to maintain full or near full employment. Robinson thus 

viewed neomercantilism as an essentially new phase in the historical develop¬ 
ment of modern capitalism. 

The phenomenon of neomercantilism also has important implications for the 

determination of the distributive shares and thus for the configuration of an 

economy s future growth prospects. Robinson herself did not live long enough to 
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study how the capital flows that are the financial counterpart of persistent large 

trade imbalances are likely to affect individual economies. But the observations 

she made in her inaugural address about the trade component of aggregate effec¬ 

tive demand continue to be relevant: 

The most important benefit of a surplus on income account, which affects the 
whole economy, is that, provided that there are energetic enterprises and 
thrifty capitalists to take advantage of it, it permits home investments to go full 
steam ahead while a deficit country is nervously pulling on the brake for fear 
of excessive imports.25 

These observations relate to the trade component of export surplus economies 

and the implications of the new mercantilism for its trading partners. But the 

implications of neomercantilism for the theory of income distribution, and thus 

for the “other half” of Keynes’s revolution, remain as uncharted ground. 

Robinson herself charted a direction for new inquiry in two later papers on 

trade: “The Need for a Reconsideration of the Theory of International Trade” 

(1973d) and “Reflections on the Theory of International Trade” (1974). These 

reexamined, following Sraffa, the link between Ricardo’s theory of foreign trade 

and his theory of profits. The essence of her argument was that Ricardo’s support 

for free trade, in opposition to the proponents of the Com Law, was fundamen¬ 

tally linked to his theory of income distribution, for abolition of the Com Laws 

would raise the rate of profit by lowering the real cost of wage goods. In 

Ricardo’s thinking, such a policy would enhance the rate of capital accumulation 

and, through it, the growth of employment, income and wealth. We must there¬ 

fore credit Robinson with reaffirming the distributional aspects of Ricardo’s 

trade theory that had been swept away, so to speak, with the marginal revolution. 

A relevant next step, it would seem, is to link Robinson’s insights about the 

“new mercantilism” to her theory of income distribution and, through it, to her 

theory of growth. The next section suggests not only that the conflict between 

receivers of wages and non-labor incomes is likely to become exacerbated in an 

import surplus economy, but also that import surplus nations may become pre¬ 

disposed toward experiencing Robinson’s “leaden age” as the long-run counter¬ 

part to Keynes’s short-run underemployment equilibrium. 

IV 

It is something of a conundrum that trade theory and the theories of distribution, 

accumulation, and growth still remain essentially compartmentalized, the theo¬ 

retical and empirical beginnings of Kaldor (1966), Cornwall (1977), Steedman 

(1979), Parrinello (1979), and Thirlwall (1979) notwithstanding. Yet Robinson’s 

writings on trade and income distribution, whose Ricardian inspiration is clear, 

provide the basis for some inferences about the likely impact of large and pro- 
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longed import surpluses on the struggle over income shares. International capital 

movements are capable of generating changes in wage-profit share relationships 

that are analogous to those associated with inflation. That there has been little 

interest in linking them analytically is, no doubt, attributable in some measure to 

the ongoing conventional wisdom about the marginal productivity theory of 

income distribution—a “wisdom” that appears to have an even more tenacious 

hold on the economists’ minds than Say’s Law. Many post-Keynesians, of 

course, recognize that the “other half” of Keynes’s revolution will necessarily 

include the theory of income distribution. Indeed, something of a consensus 

appears to be emerging that an analytically compatible theory is to be found in a 

return to a distribution theory that is “classical” in the sense of viewing the 

income shares as being determined by principles that are separate from those that 
govern commodity values or output. 

It is axiomatic that maintaining the historical constancy of income shares as 

an economy evolves depends on the reproduction of its historical employment 

and income-generating capability. Differently expressed, even in the face of 

balance-of-payment deficits, an economy must generate the same size wage bill 

and price its output according to the same mark-up on average wage costs if it is 

to maintain its employment and output levels and also preserve constant wage- 
profit share relations. 

Prolonged large export surpluses may precipitate changes in income distribu¬ 

tion in economies that, like Britain and more recently the United States, have 

become net borrowers in consequence of their import surpluses. Although in¬ 

come shares are affected in surplus as well as deficit countries, our concern here 

is with the income distribution implications of import surpluses (and the net 
borrowing that necessarily accompanies it). 

It is not necessary to begin with the often-used simplifying assumption that 

“capitalists save and workers spend.” The ease with which these stringent as¬ 

sumptions and this nineteenth-century terminology can be modified to suit a 

twentieth-century world in which the relevant distinction is between contractual 

and residual incomes is generally familiar.26 So too is there recognition of 
Pasinetti’s insight that if there is saving out of wages, so that workers also 

become profit receivers, the distribution between wages and profits remains 

unchanged.27 The ratio of wages to total income is still determined by the share 

of investment in total product and the marginal propensity to consume of non¬ 

wage earners. Thus, when profits or rentier incomes are spent for consumption, 

these shares in national income are increased by a factor equal to the reciprocal 

of their marginal propensity to consume. In effect, receivers of residual income 

determine their relative share in national income when they decide on their rate 

of discretionary expenditures.28 This is the essence also of Keynes’s “widow’s 

cruse” and Kalecki’s perception that “capitalists get what they spend on capital 
goods.” 

While it is not essential to retain the stringent assumption that “capitalists 
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save and workers spend” in order to examine the implications of import sur¬ 

pluses for income distribution, there are other institutional characteristics that are 

critical to a useful model. In particular, recognition that mark-up pricing is typi¬ 

cal in a contemporary capitalist economy is basic to understanding the implica¬ 

tions for income distribution that follow when the discretionary aspect of 

spending takes the form of import spending. The familiar Kaldor-Robinson- 

Kalecki (K-R-K) model extended to include Sidney Weintraub’s consumption- 

wage bill coefficient offers a convenient vehicle for examining changes in 

income distribution that may be precipitated in import surplus economies.29 

Expenditures on imported final goods or production inputs reduce domestic 

sales, thus causing reductions in the cash flow to firms.30 Unless the size of their 

mark-ups can be increased or there are other offsetting factors such as wage 

“givebacks” and/or layoffs, the substitution of imports for domestic products is 

likely to compromise the ability of firms to generate funds internally. Firms will 

have set their mark-ups to finance their planned investment levels; their unex¬ 

pected need to generate the requisite funds externally implies, as Eichner has 

shown, a more steeply rising supply curve for investment funds. The marginal 

supply cost of the funds required to finance planned investment thus becomes 

inconsistent with the mark-up that the degree of monopoly will support, and the 

level of investment that firms will undertake is likely to decline. There are a 

variety of models of the same genre as Eichner’s, from which a negative impact 

on firm’s investments deriving from an import surplus can be inferred.31 This 

impact is likely to become operative via the effect of a diminished cash flow on 

the cost of both internal and external finance. 

The necessity for firms to resort to higher mark-ups to generate investment 

funds (which is, of course, limited by the degree of monopoly) has been modi¬ 

fied, as Robinson pointed out, by the nature of modem lending. Countries seek¬ 

ing export-led growth have resisted spending their exchange earnings on imports, 

preferring financial investment instead. This will, no doubt, moderate the in¬ 

crease in the supply price of funds created by the reduced ability of firms to 

generate finance internally. If the marginal efficiency of capital does not become 

depressed, domestic investment will not suffer, so that the ratio of profits to 

wages may well remain constant. However, it is not impossible that the demand 

for and the supply of investment funds will prove to be interdependent in an 

economy that is running a large and persistent import surplus in tandem with a 

large budget deficit, so that investment may become depressed.32 A depressed 

level of investment in an import surplus economy is thus not to be ruled out and 

it can, potentially, divert the economy from its warranted growth rate. This, in 

turn, all else remaining equal, implies a lower ratio of profits to wages. 

The conflict between receivers of wages and non-labor income in an import 

surplus economy is likely to become exacerbated when the obligation to remit 

profit and interest payments abroad is eventually confronted. Robinson herself 

noted that the piling up of obligations on which foreign lenders and investors 
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earn interest and dividends becomes especially burdensome if the capital imports 

are unrelated to superior profit opportunities in the receiving country and their 

subsequent enhanced capacity to export. They are even more burdensome when 

the rest of the world is not inclined to consume its extra income by importing 

goods from the countries to which it has supplied capital.33 

It may thus be concluded that when consumers (or business firms) shift the 

composition of their demand away from domestically produced final goods (or 

inputs) to imports, it has the effect of raising the supply price of finance, which 

compromises investment and, through it, the profit share. Even if the degree of 

monopoly in the import surplus country is compatible with a higher mark-up, or 

its workers are willing to tolerate measures to reduce the wage share, its interna¬ 

tional borrowing may become the source of an endogenously generated 

decumulation and disinvestment process. An import surplus is thus likely ulti¬ 

mately to render a country more recession-prone. Reexamination of the logic of 

whatever commitment to free trade it has had then seems a likely outcome, along 

with measures to counter the recessionary tendencies inherent in a weakened 

incentive to accumulate. 

These possibilities make it clear that trade questions cannot be considered 

apart from their relationship to profit rates and economic growth. Thus, we are 

back to Ricardo, who so clearly linked trade theory and policy to the rate of 

profit, and to Joan Robinson, who was surely among the first to appreciate 

S raff a s insights into Ricardo’s distribution theory. Yet contemporary discus¬ 

sions of trade issues typically abstract from the profit rate and how it relates to 

the role of trade as a vehicle for the transfer of real resources from one’s trading 

partners. Access to additional real resources facilitates two economic objectives: 

it can contribute toward an increase in domestic absorption (i.e., C +1+ G +X-M) 

via an increased real wage share; it can also increase the profit rate. If the profit 

rate can be increased without penalizing the wage share, as is the case in a 

growth economy, the two objectives are not incompatible. But this, as Robinson 

so clearly understood, may not be the case for an import surplus economy. 

Indeed, the pursuit of export-led growth by countries like Japan and West Ger¬ 

many may predispose mature import surplus economies, like Britain and possi¬ 

bly even the United States, to experience the scenario of Robinson’s “leaden 

age as the long-run counterpart to Keynes’s underemployment equilibrium. 

Notes 

1. Robinson, 1973a, pp. 6-7. 
2. Robinson, 1973b, pp. 104-5. 
3. Robinson, 1973a, pp. 6-7. 
4. Robinson, 1973b, p. 66. 
5. Robinson, 1966, pp. 52-58. 
6. Robinson, 1973b, p. 89. 
7. Robinson, 1966, pp. 74-75. 
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8. Robinson, 1960, pp. 145-58. 
9. Ibid., pp. 85-91. 

10. Ibid., p. 88. 
11. Ibid., p. 90. 
12. Ibid., p. 90, n. 2. 
13. Cf. Gram and Walsh, 1980, p. 14. 
14. Corwin D. Edwards’s review (1934) of Robinson’s Imperfect Competition (and 

Chamberlin’s Monopolistic Competition) credited her with developing “a theory of the 
exploitation of labor by virtue of the imperfection of the market” (pp. 688-90). 

15. Robinson, 1973c, p. 100. 
16. Robinson, 1973b, p. 99. 
17. Although Robinson had become disenchanted with the usefulness of imperfect 

(and monopolistic) competition theories for addressing questions of entrepreneurial deci¬ 
sion making about prices and output, and especially faulted the demand elasticity concept 
as a useful tool, these self-same reservations led toward her recognition of the unique role 
of labor markets in capitalistic economies and that wage rates are the link between value 
theory and the theory of employment. 

18. Robinson, 1971, pp. 87-91. 
19. Robinson, 1960, p. 94. 
20. Robinson, 1973b, p. 1. 
21. Ibid., pp. 4-5. 
22. Ibid., pp. 21-24. 
23. Ibid., p. 21. 
24. Ibid., p. 22. 
25. Ibid., p. 8. 
26. Cf. Eichner and Kregel, 1975, p. 1297. 
27. Pasinetti, 1974, p. 113. While worker earnings qua wages remain the same, the 

return on assets acquired with savings out of wages enables workers to obtain a larger 
share of national income. Analogously, consumption by non-wage earners or 
“capitalists” out of residual income or “profits” will reduce the share of income going to 
workers. 

28. Cf. Eichner, 1987, pp. 567-73. 
*29. Weintraub, 1981, pp. 10-24. 
30. A shift to imported rather than domestic goods also reduces the capacity utiliza¬ 

tion rate of the industries affected by the substitution. However, since firms in the indus¬ 
trial sector confront unit labor costs that appear, on the basis of empirical studies, not to be 
significantly affected by utilization, it may be presumed that the shift to imports does not 

adversely affect costs of production. 
31. Wood, 1975; Kregel, 1976; Shapiro, 1981. 
32. While Eichner (1987) doubted that the interdependence of the demand and supply 

of investment funds is empirically important, his argument was not framed in the context 
of the effect of a large and persistent import surplus on interest rates (nor one that has 
occurred in tandem with an equally large budget deficit) in an inflation-prone economy. 

33. Robinson, 1973b, pp. 16-19. 
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JR 
CHAPTER SIXTEEN 

Robinson’s Dark Room 

Investment in Post-Keynesian Growth Theory 

Chidem Kurdas 

In reality, to find the expected rate of return which governs investment decisions is 
like the famous difficulty of looking in a dark room for a black cat that probably is 
not there.1 

Joan Robinson’s writings on growth perplexed and disappointed many of her 

readers. Even a sympathetic reviewer like Lawrence Klein commented that The 

Accumulation of Capital “does not seem to lead anywhere in particular.”2 The 

reason for such judgments has not been clearly understood. Is the disappointment 

attributable to the absence of a central thread in Robinson’s arguments on 

growth? This is not the case, since the “Keynesian” character of her approach 

does constitute a unifying core. In fact, the cyclical demand-side orientation that 

unifies post-Keynesian theory also accounts for a weakness in the Robinson 

version. 

Robinson thought the dynamic consequences of investment could be studied 

without exploring the determination of investment itself. The quote that intro¬ 

duces this paper is one of her numerous discouraging remarks on the subject. 

Only a “comparative historical anthropology”, can throw light on the rate of 

capital accumulation. Meanwhile we can study the “proximate causes” and 

consequences of accumulation.3 Unfortunately, it turns out that we cannot go 

ahead without that elusive cat. It is my contention that Robinson’s explanation of 

investment, and the effects attributed to it in post-Keynesian theory, are mutually 

inconsistent. The inconsistency lies in the secular inertia of income shares versus 

the cyclical volatility imputed to investment spending. According to Robinson 

and Kaldor, the rate of capital formation determines income distribution. Fur¬ 

thermore, both economists imply that distributive shares are steady, persistent 

magnitudes. It is argued below that these two propositions, taken together, can 

hold only if there is a secular trend rate of accumulation. 

In spite of this Achilles’ heel, the Robinson model contributes to our under¬ 

standing of capitalist dynamics. In fact, through its very weakness it teaches a 
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lesson—one that reinforces her methodological admonitions on the need to deal 

with “historical time.’’ Investment decisions and technological change are 

messy subjects that cannot be disposed of by a neat and simple formula. Avoid¬ 

ing them is no solution: The critique below demonstrates how dependent a 

Keynesian growth model is on the representation of such phenomena. Future 

students of the subject will have to extend Robinson’s logical framework with a 

comprehensive treatment of the determinants of investment spending. In doing 

so they may have to practice what she preached, namely to forge a historical, in 
contrast to an equilibrium-based, approach.4 

Robinson stated that the purpose of her basic accumulation model was to 

generalize the General Theory. This Keynesian perspective, which is the unify¬ 

ing thread of her work, shows itself specifically in the treatment of savings and 

investment. What distinguishes a Keynesian argument from an alternative ap¬ 

proach? Textbook neoclassicism is taken as a convenient, simple alternative in 
the comparison below. 

In the neoclassical view there is simultaneous determination of investment 

and savings. Since investment and savings are the demand and supply sides, 

respectively, of one and the same market, there can be no determination of 

investment independently of savings. The interest rate is both the basis upon 

which the investment decision is made, and the mechanism that coordinates it 

with savings. In more formal terms, investment, savings, and the interest rate are 

the unknowns of a simultaneous equation system that does not partition into 
independent subsystems. 

The Keynesian explanation, by contrast, is not simultaneous but sequential (as 

Pasinetti has pointed out).5 Here the investment decision is separate from and 

logically prior to the determination of the level of savings. In Keynes’s original 

formulation, and following it in the post-Keynesian approach, expectations of 

future profitability play a dominant role in explaining the level of investment. 

This grounding in expectations, which were seen as unpredictable and unstable, 

made investment an independent force and, given the stability of the other com¬ 

ponents of aggregate demand, the prime mover in cyclical fluctuations. Since the 

interest rate is not determined by the interaction between investment and savings, 

Keynes added the notion of liquidity preference to close his model.6 The “neo¬ 

classical synthesis, by stressing the rate of interest as the main explanatory 

variable in the investment function, blurred the distinction between Keynes’s 

demand-side approach and simultaneous determination models. The distinguish¬ 

ing feature of a demand-side model, then, is the logical priority of autonomous 

demand in general, and the independence of investment decisions from savings 
in particular. 

Unlike neoclassical theory, in which the description of one market suffices, 

there are two logically distinct issues in Keynesian analysis: the determinants of 

investment, and the relationship between it and savings. A growth theory along 
these lines has to provide separate answers to these two questions. 



INVESTMENT IN GROWTH THEORY 211 

Robinson’s answers, and the model built around them, are described in the 

next three sections. The centerpiece is the “desired” rate of capital accumulation 

at which investment decisions and the amount of savings are in dynamic balance 

along a growth path. The desired rate of growth is a function only of the relation¬ 

ship between investment and savings. The various other forces that play a role in 

growth—i.e., labor, natural resources, technological change—do not affect it. 

Comparison of feasible growth with the desired rate defines several different 

paths, which Robinson calls “ages.” The ages constitute a typological frame¬ 

work in which technological change, class relations, and labor availability can be 

studied, as well as the interaction between them.7 The last two sections of the 

paper analyze the basis for the notion of desired growth, and elucidate the incon¬ 
sistency in its determination. 

Capital Accumulation and the Rate of Profit 

Nicholas Kaldor suggested that the “Keynesian technique” of exogenous invest¬ 

ment decisions (or more generally autonomous demand) “could be alternatively 

applied to a determination of the relation between prices and wages, if the level 

of output is taken as given, or to the determination of the level of employment, if 

distribution (i.e., the relation between prices and wages) is taken as given.”8 But 

Kaldor acknowledged a serious problem in making the Keynesian proposition do 

double duty. If the balance of savings and investment is brought about by varia¬ 

tions in distribution, we are left without a demand-side mechanism to determine 

the level of output and employment, and Say’s Law seems to come to its own. 

Nevertheless, Kaldor thought investment (and autonomous demand generally) 

could play both roles, since the level of output and employment is a short-run 

variable, explicable in the static setting in which capital stock is assumed con¬ 

stant, while the determination of the real wage takes place in the long-run con¬ 

text.9 On this basis, Kaldor, Robinson, and Pasinetti developed Cambridge 

growth theory around the distributional effect of investment. 

Cyclical models, by contrast, use the output multiplier. Recently, the dual 

function imputed to autonomous demand has been criticized and the validity of 

the Cambridge growth model has been questioned.10 The critics argue that capi¬ 

talist economies routinely carry sufficient excess capacity to accommodate fluc¬ 

tuations in the level of investment with changes in output, so that the output 

multiplier is generally in operation. As an analytical result, there is no reason 

why autonomous demand should have a permanent impact on the real wage rate. 

To demonstrate the possible reactions to a change in investment, consider a 

two-class, two-sector, closed pure market economy in which all wage income is 

consumed while a fraction of profit income is saved. National income consists of 

the wage bill and total profits, and macro balance requires that: 

I = s. (Y-L. w) (1) 
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Y is the current level, in real terms, of social product: 

Y < Y 

Where Y is real national product at full capacity utilization. It is assumed to be 

below or at the constraint imposed by full employment of labor. (The employ¬ 

ment issue is treated in the “ages” typology described below.) 

The question is how the investment-savings equality can be reestablished 

when there is, say, a rise in the level of investment. In other words, how can the 

additional profits to underwrite the new investment be generated? If all hypothet¬ 

ical possibilities are to be considered, each of the four variables on the right-hand 

side of Equation 1—i.e., output, number of workers, savings propensity, and 

wage rate—represents a mechanism for adjustment. A comparison of these alter¬ 

natives is useful in understanding the particular mechanism chosen by post- 
Keynesian growth theorists. 

(i) If the economy has sufficient amounts of unused capacity and unemployed 

labor, i.e., actual output is sufficiently below the full capacity level, increased 

demand from investment spending results in a higher level of output, which 

yields the additional profit required to underwrite the additional investment. This 

was the argument Kalecki used to explain cyclical movements in investment and 

profits. It differs from the Keynesian multiplier in its explicit consideration of 
profit income, rather than aggregate output alone." 

(ii) The profit share in national product could conceivably be increased by 

intensifying the work effort so as to produce the same output with less labor, i.e., 

L may be reduced. In this case the additional profits are at the expense of worker 

consumption, but without a change in the real wage rate. Barring technological 

change, a reduction in the per unit labor requirement necessitates either worker 

cooperation, which would be forthcoming only in extraordinary circumstances 

such as a war economy, or stepped-up repression of the working class. By its 
nature, this has to be a temporary and limited response. 

(iii) An increase in the proportion of profits saved, that is, a reduction of 

capitalist consumption, also achieves the same end. This is in fact one part of the 

neoclassical answer. The disequilibrium between investment and savings is re¬ 

solved by the rising interest rate and an increased savings propensity. The other 

part, of course, is the shrinkage in investment due to higher interest rates. Since 

the motivation for post-Keynesian theory was to provide an alternative to this 
way of thinking, it is not considered further here. 

(iv) Finally, the real wage rate can act as an adjustment mechanism. In the 

post-Keynesian Cambridge model, the real wage rate adjusts to the growth rate 

through variations in the price level. A reduction in the money wage is possible 

but, in view of twentieth-century experience, unlikely. The most likely way that 

the wage bill can shrink relative to output is through inflation. The higher level 

of aggregate demand created by increased investment makes it possible for firms 
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to raise prices, while the money wage lags behind. Hence, the real wage falls, 

and the rise in profitability thus engendered underwrites the faster growth rate. 

This mechanism, called the “widow’s cruse’’ after an expression used by 

Keynes in the Treatise on Money, constitutes the connection between growth and 

distribution. Reactions (i) and (ii) increase profits without changing the wage 

rate, and only (iv) has the potential to affect the secular distribution of income. 

The wage and profit rates are not the only variables that represent distribution; 

income shares are also seen as being determined by accumulation. 

As noted above, a number of economists have recently concluded that the 

Cambridge growth model based on mechanism (iv) is not a realistic representa¬ 

tion of the capitalist growth process. Garegnani argues that autonomous demand 

in general and investment demand in particular can only affect the level of 

national product, not secular income shares.12 Fluctuations in capital accumula¬ 

tion cause changes in capacity utilization and output; increased savings comes 

from increased output. In short, according to Garegnani and others,13 mechanism 

(i), not (iv), captures the impact of changes in capital formation, since capitalist 

economies routinely carry excess capacity and can increase output within a wide 

margin. They further argue that even if a rise in investment is too large to be 

accommodated by increased capacity utilization and supply bottlenecks develop, 

any fall in the real wage rate will be temporary. Hence investment has no effect 

on secular income shares. 

There is a distinction to be made between the absolute level of investment on 

the one hand, and the ratio of investment to capital stock or output on the other. 

While participants in the debate outlined above do not express the issue in these 

terms, it will be seen that the validity of a link between growth and income 

shares actually rests on this distinction. The level of investment is empirically 

known to be highly volatile. The output multiplier responds to this volatility, 

giving rise to cyclical movements. The distribution of income between wages 

and profits tends to be a relatively stable configuration—it changes infrequently 

and slowly, if at all. It does not have a cyclical character. Kaldor describes this 

stability as a stylized fact of growth that the Cambridge model is supposed to 

explain, and Robinson accepts it as such. The rate of accumulation is seen as 

underlying the historically observed social allocation of income. But this rate of 

accumulation cannot be the volatile level of investment. It has to be a different 

variable, the stable ratio of investment to capacity. 

A change in the secular distribution of income requires massive economic, 

social, and political adjustments. For example, one such economic adjustment is 

the buildup of industries producing capital goods and the relative shrinkage of 

those producing consumer goods, in order to acquire the sectoral proportion that 

corresponds to the new shares of consumption and investment in output. The 

process of achieving this sectoral proportion—the “traverse”—involves reallo¬ 

cation of the labor force as well as of capital stock between industries through a 

sequence of periods.14 A more complex kind of adjustment involves the atti- 
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tudes, customs, and conventions that underlie the living standards of various 

groups, for a reduction in the real wage provokes resistance and may cause social 

disruption if it clashes with the population’s view of a minimum acceptable level 

of material welfare. The idea behind the distributional argument is that there is a 

rate of investment, or share of investment in national product, that persists as an 

average over cyclical ups and downs. It persists for a sufficiently long time so 

that the sectoral composition of the economy adjusts to it, and social expecta¬ 

tions corresponding to that distribution of income come into being. Such persis¬ 

tence is the indispensable condition for a causal relationship between investment 

and a secular distribution of income. The Garegnani/Vianello criticism of the 

distributional mechanism is justified in the absence of this condition. In other 

words, if there is no “long-run” rate of investment, there is no reason for a 

“long-run” shift in distribution to occur in response to changes in investment. 

Cyclical fluctuations in the level of investment are, of course, accommodated by 
variations in the level of output. 

Robinson notes that the relationship between accumulation and the rate of 

profit “is not confined to strictly steady growth.” She sees it as being applicable 

even if “The rate of investment is not tethered by a particular ratio to the value 

of the stock of capital.” In this case she still mentions a “long-run average 

growth.” Growth may occur in cycles, but the cycles are around an average that 

itself remains steady “for a run of years.”15 She makes no attempt to explicate 

this secular average rate, and it remains a vague possibility that may or may not 
exist. 

The dynamic version of Equation 1 shows the relationship between key pro¬ 
portions of the economy: 

i = s (u-v. w) (2) 

where 

i = I/T,_the share of investment in output 

_u = YfY, the rate of capacity utilization 

v — LfY, the reciprocal of technical labor productivity. 

This relationship is commonly expressed by the profit rather than wage rate, and 

divided by capital stock rather than output. With asterisks to indicate the period, 
it then becomes: 

r = k*/s (3) 

where 

k* = I /K. 

A shift in distribution corresponds to a persistent change in the share of 

investment in full utilization output (/), and in its ratio to capital stock (k*), 

rather than a change in the level of investment. The question is whether this 
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share has any significance apart from the absolute amount of investment actually 

made each year. Is investment “tethered by a particular ratio to the value of 

capital stock ? The validity of the widow’s cruse mechanism depends on such a 

secular ratio. Given a change in i, there are two possible Keynesian responses: a 

change in the utilization rate, u, and in the real wage rate, w. If the change in 

investment share is temporary, the temporary adjustment of capacity utilization 

is the appropriate response. If, on the other hand, there is a persistent change in i, 

a change in utilization is not sufficient. This is so because there will be a rate of 

capacity use that is technically and economically the most desirable, in the sense 

that going below it means a sacrifice of profit, while going above it may bring 

bottlenecks and breakdowns. Actual utilization can diverge from the optimum 

rate temporarily, but in the long run will tend to gravitate to it. In other words, u 
is variable only in the short run. 

Furthermore, consider that excess capacity (Y - Y) is carried to meet un¬ 

anticipated or cyclical fluctuations in demand. Firms will aim at a utilization rate 

that allows them this flexibility. If actual utilization is higher than planned, and 

therefore they are not carrying the excess capacity deemed necessary to meet 

temporary changes in demand, this in itself would push firms to higher levels of 

investment. Thus, an increase in investment would lead to further increases in 

investment if its impact is confined to capacity utilization—precisely the kind of 

“knife-edge” instability envisaged by Harrod in his concept of warranted 
growth. 

Cyclical instability, on the other hand, is limited by the state of expectations 

underlying investment decisions. Such expectations are volatile, and once they 

start to move in the other direction the pressure on capacity eases. There is then 

no need for a change in distribution to put an end to the centrifugal tendency. But 

if a persistent drive to accumulate a larger share of social product is the source of 

the upward pressure on capacity utilization, the most likely outcome is an infla¬ 

tionary spiral that does not cease until there is a fall in the real wage. Thus, 

distribution emerges as the long-run adjustment mechanism for a persistent dis¬ 

crepancy between the share of investment in output and the savings propensity. 

The Desired Rate of Growth 

A tenet of the Cambridge approach is that the relationship between investment 

and profits cuts both ways. “If they have no profit, the entrepreneurs cannot 

accumulate,” writes Robinson, “and if they do not accumulate they have no 

profit.”16 We have so far discussed only the second proposition. “The question, 

then, is thrown forward from: what determines the rate of profit? to: What 

determines the rate of accumulation of capital?”17 Let us now turn to the first 

part of her aphorism: no profit, no investment. 

Robinson examines various theories of investment and suggests that none, 

including Keynes’s marginal efficiency of capital concept, is capable of explain- 
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Figure 16.1 

ing the rate of accumulation in the economy as a whole. She concludes that the 

model should be left open in this respect: “To attempt to account for what makes 

the propensity to accumulate high or low we must look into historical, political 

and psychological characteristics of an economy.”18 But leaving the matter at 

this is also impossible—nothing further can then be inferred about either growth 
or distribution. So Robinson goes on: 

It seems reasonably plausible, however, to say that, given the general charac¬ 
teristics of an economy, to sustain a higher rate of accumulation requires a 
higher level of profits, both because it offers more favorable odds in the 
gamble and because it makes finance more readily available. For purposes of 
our model, therefore, the “animal spirits” of the firms can be expressed in 
terms of a function relating the desired rate of growth of the stock of produc¬ 
tive capital to the expected level of profits.19 

In practice, Robinson makes the expected profit rate follow closely in the 

footsteps of the actual profit rate, and investment plans of period t are based on 

the realized rate of return in period t- 1. Robinson does not explicitly account 

for the formation of expectations regarding the profit rate but, in effect, the 
investment function would appear to be: 

k*, =f </,_,) where/'> 0 (4) 

Robinson graphs this relation as the investment schedule (I) in Figure 16.1, 

which shows the rate of accumulation as a function of the profit rate. However, 

apart from the positive slope, its exact functional form is not explained. The A 

schedule maps the widow’s cruse relationship described by Equation 3: a higher 

growth rate generates a higher level of savings by causing a change in distribu- 
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tion in favor of profit income. Between them, the two relationships determine the 

accumulation rate at which the expectation of profit underlying the decision to 

accumulate matches the actual profitability resulting from the decision. This is 
the “desired” rate. 

Figure 16.1 shows two such rates, one, “D,” stable, the other, “S,” not. 

When the realized profit is higher than expected (the A function is above the 

investment function), investment plans are revised upward and a higher rate of 

profit is experienced. Thus, if the economy goes above S, it will grow faster and 

faster till it reaches point D. Conversely, when the investment function lies 

above the A function, realized profits are lower than expected and accumulation 

slows down. Rates above point D are therefore temporary. If the economy were 

to settle at D, there is a stable and steady growth rate and a distribution of 

income to match. (Part of Robinson’s study is concerned with various barriers to 
achieving this in a pure market economy.) 

The desired rate of growth is notional in the sense that it can be specified even 

though there is no necessary tendency for the economy to gravitate toward it. If 

the desired rate is not feasible because of other forces depicted in the Robinson¬ 

ian typology of growth paths, the particular distribution of income that makes 

that desired rate possible is also not experienced. Indeed, it may be the social 

unacceptability of that distribution that renders desired growth unachievable. 

The Typology of Growth Paths 

Robinson analyzes three other variables that affect accumulation and distribution 

and complete the picture of capitalist growth (excluding technological change 

and choice of technique which are not being studied here). These are: 

(1) The growth rate of the labor supply. 

(2) The initial capital stock. 

(3) The bargaining power of workers against capitalists, and the nature of 

their reaction to changes in distribution; or more simply, how willing and able 

workers are to resist reductions in the real wage rate. 

These define the feasible, in contrast to the desirable, growth rate and may 

constrain the desire to grow faster. Robinson enumerates several possibilities 

associated with each of these variables, defining an “age” corresponding to each 

possibility. 

(1) The possibilities with regard to the labor supply are shown in Figure 

16.2. If the labor supply happens to grow exactly at the same rate as the stable 

desired rate of accumulation (at point D), and if there are no other barriers to 

achieving the desired rate, the “golden” age shines forth. It can only come about 

by a fluke, since there is no automatic mechanism to bring the labor supply into 

line with the labor requirements of desired capital accumulation. If the desired 

rate of growth is too high, in the sense that labor shortages prevent its achieve¬ 

ment, the golden age is “restrained.” Finally, if accumulation is not keeping up 
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with the labor force, a growing proportion of the population joins the unem¬ 

ployed, and the age is “leaden.” (This issue becomes of central importance in 

the study of technology. The effective growth rate of labor supply, of course, is 

not just the additional number of workers but also their increased productive 

power. If there is a shortage of labor, technical change can release this constraint 

by increasing the effectiveness of labor.)20 

(2) The desired rate of growth requires a certain proportional relationship 

between the capital- and the consumer-goods sectors. The incongruously named 

“platinum” ages describe the process of getting from an initial sectoral compo¬ 

sition that is not appropriate for the desired rate of accumulation to one that is. 

Whereas the golden and leaden classifications denote a path characterized by a 

steady growth rate, the platinum label actually describes an economy in transi¬ 

tion from one growth path to another. The platinum ages are traverses.21 If the 

desired growth rate is lower than the one to which the existing capital stock is 

geared, the capital-goods sector has to shrink relative to the consumer-goods 

sector—a “creeping platinum” age. On the other hand, “galloping platinum” 

describes the transition from too small a capital-goods sector—i.e., from a lower 

rate of growth to the larger one required by the higher desired rate of growth. 

In Figure 16.1 the points between S and D are “galloping platinum” traverses, 

i.e., the investment sector is being built up in order to achieve the higher growth 

rate at D. Those above D represent “creeping platinum” ages, i.e., the invest¬ 

ment sector is being shrunk as the growth rate goes down toward D.22 

(3) If workers successfully resist the erosion of their purchasing power by 

hiking up money wages, the profit rate does not go up to the “desired” rate, and 
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we are in a bastard’ ’ golden age. In that situation the price level and the wage 

rate may chase each other along a spiral; the rising growth rate has then come up 
against an “inflation barrier.” 

All of Robinson’s “ages” are defined with respect to the benchmark desired 

rate. For example, a platinum path is one of building the capacity necessary to 

achieve a certain desired rate of growth. The various golden ages describe situa¬ 

tions of either being at the desired rate, or being inhibited from reaching it due to 

a lower rate of labor-force growth, or due to labor resistance to the erosion of the 

real wage. The desired rate itself can be studied independently of the ages, but 

the ages cannot be defined without the “desired” reference point. Without the 

analysis of the investment function and the distributional adjustment mechanism, 

the typology of paths has no meaning. Thus, it is relevant to inquire more closely 
into the determination of the benchmark rate of capital formation. 

The Indeterminateness of the Model 

The logical structure of the two relations, which between them determine a 

desired rate of growth, is similar to the general structure of the multiplier- 

accelerator model. The variables are of course different: levels of output and 

investment in one type of model, versus the rates of profit and growth in the 

other. But the relationships are similar. In the multiplier accelerator model, 

investment determines output, which drives investment. In the Cambridge 

growth model, accumulation determines the profit rate, which conditions accu¬ 

mulation. The similarity is hardly surprising, as both models are rooted in the 
original Keynesian conception. 

Luigi Pasinetti has provided a particularly lucid critique of the multiplier- 

accelerator construction, although the basic structure was elucidated by Samuel- 

son.23 Such models are generally used to explain cyclical fluctuations.24 

Duesenberry, however, utilized a multiplier accelerator model in his exegesis of 

post-World War II steady growth in the U.S. economy.25 Pasinetti asked why 

these theories can explain either cyclical movements or a growth trend, but are 

unable to explain both phenomena together?26 The answer is that the same model 

shows cyclical movements or growth movements depending on the parameters 

assigned to the investment function. Different writers considered different values 

for the parameters, and hence arrived at either cycle models or growth models. 

Thus, Pasinetti pointed out: 

All these theories have the common feature of being based on an endogamous 
dynamism resulting from the interaction between the multiplier and some form 
of the acceleration principle. The latter may be framed in a number of ways, 
but the results are always the same. According to the range of values in which 
the parameters of the investment function fall, the system produces four main 
types of behaviour: exponential growth, explosive cycles, damped cycles, 
steady contraction.27 
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Figure 16.3 

Figure 16.4 

This shows up as a weakness in all the uses to which the multiplier and accelera¬ 

tor principles have been put. The investment function parameters on which the 

outcome of a given model depends are arbitrarily assumed: “although the vari¬ 

ous authors have implicitly shown well-defined preferences for some particular 

values of the parameters of the investment function, they have not developed any 

explicit discussion to justify their positions.’’28 The multiplier and accelerator 
models are, in this sense, indeterminate. 

Reflection shows that these remarks also hold for Robinson’s treatment of 

growth, as one would suspect from the similarity between its structure and that 
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of multiplier accelerator models. There are two points here: 

(i) Robinson admitted from the beginning the slim conceptual basis of the 

investment function. That investment is a positive function of the rate of profit 

may be plausible, but all this tells us is that the slope of the investment function 

is generally non-negative, and positive in some range(s). Robinson herself ac¬ 

knowledged, in a footnote, the dependence of the desired growth path on the 

assumed shape of the investment function, pointing out that there is no logical 

necessity for it to have the shape depicted in Figure 16.1.29 It is just as possible 

for the investment function to be such that there are numerous “desired” rates of 

growth (Figure 16.3), or none at all (Figure 16.4). Depending on how one draws 

the schedule, capital accumulation may tend to a steady rate, or it may be wildly 

unsteady with the economy constantly switching from one growth path to an¬ 

other. The point is that the outcome depends on the shape and position of a 

schedule about which only the vaguest surmise has been made, and that is as 
indeterminate as the accelerator. 

(ii) More importantly, there is no reason for the schedule, whatever its shape, 

to be stable. The investment function rests on the relation between the expected 
rate of return on investment, on which the decision to invest depends, and the 

observed rate of profit—a highly subjective relationship, and one about which 

Robinson says very little.30 Every time the investment schedule shifts, the de¬ 

sired rate of growth also changes. There is nothing in Robinson’s analysis to give 

it any semblance of stability. 

This, of course, is in keeping with the view that the “animal spirits” underly¬ 

ing investment decisions are too volatile to be modeled as a determinate relation¬ 

ship. The volatility due to uncertainty is an important feature of the original 

Keynesian income determination model. It has not been recognized that extend¬ 

ing the Keynesian conception of investment, based on volatile expectations, to 

growth, as Robinson does, leads to an inconsistency. The proposition that free- 

floating business expectations cause fluctuations in employment, capacity utili¬ 

zation, and output rests on the observed cyclical character of these variables. By 

contrast, the steadiness of capital and labor shares in income is a stylized fact,31 

one that Cambridge theory takes as its premise.32 It is contradictory to base these 

shares on volatile investment spending. 

Cyclical versus Secular Changes in Investment 

Economists’ treatment of time was a central issue for Robinson. She pointed out 

the confusion between a comparison of equilibrium positions and a historical 

process taking place in real time.33 She argued that explicit account should be 

taken of the time dimension of a movement. The ambiguity of the time dimen¬ 

sion of investment is thus ironic. This is no doubt a result of Robinson’s need to 

find a quick and easy way for dealing with the troublesome subject in order to 

get to questions she considered more amenable to analytical treatment. Other 
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writers, among them Kalecki and Kaldor, were more careful in their handling of 
the investment question. 

Kalecki explicitly distinguished the effect of cyclical forces on investment 

from secular ones, and tried to formulate a framework that would include both 

types of influences. We can extract the following general form from the several 

versions of the Kaleckian investment function contained in his writings:34 

It + q=A{D + BCD [S'; dPt Idt ] (5) 

B(D is the function that measures business responsiveness to what Kalecki 

sees as the main cyclical influences on the investment decision: firms’ internal 

savings (St) and changes in profits (dPJdt). He places some weight on retained 

earnings both as the direct means of finance and as the indicator of firms’ ability 

to raise funds from outside. He considers changes in profits the main determinant 

of the expected future rate of return. These two effects show themselves in the 
amount of investment undertaken with a time lag of q. 

The function measuring the response to profitability and retained earnings, B 

(T)i itself changes with time, but is stable in the short period, when changes in 

retained earnings and profits cause fluctuations in investment. (T) indicates a 

sequence of periods to which t belongs. That is, coefficients A and B evolve over 

time, but changes in them take longer stretches of time than changes in the 

variables contained in the square brackets. Hence T contains t. The term A (7) 

reflects factors, whether social, technological, or political, that do not show their 

effect through profits but nonetheless condition investment. This term looks like 

an autonomous investment component, but the time tag T indicates it is a vari¬ 

able. The Kaleckian investment function has a dual time structure, with the 

coefficients A(T) and B(T) capturing secular changes, but acting as constants in 

the shorter time span defined by movements in the variables 5, and dP /dt. Note 

that Pt is the absolute amount of profits; it increases regularly with the scale of 

the economy. Capital formation leads to greater profits and the latter leads to 
more capital accumulation. 

This structure would not seem to be entirely consistent with Kalecki’s well- 

known assertion that “the long-run trend is but a slowly changing component of 

a chain of short-period situations; it has no independent entity.’’35 On the con¬ 

trary, the coefficient A(J) embodies institutional determinants that require an 

explanation independent of short-term variations that are accounted for by the 
second term of Expression 5. 

Needless to say, this distinction between changes in the variables of the 

relationship versus changes in the coefficients themselves, while interesting, 

does not amount to a theory of investment on its own. Expression 5 needs further 

elucidation to go from a listing of components to a real explanation. Kalecki’s 

repeated attempts at formulating slightly different versions of the same idea may 

be an indication of his own dissatisfaction with the analysis of investment. Small 
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wonder that he described the subject as “the central piece de resistance of 
economics.” 

All the same, the Kalecki formula provides the element missing from 

Robinson’s analysis: it includes secular determinants in an explicit way. We 
have seen that a change in the rate of capital formation can cause a long-run shift 

in income distribution only if it is itself a relatively “permanent” change. The 

variable dPJdt does not embody such a movement; the coefficients A(T) and 

B(T) do. The justification of the distributional mechanism requires a discussion 

of such parametric shifts. Robinson does not make this distinction. Her invest¬ 

ment function does not deal with secular changes. In effect it does not have the 

same time dimension as the widow’s cruse mechanism. The two relationships, 

represented by schedules A and I in Figure 16.1, underlying the desired rate have 

different dimensions and therefore do not belong together. 

The distinction between level of investment and the rate of growth of capital 

stock or share of investment in GNP is relevant here. It is possible to think of a 

secular relationship between investment and capacity that underlies the rate of 

growth of capital stock. The relationship itself depends on the specific conditions 

of the economy under consideration. On the other hand, it is possible to regard 

the rate of capital formation as having no special significance apart from the 

absolute amount of investment. In this case the level of investment is not teth¬ 

ered to capital stock and output, and the economy is not characterized by a 

secular parameter of accumulation. Then, the only changes caused by investment 

are cyclical ones, and the widow’s cruse mechanism does not exist. 

Which view is a more accurate description of growth experience can probably 

only be resolved by empirical research, if at all. The point here is that the 

widow’s cruse mechanism can only be valid if the rate of capital formation does 

have secular stability. Kaldor’s justification of the distributional effect implies 

that only a persistent change in the ratio of investment to capital stock can cause 

a persistent change in the distribution of income between wages and profits. For 

this, the ratio has to reflect a stable relationship between the scale of the econ¬ 

omy and investment. It is this dimension that Kaleckian parameters A(T) and 

B(T) represent. 
The point can be further illustrated with Kaldor’s own modeling of growth. 

He derives a secular growth rate by including technological change as an endog¬ 

enous variable. Kaldor subsumed all increases in productivity under a “technical 

progress function.” He suggests that productivity growth is a function of accu¬ 

mulation: 

y* = a + bk* (6) 

where y* and k* are the growth rates of per worker output and capital input, 

respectively. 
The coefficients a and b represent the degree of “inventiveness” in the econ- 
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omy and the willingness of economic agents to adopt new ideas and methods. 

The technological progress function involves a given level of technological dy¬ 

namism. Given a regular flow of invention, Expression 6 shows the impact of 

investment on the embodiment and therefore diffusion of these innovations. 

Kaldor argues that a high rate of investment means fast diffusion and therefore 

high productivity growth.36 Long-term equilibrium is defined as a constant capi¬ 
tal to output ratio, which can be expressed as: 

k* =y* (7) 

Given this condition, the productivity function 6 solves for a unique equilibrium 
growth rate: 

k*=y* = a/\-b (8) 

The growth rate (a/1 - b) is determined independently of the other relationships 
in the model. Savings and investment adjust to bring about this rate. 

For reasons that go beyond the scope of this paper,37 Kaldor’s explanation of 

the technological progress function and the dynamic equilibrium condition is not 

entirely satisfactory. However, the rate of growth of capital, k*, derived in this 

way does have the merit of being consistent with the post-Keynesian distribution 

story, (a/1 — b) is based on the “degree of technological dynamism” of the 

economy, and this dynamism in turn is based on institutional characteristics that 

are persistent and slow to change. It is plausible that these forces underlie the 
social distribution of income—they have the same time dimension. 

Accumulation fluctuates around and gravitates toward the parametric rate 

(c/1 - b). To complete the story, the absolute amount of investment at any one 

time period can be seen as fluctuating around the level required by the secular 

rate of growth. Animal spirits and uncertainty come into play in this latter con¬ 

text. The regular Keynesian multiplier applies to these fluctuations. Whether or 
not this is a realistic picture of growth, it is a consistent one. 

In summary, the argument that the growth rate determines the real wage 
through its influence on the price level makes sense only if the growth rate can 

be seen as sufficiently well established. There have to be persistent forces under¬ 

lying the growth rate that render it a stable parameter of the economy. The view 

of investment as based on subjective factors that are not amenable to analysis 

conflicts with the distributional mechanism, which requires that a case be made 

for a rate of accumulation subject to secular shifts, not to cyclical fluctuations. 
What is needed is an explanation of what the underlying forces are that may 

endow accumulation with such a character, and how these forces influence in¬ 
vestment decisions. 

Future researchers have much to learn from Robinson’s mistakes as well as 

from her insights. Along with Kaldor, Kalecki, and other post-Keynesian think¬ 

ers, she asked questions that mainstream economists either ignore or answer 
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superficially, and that remain relevant. It is hoped that an awareness of a weak 

point in Robinson’s trail-blazing work on growth will highlight the nature of 

capital formation as a critical issue and thus facilitate the task of filling in the 

gap. 
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(Figure 16.1), although her definition clearly implies that these points are such “ages.” 

23. Samuelson, 1939. 
24. E.g., Hansen, 1964. 
25. Duesenberry, 1958. 
26. Pasinetti, 1974, p. 55. 
27. Ibid., pp. 65-66. 
28. Ibid., p. 67. 
29. Robinson, 1964, p. 49 n. 1. 
30. See pp. 8-9, above. 
31. Kaldor, 1970, p. 13. 
32. Robinson, 1974. 
33. Robinson, 1974. 
34. The following discussion is based on the essays “Determinants of Investment” 

and “Trend and Business Cycle” in Kalecki, 1971 and chaps. 14-15 in Kalecki, 1969. 

35. Kalecki, 1971, p. 165. 
36. Kaldor, 1957, pp. 595-97. 
37. In particular, the notion of firms picking the most desirable capital to output ratio 
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is troublesome, because Kaldor considers such ratios the outcome of technological 
change. That is, for him and Robinson, technologies do not exist as blueprints, so each 
ratio corresponds to a different level of technical development. But Kaldor’s model im¬ 
plies that technological change exists as a blueprint, which if anything is more implausi¬ 
ble a premise than the standard production function. 
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JR 
CHAPTER SEVENTEEN 

Technical Change, Profit, and Growth 

Immanent Crisis and Rigorous Theory 

David Laibman 

About ten years ago, at a time when I had no idea that Joan Robinson was aware 

of my existence, I received in the mail a copy of her manuscript entitled “The 

Organic Composition of Capital.’’1 No covering letter, only this notation at the 

top of page 1: “See p. 15—J. R.’’ Turning to that page, I found the following 

marked for my attention (it refers to Professor Samuelson’s Surrogate Production 

Function): “It seems to me to be a great insult to Marx to foist this conception 

upon him. It is far more honourable to admit that his value system is not 

all-inclusive than to try to make out that he was really a neoclassic at heart.” 

This admonition was directed toward early versions of my efforts to provide, 

in a Marxian context, a rigorous theory of the conditions under which technical 

change that raises the organic composition of capital” might be expected to 

occur. Professor Robinson, of course, had long argued that the entire line of 

reasoning running from technical change to a falling rate of profit was a red 

herring,2 and that, whatever might be said about capitalism-specific determinants 

of technical change, long-run neutrality was all that could be deduced at the level 

of theory. Now, when a (then!) young Marxist began to propose a formulation in 

which biased technical change might emerge from capitalist rational choice, 

subject to a constraint that looked suspiciously like a neoclassical production 

function (see below), the opportunity presented itself for Professor Robinson to 

knock off two of her favorite targets with one blast. My deepest regret, in 

presenting a simple but fully elaborated version of my proposal in this paper, is 
that I will not have her reaction to it. 

Despite the obvious objections, made in a Robinsonian spirit, that the follow¬ 

ing model suppresses the heterogeneity of the capital stock and all the associated 

valuation puzzles,3 and that it ignores the thorny but essential question of the 

qualitative transformation of goods and production processes through time, I 

believe it is important to work out a model of capitalist growth with technical 

change at the same level of abstraction and simplicity as that of the neoclassical 

228 
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models.4 On this basis, the Marxian immanent critical tendencies, including that 

of the falling rate of profit, may be reconsidered. I will dispense with the usual 

literature survey,5 assuming general familiarity with the issues at hand. 

The Composition of Capital 

We will work with an aggregative (one-good) model of the utmost simplicity and 

generality.6 Production is carried on by homogeneous labor, using a stock of 

capital to produce output; in obvious notation, 

K,L—*X (1) 

The capital good—the same stuff as output, of course—does not depreciate; 

there is therefore no material input flow in production, and no distinction be¬ 

tween net and gross output. We define, conventionally, two ratios that com¬ 

pletely describe the technology in use: k = K/L, the capital-labor ratio (Marx’s 

“technical composition of capital”), and* =X/L, labor productivity. 

Technical Change-Choice 

Capitalist accumulation is inherently dynamic. At any moment in time, choices 

can (and must) be made, but these choices are not choices among statically 

preexisting alternatives; rather, they are choices of changes. To give expression 

to the way in which these change-choices are constrained, I have proposed a 

refurbished version of Kaldor’s technical progress function (in its earlier ver¬ 

sions, before the retreat from the capital stock to the investment flow).71 prefer 

to call this concept the mechanization function-, it is illustrated in Figure 17.1. 

The mechanization function posits a direct relation (with diminishing returns) 

between the growth factors of x and k, rather than between their growth rates, as 

in Kaldor. The growth factor of any variable y is Gy = yfyt _ v the ratio of the 

value of the variable in a given time period to its value in the period immediately 

preceding. The growth factor of y can be thought of as “one plus the growth rate 

of y,” but this growth rate is ambiguous in a discrete time model, for which the 

growth factor seems better suited.8 We will need a parametric version of the mecha¬ 

nization function, given below. Since the Cobb-Douglas form is by far the most 

convenient (I have tried others), we will want to represent both positive and 

negative growth by means of a variable that never takes on negative values. 

Thus, using G for growth factors and g for growth rates, when y is stationary, 

G = 1 (gy = 0); for absolute minimum growth, Gy = 0 {gy = - 100%); y is falling 

(rising) when Gy < 1, Gy > 1 (gy < 0, gy > 0). 

The mechanization function is: 

GX = G ■ Gk° 0< a< 1 (2) 
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Figure 17.1 

In this expression, G is a parameter reflecting “autonomous” technical prog¬ 

ress: organizational and skill improvement raising productivity by some small 

amount each period independently of increases in the degree of mechanization 

(Gk)-, with Gk - 1, therefore, Gx = G, which should be thought of as lying in the 

range 1.005-1.01. G is the concentrated indicator of the capitalist society’s insti¬ 

tutional arrangements surrounding research and development, and dissemination 

of productivity advances; it is therefore beyond the control of the individual 

capitalist and not an object of strategic planning, let alone short-period choice. 

The other parameter, oc, expresses the rate at which diminishing returns to mech¬ 

anization set in within a given short-period scientific-technical horizon: greater 

increases in productivity can be achieved through raising k, but not in an un¬ 

bounded manner. As a varies from 0 to 1, it defines a family of curves, bounded 

by a horizontal straight line at Gx = G (mechanization is completely ineffectual) 

to a ray from the origin through (G,l) (productivity increases are unbounded). 

Figure 17.1 illustrates the general case. While a is given exogenously in the 

short period, it may be thought of as a possible object of strategic planning by 

capitalists, who are under constant compulsion to find large productivity in¬ 

creases in the short run as a condition for success in the competitive struggle for 

survival (of which more below). This may be less a matter of conscious policy 

and more a question of something like natural selection, favoring the survival of 

capitals that succeed in raising a, thereby planting an a-increasing tendency in 
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the engineering culture of capitalist society which then “operates behind the 
backs of” individual capitals.9 

At a moment in time, however, both G and a are given; the mechanization 

function is the technical-change possibility set for the capitalist, who chooses a 

position on it in accordance with an objective function. This latter must be 
specified with some care. 

The Conjunctural Profit Rate 

Preliminary to doing this, we will need general expressions for the profit rate 

and for the distribution of income between workers and capitalists. These 

classes, as always in models whose object is the theory of the abstract capital¬ 

ist economy, are unambiguously defined and exhaust the economically active 

population. If W represents aggregate real wages, W/L = wx is the real wage 

rate, where w is the share of wages in output (W/X). The rate of exploitation 

is (1 - w)/w. The rate of profit, defined conventionally as profits/capital, may 

be written: 

r = 
X-W 

K 
(3) 

I have chosen to define the profit rate in terms of the physical capital stock K, 

ignoring the sense in which the wage represents variable capital, labor power 

once it has passed into the control of the capitalist in the circuit of productive 

capital. In classic Marxian terminology, my profit rate is S/C, not S/(C + V). This 

choice greatly simplifies the workings of the model. More importantly, like the 

pure fixed capital assumption to which the profit-rate formulation is related, it 

accurately reflects the conditions of mature, industrialized capitalist economies, 

in which working financial capital earmarked for payrolls is negligible in size 

compared to the financial capital tied up in the stock of physical capital goods. 

Only this latter need be preaccumulated; payrolls for additions to the labor force, 

if not entirely financed out of new revenue, are financed through short-term 

borrowing whose interest cost is negligible. It should not be necessary to remark 

that this definition of r in no way denies or contradicts the distinction between 

constant and variable capital flows or the importance of this distinction in grasp¬ 

ing the inner nature of the capitalist production relation. 

We come finally to the maximand. If Kaldor is the progenitor of my con¬ 

straint, the objective function comes from Okishio: the individual capital seeks to 

maximize the profit rate that would accrue to it if it were the sole possessor of a 

new technique, and therefore were able to operate the technique at prices of 

inputs and outputs appropriate to the old, existing technique. In a multisector 

world, the capitalist treats prices as constant (thus “failing” to “anticipate” 

changes in prices consequent upon general adoption of the new technique). In 
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the one-sector case, without relative commodity prices, the relevant constants are 

the real wage rate wx, and the wage share w; the latter follows from the fact that 

x represents aggregate productivity, which is assumed constant by the individual 

capitalist.10 It should be noted that nothing is presumed about the subsequent 

adjustment of w and wx when the new technique becomes general; any assump¬ 

tion, from Okishio’s constant wx to my own constant w, or any other, may be 

made subsequently in tracing out the movement of the real wage and the profit 
rate.11 

The underlying story presumes an intense, competitive struggle for survival 

among capitals, in which technical change is a major weapon. Each firm must 

think of itself as an innovator, and must seek to occupy the quasi-monopoly 

position of sole possessor of a new technique; if it fails to pursue this opportu¬ 

nity, no matter how fleeting the excess return may be, its competitors will do so, 

and will use the ensuing advantage against it in the race for markets, diversifica¬ 

tion, and growth.12 Pursuing the hint in the paragraph directly above, this is a 

form of capitalism-specific rational expectations: capitalists may “anticipate” 
the loss of their privileged position; they may even “anticipate” never attaining 

that position, if they expect other capitals to be able to move to the new tech¬ 

nique almost simultaneously; but they cannot take evasive action, in the sense of 

avoiding the technical change and the ensuing consequences, since that would 
mean their eventual extinction. 

I have chosen the term conjunctural,” rather than the more common 

innovator’s” or “transitional,” to avoid the connotation of a bifurcation into 

innovators and imitators, as in Schumpeter (1939), and the idea of golden ages 

with an abnormal period of transition between them. The conjunctural profit rate 

is the maximand for all capitals, and the struggle for successful accumulation via 
innovation is a continual process of interruption of equilibrium. 

With these conceptual points established, we may define the conjunctural rate 
of profit:13 

_ XGx — (wx )LGl x Gx-w 

P KG~k = k ~G^ (4) 

Optimal Technical Change 

The choice problem is now straightforward. The individual capitalist maximizes 
(4), subject to (2). Since there is nothing unusual or difficult in the workings, we 
proceed directly to the solution: 

w — 
Gk = 

w 
1/a 

1 - a G(1 -ex) (5) 
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Figure 17.2 

This result is illustrated in Figure 17.2. Solving (4) for Gx, we obtain: 

Gx = w + p (k/x)Gk (6) 

This may be thought of as an iso-p line, whose intercept is the wage share 

coefficient, w, and whose slope is governed by the variable p. When p = r, the 

iso-p line passes through Gx = Gk= 1, representing the no-change option. As p 

increases, the line rotates upward; p, the maximum achievable conjunctural 

profit rate, occurs at the point of tangency between the iso-p line and the mecha¬ 

nization function, defining Gx and Gk. 

The Organic Composition 

We are now ready to pose the question whether micro-rational technical change, 

as promulgated by capitalists, will result in a rising organic composition of 

capital. We define the latter as the ratio of the value of the physical capital stock 

to the flow of current labor [in Marxian notation, C/(V + 5)], as this appears to be 

the best way to make the concept a measure of development of the productive 

forces, independent of the rate of exploitation or w.14 In our one-sector notation, 

the composition of capital is: 
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Q = K/X ~ k/x, (7) 

the capital-output ratio. Observing that Gq = Gk/Gx, and applying the optimality 
result (5), we find the growth factor of Q to be: 

GG = G -Hi 
w 

\(1 - a)/a 

1 - a (8) 

From this, the condition for composition-increasing (composition-decreasing) 
technical change is easily derived: 

Gq ^ 1 as (1 - a)G1/(1 ~a) (9) 

Rather than a law of rising organic composition, we have a way to identify the 

determining factors. Gq > 1 is more likely the higher is w, the higher is a, and 

the lower is G. First, it should be emphasized that if the required conditions 

obtain, then the rising composition of capital is established, and is consistent 

with micro-rational behavior—indeed, it is the outcome of that behavior. Beyond 

that observation, and in the absence of reliable empirical information, our con¬ 

clusion must be presumptive (not to say presumptuous!). If G is small, owing to 

the notorious capitalist neglect of fundamental research and the atomistic, waste¬ 

ful, and secretive duplication of research activities inhibiting dissemination of 

results, if the wage share is kept sufficiently high owing to the increasing size, 

homogeneity, and political maturity of the working class; i/the search for short- 

run p-increasing technical change promotes a high and rising a; then the accu¬ 

mulation path will reveal a secularly rising composition of capital—as long as 
the above conditions continue to prevail. 

In analyzing these conditions, I was interested in whether capitalist experi¬ 

ence would indeed discover a positive association between p and a. From 

P = (x/k){Gx - w)/Gk, and after considerable manipulation, we obtain: 

9a 

This derivative is indeed greater than 0, but barely! It suggests the existence 

of a weak incentive to search for a-increasing innovations; one must, how¬ 

ever, remain in doubt as to whether this effect is likely to have a significant 
impact. 

We will return to the issue of the presumption of a rising Q in the context of 

the growth model below. This section may be concluded with a commonplace 

but important observation: We have r = (1 - w)/Q. It is clear that as a matter of 

definition, a rising Q entails falling r, or falling w, or both. I believe the emphasis 

on the issue of the falling rate of profit is misplaced; in so far as our attention is 
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confined to the narrow issue of accumulation reflecting capitalism-specific tech¬ 

nical change,15 the immanent critical tendency is the rising composition of capi¬ 

tal, since this implies either a fall in the profit rate or a rise in the rate of 

exploitation. That these alternatives have not been given equal prominence may 

be due to Marx’s emphasis on the former in volume 3 of Capital, or to a 

predisposition to avoid examining a possibility (rising rate of exploitation) that 

invokes problems of realization or effective demand, owing to an unreasonable 
fear of underconsumptionism. Clearly, the theory of the crisis-inducing character 

of either a falling r or a falling w must be carefully elaborated. It is noteworthy, 

however, that the Okishio assumption of a constant real wage implies a non¬ 

decreasing r but also a rising rate of exploitation, as all productivity gains go to 

profits. One assumption concerning the response of the real wage to technical 

change places the capitalist economy on one horn of the falling-r/falling-w di¬ 

lemma; another assumption places the economy on the other horn. The existence 

of the dilemma in the first place is the real issue, and this depends on ^-increasing 

technical change. 

Accumulation: The Consistent Path 

The issue of critical tendencies may be better examined in the context of a 

simple, non-steady-state growth model, which brings together many of the dis¬ 

tinctively Marxian properties. Two of the three main ingredients are familiar: a 

constant proportional rate of growth of the labor force,16 and a classical savings 

function. The missing link was the theory of optimal technical change-choice, 

and that is now ready for action. 

The growth factor of the demand for labor depends on the chosen rate of 

mechanization, Gk (we drop the bar for notational convenience), and the growth 

factor of the capital stock, GK. New labor can be absorbed into production at a 

rate given by GK /Gk. Constancy of the share of unemployed workers (Marx’s 

reserve army) in the total labor force requires that this ratio be equal to the 

(constant) growth factor of the labor supply, N. Accordingly, we write: 

(10) GK = Gk •N 

remembering that this is a constant unemployment rate condition, not a full 

employment condition. 

All saving/investing is done by capitalists, at a constant rate s, proportional to 

profits:17 

= 1+ j(1-w)(jc/^) 

(11) 

Gk = 1 + sr 
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Figure 17.3 

This of course is a variant of the so-called Cambridge Equation.18 

All the ingredients of the growth path are now in place; the story is told in 

Figure 17.3. The relation between w and Gk, the desired growth factor of mecha¬ 

nization, is given in the right-hand member of Equation 5, and is shown in the 

southeast quadrant of Figure 17.3. Equations 10 and 11 are plotted, respectively, 

in the southwest and northwest quadrants; the rays labeled N and GK have slopes 

N and l/s. Using all these relationships, a point such as T in (/",w) space can be 

identified. I call such a point a consistent point. It is (in as few words as possible) 

the conjunction of a profit rate with a wage share such that, given the saving rate, 

the growth factor of the capital stock is such that, given the growth factor of the 

labor supply, the rate of mechanization that keeps the rate of unemployment 

constant is the same as the rate desired for conjunctural profit rate maximization, 
given the postulated wage share. (One picture is worth a thousand words.) 
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The locus of consistent points is the consistent path, shown in the northeast 

quadrant of Figure 17.3. Its equation, the solution of Equations 5, 10, and 11, is: 

r = 1[G(l-a)]'V«-4; (12) s sN 

The point T lies on a profit-rate/wage-share tradeoff (Equation 3), and presup¬ 

poses a certain level of Q. The key to non-steady-state dynamics lies in the 

behavior of Q. Referring to Equation 7 and Figure 17.2, it is evident that Q is 

rising as long as Gk > Gx, or, equivalently, Gk > G1/(1 - a)—i.e., to the right of 

point S in Figures 17.2 and 17.3. At T, therefore, Q is rising, and the wage-profit 

curve pencils inward as shown.19 The resulting movement depends on the social 

complexities of wage adjustment, of course, but we can analyze cases in which 

artificial stages given by constancy of w or of r are created. Assume provision¬ 

ally, for example, that workers initially have the power to preserve their share as 

productivity rises with (7-increasing technical change, w remains constant, and 
the profit rate falls, from T to TCapital accumulation then falls to GK (T'), and 

the resulting gap represents rising unemployment. 

While many approaches to wage adjustment are possible at this point—either 

the real wage or w may be considered to depend on the unemployment rate, for 

example—the most general assumption, and the one required for adjustment to 

take place, would seem to link unemployment to change in the wage share. As 

the reserve army grows, it is not necessary for real wages to fall; only for real 

wages to begin to rise less rapidly than productivity. Thus, we may (conserva¬ 

tively) write: 

sign w = sign (GK - Gk N). (13) 

The erosion of the wage share is shown as the subsequent movement from T' 
to T " in Figure 17.3. This movement closes the gap between Gk N and GK from 

two directions: by increasing the profit rate, thereby restoring GK, and by reduc¬ 

ing the p-maximizing Gk. This latter effect is the reason why, when a new 

consistent point is reached at T", the profit rate is not restored to its previous 

level. 
The consistent path is thus shown to be a benchmark growth path—one could, 

with suitable precautions, say “equilibrium” path—for the economy, abstracting 

from cycles, possible investment catastrophes, etc. Movement along it, from 

points like T to points like T", involves “labor-saving” technical change, a 

falling rate of profit, and a rising rate of exploitation (thought by some to be the 

essential proposition behind Marx’s concept of “relative immiseration”). 

Against those observations in confirmation of the Marxian vision, however, it 

must be pointed out that the path has a terminus at point S, when w has fallen to a 
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Table 17.1 

level—(1 - a) G1/(1 «)—at which p-maximizing technical change implies con¬ 

stancy of Q. If growth proceeds to this point, the economy settles into a steady 

state, with profit rate rs, wage share ws, productivity and the capital-labor ratio 

growing at the same constant rate, G1/(1 ~ a). Our earlier question concerning the 

likelihood of ^-increasing technical change may now be reformulated to assess 
the likelihood of reaching point S. 

While no firm conclusions can be drawn from back-of-the-envelope calcula¬ 

tions, the following exercise may at least point the way toward a fuller analysis. 

For Gq = 1, we have ws = (1 - a) G1/(1_a>. Substituting this into Equation 12 we 
find: 

Table 17.1 shows values of rs (above the diagonal) and ws (below the diago¬ 
nal) for various hypothetical values of a and s, assuming G = N = 1.001. Nu¬ 

merous opinions are undoubtedly possible concerning the empirical counterparts 
of 5, w, and r, and a would have to be estimated. Nevertheless, the heavily boxed 

region in the table, for which both a and 5 are between 0.5 and 0.75, seems a 

good guess; if it is, then the steady state would still appear to be out of reach of 

the advanced capitalist economies, where wage shares are in excess of 50 per¬ 
cent and rates of return in excess of 10 percent. 
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The connection between consistent-path growth and both cyclical and secular 

crisis remains to be explored, as does its relation to the conceptualization of 

stages in capitalist development. I have speculated that an economy evolving 

along (or close to) its consistent path may encounter barriers—associated with a 

minimum r entailing financial crisis and a minimum w related to crises of effec¬ 

tive demand—before reaching point S.20 But all this is for another day. 

Conclusion 

I have proposed a theory of optimal technical change for a capitalist economy, 

from which conditions for the trend in the composition of capital can be de¬ 

rived.21 The conclusion seems inescapable: (2-increasing technical change may 
be carried out by capitalists who are behaving rationally in the pursuit of maxi¬ 

mum conjunctural profits. I believe there is, in fact, a presumption that this will 

be the case, at least for long periods in capitalist development. The Okishio 

theorem rules out / -decreasing change if the real wage is constant, but it does not 

rule out the r-decreasing/w-decreasing dilemma. For this reason, the concept of 

the falling rate of profit, although secondary to the problem of conditions for 

(^-increasing technical change, is by no means reduced to a mere matter of 

contingency. With (^-increasing change, if the wage share is constant (one of the 

benchmark cases for the analysis of the various possibilities), the rate of profit 

falls. While this case is artificial, in that it requires real wage increases exactly in 

step with productivity increases, it is no more so than the assumption of a 

constant real wage.22 Either assumption points to an immanent critical tendency, 

and an analysis of capitalism-specific technical change should lead toward a 

theory of crisis encompassing both falling-r and falling-w crisis potentials. My 

work on technical change and growth is intended as a contribution toward that 

theory. 

Notes 

1. Subsequently published as Robinson, 1978. 

2. See Robinson, 1947. 
3. See Harcourt, 1972; Laibman and Nell, 1977. 
4. E.g., Solow, 1956. 
5. See Harris, 1983; Roemer, 1977,1978, 1979. 
6. More complex versions of the model include ones that divide the economy into a 

capital-goods sector and a consumer-goods sector, entailing both goods-market equilib¬ 
rium and profit-rate equalization; and productivity embodied in vintages of capital goods, 
involving a scrapping decision for early vintages. See especially Laibman (1981). Work is 
in progress on a version with financial relations between “inside” and “outside” capi¬ 
tals; a preliminary result is that the parameters of the financial decision by inside capitals 
affects the course of technical change. 

7. Kaldor, 1957. 
8. Discrete time, in turn, has been chosen because it is more amenable to computer 
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simulation, and this in turn seems to be an invaluable aid in exploring the properties of 
models such as this one where explicit solutions for the time paths of the variables are 
unattainable. 

9. Empirical estimation of the mechanization function is readily suggested; in a 
simple linear form, log Gx = log G + a log Gk. Since technical change is incorporated in 
the definition of the variables, the function is not subject to an upward shift over time 
(although one could break the time series into segments, to test for change over time in the 
parameters); thus a straight fit” is all that is required, without any assumptions about 
distribution, perfect competition, etc. Caution is required, of course; the data are far from 
reliable. In the vintage version of the model, the mechanization function is specified for 
the latest vintage capital stock and associated output only. While this is more conceptually 
satisfying, it makes the prospects of testing even more remote. 

10. Okishio (1961) works in terms of arbitrary alternative techniques, rather than with 
the technical change-choice set proposed in this paper. His criterion for a switch in 
technique—cost reduction at the given prices—can be shown to be identical to the con- 
junctural profit rate criterion used here. I stumbled upon this idea independently (Laib- 
man, 1976), only fifteen years late! 

11. See Laibman (1982), for detailed argument concerning the relation between the 
rate of exploitation and the balance of class forces as a rationale for the constant-w 
assumption. 

12. The fact that growth is the key to survival establishes the profit rate, not the 
amount of profit, as the central strategic variable. See Laibman and Nell (1977); for a 
contrary view, see Shaikh (1978). 

13. Derivation of the right-hand expression in Equation 4 makes use of a feature of 
growth-factor algebra: Gx = Gx /GL, Gk = GK/GL. 

14. This concept might better be termed the “organic composition of capitalist pro¬ 
duction. In a multisector model, as was mentioned above, valuation puzzles confound 
the definition of Q, which puzzles are, of course, blissfully absent here. 

15. It may be well to recall the wise agnosticism of Maurice Dobb (1959): “The 
contradictions of capitalism today on a world scale are so multiform and so complex that 
the force and extent of them cannot be epitomized in any single curve, like the tempera¬ 
ture-chart of a hospital-patient” (p. 103). 

16. Relaxation of this assumption is easily accomplished, but little seems to be gained 
by doing so. Harris (1983) makes the ingenious assumption that capitalists create their 
own sources of labor supply, if necessary, by raiding noncapitalist sectors at home or 
abroad. This does not affect the path of accumulation or the rate of profit, however. 

17. Note the absence of the usual Keynesian dichotomy between the saving and 
investment aspects of the accumulation decision; this dichotomy is important in the short 
run, and in relation to financial mechanisms that we cannot examine here, but it seems 
inappropriate to carry it over into analysis of long-run growth. The absolute autonomy of 
the investor in Keynes is an opposite distortion to the disappearance of this autonomy and 

its replacement by passive maximization in the neoclassics; neither is an adequate repre¬ 
sentation of the capitalist. 

18. There is a slight dimensional problem here. Gx is a pure number; r has reciprocal¬ 
time dimensionality. It has not seemed useful to make these concepts consistent by replac- 
mg r with some sort of profit factor. Dimensional purists can imagine an additional 
multiplicative constant with numerical value of unity and the dimension of time. 

19 Although the current formulation is more convenient, nothing would be lost if the 
model were reformulated in terms of a profit rate/real wage tradeoff. In this case, the 
maximum real wage would rise with productivity, and the ny-intercept would shift out¬ 
ward to the right. 
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20. These speculations will be found in Laibman (1983), which also offers some 
suggestions regarding the incorporation of a state sector into a model of this kind. 

21. Capitalist micro-optimality does not imply social optimality. Without launching into 
the murky waters of “social welfare functions,” we may refer to common sense to tell us that 
raising capital-goods requirements per unit of output is inefficient from a social standpoint. 

22. Harris (1983, p. 320n) describes the constant-w assumption as “a specific hypoth¬ 
esis concerning the operation of the labour market. Otherwise, one would have to give up 
the idea of a labour-market determined real wage and resort to some other determination 
not yet specified. Until such a determination is provided, the mere assumption of a given 
rate of exploitation would remain without any behavioural content.” I have emphasized 
that constant w and constant real wage are analytical devices; neither is likely to occur. 
But if behavioral content is needed, is it any less behavioral to postulate that workers are 
concerned with their relative position more than with their absolute level of income? 
Further, if we assume a nineteenth-century environment of prices falling via competition 
as a result of productivity increases, then given money wages would automatically result 
in constant relative shares, and constant real wages would require the unlikely occurrence 
of a fall in money wages exactly equal and opposite in magnitude to the rise in productiv¬ 
ity. For further discussion, see Laibman (1982). 
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JR 
CHAPTER EIGHTEEN 

Joan Robinson 

Why Not a Nobel Laureate? 

Marjorie S. Turner 

Joan Robinson was regularly nominated for the Nobel Prize and at least one year 

she was on what is called the short list of contenders. Presumably, then, hers was 

one of what Assar Lindbeck has called “ ‘hot’ names.”1 Why was she never 
honored? 

Alfred Nobel left his money for prizes only in five areas: physics, chemistry, 

physiology and medicine, literature, and Peace. The first prizes were awarded in 

1901, and The basic idea of the original Nobel prizes was to award specific 
achievements rather than ‘outstanding persons.’ ”2 

Sixty-seven years later, the Central Bank of Sweden at its tercentenary cre¬ 

ated a ‘‘Prize in Economic Sciences in Memory of Alfred Nobel.” The bank 

places an annual amount, equal to a Nobel Prize, at the disposal of the Nobel 

Foundation. The standard procedures for choice of a Nobel laureate are used and 

the presentation is made on Nobel Day. The original skepticism of some of the 

natural scientists in the Royal Swedish Academy of Science toward the proposal 

was overcome partly through the efforts of Gunnar Myrdal and other economists 

who were members of the Academy. This memorial prize was first awarded in 

1969, so there were fourteen awards made to twenty economists before Joan 

Robinson’s death in 1983. There were twenty female laureates in Robinson’s 
lifetime, though none in economics.3 

Each field has its own recommending committee. Every fall invitations to 

nominate candidates are sent out to “statutorily competent” individuals. These 

include previous Nobel laureates, members of the prize-awarding bodies (the 

Nobel committees), professors in various prize fields at specifically mentioned 

universities, presidents of representative authors’ organizations, members of cer¬ 

tain international parliamentary or legal organizations, and members of parlia¬ 

ments and governments. A person must be nominated to win, but this is no 

problem, since the Nobel committee members themselves can nominate. About 

seventy-five departments of economics (not always the same ones) from many 
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Table 18.1 

Table of Reasons, Nobel Awards in Economics 1969-82 

Mathematical/ 
Statistical Theory Other 

1969 Frisch, Ragnar 
Tinbergen, Jan 

1970 Samuelson, Paul 
1971 Kuznets, Simon 
1972 Hicks, John R. 

Arrow, Kenneth J. 
1973 Leontief, Wassily 
1974 Myrdal, Gunnar 

von Hayek, Friedrich 
1975 Kantorovich, Leonid 

Koopmans, Tjalling C. 
1976 Friedman, Milton 
1977 Ohlin, Berth 

Meade, James 
1978 Simon, Herbert A. 
1979 Schultz, T. W. 

Lewis, Arthur 
1980 Klein, Lawrence R. 
1981 Tobin, James 
1982 Stigler, George 

countries are invited to suggest candidates. This nomination process usually 

produces 150 to 200 proposals yielding between 75 to 125 nominees. “Sponta¬ 

neous suggestions from persons who have not been asked to submit proposals 

are not considered.’’4 Probably the petition signed by 500 women on behalf of 

Joan Robinson was thus duly ignored, perhaps not even circulated among the 

committee. Not all nominators are equal. In the case of economics, Lindbeck 

says, the important thing is “not how many suggestions each candidate has 

received but rather who the proponents of the various candidates are. Thus very 

competent nominators, whose judgment the committee ranks highly, may have a 

strong influence on the committee, particularly if their supporting arguments are 

convincing.”5 

According to Lindbeck, “A typical feature of the proposals is that the sugges¬ 

tions tend to be concentrated on well-known and highly respected economists, in 

particular on scholars in the field of ‘central’ economic theory as traditionally 

understood. Economists who have been involved in controversies over economic 

policy issues are often suggested.” Lindbeck felt that the nominators often do 

not appreciate the necessity of awarding for “specific contributions.”6 

Each year, two or more studies are made of each candidate whom the com¬ 

mittee regards as particularly meriting attention—that is, between twenty and 
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thirty persons “though usually only a handful of these are regarded as ‘hot’ 

names each year.’’ The recommendation of the committee is then presented to 

the Academy. “So far, the proposals of the prize committee to the Academy 

have been unanimous.’’7 At the awards ceremony a member of the Nobel Com¬ 

mittee for Economics makes a presentation, giving primary reasons for the 

choice. (Each year the full text of the ceremony is published.) On the basis of 

these published award presentations, I constructed a table that gives the insight 

of an outsider into the awards in economics during Robinson’s lifetime (see 
Table 18.1). 

Of course, many of the recipients might have fallen into more than one 

column. However, as I read the presentation statements, I noticed that of the 

twenty recipients, seven made special contributions to mathematics or applied 

statistical models, ten to theory, and three were difficult to categorize but did not 

fall under either of the former. For example, in making the 1974 award to 

Myrdal and Hayek, Erik Lundberg said, “Hitherto the prize in Economic Sci¬ 

ence . . . has been awarded to researchers who have made pioneering contribu¬ 

tions in what may be called ‘pure’ economics. . . . However there are prominent 

researchers in the field of the social sciences whose range of interests covers 

other and wider areas than those embraced by the term ‘pure economics.’ ”8 

George Stigler was thought to have “opened new and important fields for eco¬ 

nomic research.”9 Lindbeck’s reading of the committee’s work employs five 

categories: (1) General (“basic”) Economic Theory: Samuelson, Arrow and 

Hicks; (2) Theoretical Contributions Concerning Specific Aspects of Sectors of 

the Economy: Meade, Ohlin, Tobin, Lewis, Schultz, Simon, and Stigler; (3) Power¬ 

ful New Methods of Economic Analysis: Their Development and Application: 

Frisch, Tinbergen, Leontief, Koopmans, Kantorovich; (4) More Nearly “Pure” 

Empirical Research: Kuznets, Klein, Friedman; and (5) Nonformalized Innova¬ 
tive Thinking: Hayek and Myrdal.10 

The Nobel committee responsible for choosing an economist is interesting in 

itself. Once on the committee, a person may serve many years. Lindbeck does 

not say how the committee is selected. Of the fourteen committees between 1969 

and 1982, R. Bentzel served on all of them; A. Lindbeck and H. Wold on 

thirteen; E. Lundberg on twelve; B. Ohlin on the first six—he was off two years 

before being awarded the prize; I. Svennilson on the first three; S. Carlson on 

nine. Lundberg interrupted his service for two years but returned in 1982 to serve 

as secretary of the Committee that selected George Stigler. The new blood on the 

committee is K. G. Maler, I. Stahl, and L. Werin. Lindbeck reports that “a 

consensus has in fact developed quite ‘automatically’ within the committee, as if 
by some kind of invisible hand, after intensive discussions.”11 

The committee has long recognized the existence of a “backlog of ‘worthy’ 

candidates.” Lindbeck notes that some, like Viner and Kalecki, “missed” 

awards “due to death not long after the prize was initiated” (both died in 1970). 

He added to this list Frank Knight (d. 1972) and Roy Harrod (d. 1978), but did 
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not mention Robinson. This mention of Harrod is particularly interesting in that 

no Keynes-Keynesian has ever been honored and the committee had ten opportu¬ 

nities to name Harrod. The committee had felt some pressure “to speed up the 

awarding of important contributions that are relatively far back—and perhaps 

also in some cases of some elderly candidates provided they are regarded as very 

‘hot names.’ ”12 Prize sharing can be a way of taking care of the backlog of 

worthies. Prizes can be shared by halves, by thirds, or by one-half, one-fourth, 

etc.13 

Lindbeck denied that the politics of candidates was ever an issue. Using the 

prize sharing of Myrdal and Hayek as an illustration, Lindbeck argued that 

“since the prize is conceived as a purely scientific award,” the fact that the 

recipients are “often regarded as political ‘antipoles’ did not bother the commit¬ 

tee.” He also denied that the committee “was positively attracted by the idea of 

combining political antipoles.”14 

We can make a distinction between the politics of economics and politics per 

se. For these purposes, political differences are taken to be ideological differ¬ 

ences. The politics of economics is another matter and refers to the definition of 

the science and the identification of the basic theory. As Lindbeck noted, his 

view and presumably that of the committee is that the “General (‘basic’) Eco¬ 

nomic Theory” is “general equilibrium theory and welfare theory.”15 All could 

agree that Robinson did not even intend to make a specific contribution to 

general equilibrium theory. 

Whether the politics of economics carries over into politics per se is debat¬ 

able. However, to show how far Robinson’s work was from the temper of the 

Nobel committee in 1982 (her last chance), the speech by Lars Werin presenting 

the Nobel Prize to George Stigler can be quoted. Werin cites Stigler for: 

reintegrating basic theory with the actual market processes, and for clarifying 
the role of economic legislation. . . . Stigler . . . has built bridges between 
theory and facts . . . resolving seeming contradictions between them. In most 
cases, contradictions disappear if households’ and firms’ costs of obtaining 
information on market opportunities and adjusting to them are integrated into 
the theory. . . . The basic properties of the traditional theory thereby remain 
intact.16 

In other words, at least part of Stigler’s special contribution was to preserve 

traditional theory. Werin also mentioned a hypothesis “proposed” by Stigler, 

“which, to paraphrase bluntly his own wording, reads: what you cannot achieve 

yourself, let the state do for you.” Werin added, “The extent of validity of this 

hypothesis is still unknown. . . . But reading between the lines of his recent 

writings, perhaps the hope may be discerned that the research which he has 

begun so successfully will also stimulate those engaged in politics to become 

more immune to external pressures.”17 Perhaps a natural scientist would raise an 

eyebrow over a hypothesis not yet validated but only hoped for. Werin’s point 
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Table 18.2 

National Origin for Nobel Laureates in Economics 

Other United 
Scandinavian European Kingdom United States 

1969 Frisch Tinbergen 
1970 Samuelson 
1971 (Kuznets) Kuznets 
1972 Hicks Arrow 
1973 (Leontief) Leontief 
1974 Myrdal (Hayek) Hayek (Hayek) 
1975 Kantorovich 

1976 
(Koopmans) Koopmans 

Friedman 
1977 Ohlin Meade 
1978 Simon 
1979 Lewis Schultz 
1980 Klein 
1981 Tobin 
1982 Stigler 

was that Stigler had “inspired substantial research on the effects of regulatory 

legislation and the driving forces behind it.” There is more, but the reader can 

see that here was a reward for a person defending what Robinson was fond of 

calling laisser-faire. Robinson persistently questioned whether the free mar¬ 
ket could contribute very much toward human welfare. 

The national origin of the Nobel laureates in economics is also of some 

interest (see Table 18.2), even though Nobel’s will designated that it was to be 
ignored. 

Kantorovich, inventor of linear programming, is a citizen of the Soviet Union. 

Leontief and Kuznets, although bom in Russia, had careers in the United States, 

and Kuznets was educated in the United States. Hayek, an Austrian by birth and 

education, taught in both the United States and England. Of the two Dutch 

economists, Tinbergen and Koopmans, the latter calls the United States his 

home. Even Sir Arthur Lewis, who was bom a British subject on St. Lucia 

Island, spent time at Princeton University during his long and varied career. In 

sum, eight of the twenty were American-bom and five others spent some impor¬ 

tant part of their careers in the United States. If any fact can demonstrate the 

dominance of American economics, this record does. Harvard, MIT, Stanford, 

and Yale scored, but Chicago came in with three (four, if you count Hayek). 

(Lindbeck must count Arrow as a Harvard laureate because he scores Harvard 
three.) 

England, once dominant in western economics, could only match Chicago in 

my count. (Lindbeck must count Hayek for England). None of these was a 
Keynes-Keynesian. 
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Lindbeck made the awarding speech for Samuelson in 1970, noting that the 

fourth area of Samuelson’s “specific achievement” was that “Samuelson has 

made outstanding contributions ... in the field of capital theory_Samuelson 

. . . showed, partly in cooperation with Robert Solow, that it is possible to 

develop a logical capital theory—and to speak about a well-defined price of 

capital—even without adopting such an aggregate concept of capital.” Lindbeck 

also mentioned the “turnpike theorem,” but not the reswitching controversy.18 

As for politics in the ideological sense, Lewis and Myrdal were the only 

“social democrats.” Hayek and Friedman were both founding members of the 

Mont Pelerin Society. George Stigler has also been a member of the Mont 

Pelerin Society, as was committee member Erik Lundberg. The one communist 

to have been honored was Russian mathematical economist Leonid Kantorovich. 
Certainly there were no Western left-wingers. 

Some economists have centered their remarks either on Joan Robinson’s sex 

or her politics to explain her failure to win the prize. Others have raised the 

question of her own attitude toward her Imperfect Competition, which had been 

her most influential book on mainstream economics. On the one hand, it was 

written thirty-six years before there was a Nobel prize in economics. On the 

other, in the second edition in 1969—the year the Nobel was first offered to an 

economist—she been highly critical of her own method. Although no was was 

awarded a prize solely on early work, their achievements before World War II 

were often mentioned in the awarding speeches. In the award to Tinbergen and 

Frisch, it was noted that since the late twenties and early thirties they had been 

“working along the same lines.” Hicks’s Value and Capital (1939) was noted as 

having “breathed fresh life into general equilibrium theory.” However, Hicks’s 

Theory of Wages (1932) was not mentioned; this is noteworthy, since Hicks’s pref¬ 

ace to a later edition revealed his puzzlement about the popularity of that book in 

America. Leontief’s dates for his early input-output models were not mentioned, 

but his Structure of the American Economy was published in 1941. Myrdal and 

Hayek were also cited as having done some pure economic research in the 1920s 

and 1930s before branching out to “other and wider” areas. Kantorovich invented 

linear programming in the 1930s, and Ohlin contributed to the development of 

international trade theory in the 1930s. The rest were younger men. The curiosity is 

not that Robinson did not win on Imperfect Competition but that many Americans 

continue to think of that as her only “specific achievement.” 

Robinson’s use of the literary as compared to mathematical form must cer¬ 

tainly have handicapped her. When Ragnar Bentzel made the awarding speech 

for Hicks, he said, “Hicks used traditional differential analysis as a mathematical 

tool. When later more modem mathematical methods began to be introduced into 

economics, Arrow [who shared the prize with Hicks] used them to study the 

properties of general equilibrium systems.”19 The fact is that Robinson’s Accu¬ 

mulation of Capital, coming as it did in the 1950s, still did not employ the 

“more modem mathematical methods.” 
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Another black mark was possibly Robinson’s constant criticism of orthodox 

theory. Indeed, in a statement that may have referred to Robinson, Lindbeck 
says: 

It is also clear that the prize awarding authority has tried to favor 
“constructive” contributions rather than contributions that are “destructive” 
in the sense of mainly launching criticism that does not lead anywhere. To 
provide “shoulders” on which other scholars can stand, and thus climb higher, 
has been favored over attempts to show that “everybody else” is wrong, or 
that the world is so complex that simple and coherent analytical structures are 
useless. Skillful polemics that do not seem to push research forward have not 
been regarded as worthy of being honored.20 

Reading the record, one can infer Robinson’s sins before the committee: she 

disowned the method in her early contributory work The Economics of Imperfect 

Competition; she worked diligently to undermine the hegemony of the central 
core of general equilibrium theory in all of her later work; she proposed another 

path in The Accumulation of Capital, but this path led nowhere as far as main¬ 

stream research programs are concerned (because it did not employ general 

equilibrium models); she engaged in the capital controversy, which was also 

destructive of the central core of general equilibrium analysis, its complacency, 

and its methodology; she failed to use the latest mathematical techniques. Being 

a leftist, or what members of the Mont Pelerin Society are fond of calling “a 

Marxo-Keynesian” did not help. Being a nonconventional woman did not ingra¬ 
tiate her. The committee is all-male. 

Samuelson has suggested that Robinson would have or should have won a 

Nobel in 1937, sharing it with Chamberlin, but of course, there was no prize 
then.21 

Lindbeck stated that the selection committee had “relied entirely on qualita¬ 

tive judgement."22 Quantitative judgments like the frequency of citations had 

never been considered. Yet he seemed pleased that the prize winners usually 

rank very high on citation indices. He conceded that several—Kantorovich, 

Stone, Meade, and Ohlin—had not. Lindbeck cited Richard Quandt’s study of 

citations in eight leading journals (five American journals, two British journals 

and one international journal, Econometrica). In 1976, Quandt reported that with 

the exception of Myrdal and Kantorovich, all the prize winners had appeared on 

his lists of the twenty most frequently cited economists at least once. Quandt 

added: “If frequency of appearance on the lists is any guide toward predicting 

Nobel prize winners, the top candidates for a prize in the near future are R. F. 

Harrod and J. Robinson with three appearances.” Then with two appearances 

each and in alphabetical order, Quandt listed W. J. Baumol, M. Friedman, G. 

Haberler, H. G. Johnson, L. R. Klein, F. Machlup, R. Solow, and G. Stigler.23’ 

That Joan Robinson never won the Nobel Prize is mainly a reflection of the 

kind of economics that has been dominant in the profession and within the 
selection committee since the prize was initiated in 1968. 
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CHAPTER NINETEEN 

Bibliography 

The Writings of Joan Robinson 

Maria Cristina Marcuzzo 

Foreword 

Joan Robinson’s extraordinaiy range of interests encompassed many fields of 

economics and related subjects. During the more than fifty years that she was 

active as a writer, she published books, articles in scholarly journals, short papers 

in newspapers and magazines, and many reviews. Her continued prolific produc¬ 

tivity may explain why preparing this bibliography has been such a difficult and 
time-consuming task. 

I realized many years ago while talking to Joan Robinson that she had no 

record of all her published work and I thought that I could create such a complete 

bibliography. I produced a first tentative list in 1982, which I published in Studi 

Economici, as the opening piece of a series of bibliographies of great econo¬ 

mists. Three years later I produced an updated and revised version, which I 

decided, however, to leave in the form of a working paper (Modena: 

Dipartimento di Economia Politica, 1985). It was this manuscript that guided me 

through the Joan Robinson papers brought to the King’s College (Cambridge) 

Archives after her death in 1983. I worked through these papers with a view 

toward identifying and dating all her work, and with the intention of doing a 
more general study of the Cambridge School of Economics. 

Meanwhile, my bibliography had circulated among Joan Robinson scholars, 

and although I think that more work is needed, I was glad to accept Ingrid 

Rima s invitation to include it in this anthology. By making this bibliography 

more accessible, I am hoping that it will stimulate further research on one of the 
great economists of our time. 

I wish to thank Geoff Harcourt for facilitating my access to the Joan Robinson 

papers in the Library of King’s College, Cambridge, as well as for his support for 

this project, and Dr. Michael Halls, the Modem Archivist, for his help. I also 

wish to thank V. Chick, R. W. Clower, J. Kregel, A. Rosselli, M. Russo, 
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J. Schor, and F. Wilkinson for encouragement and advice, and I wish especially 
to express my gratitude to the late R. F. Kahn for all his support. 

Underlying the preparation of this bibliography are years of research in many 

libraries: I would particularly like to mention the following here: the University 

Library, Cambridge; the Marshall Library, Cambridge; the British Library at the 

London School of Economics; the Biblioteca della Facolta di Economia, 

Universita di Modena, Italy; the University Library, Stanford University, Stan¬ 

ford, California; the University Research Library, University of California, Los 

Angeles; the General Library, University of California, Berkeley; the Dewey 

Library, Massachusetts Institute of Technology, Cambridge, Massachusetts; the 

Mugar Library, Boston University, Boston, Massachusetts; and finally, the 
Widener Library at Harvard University in Cambridge, Massachusetts. 

This bibliography was completed while I was a Visitor at the Center for 

European Studies at Harvard and benefited from a grant from the Italian National 
Research Council. 

Notation and Abbreviations 

Each publication listed in this bibliography has been assigned a number, in 

brackets at the beginning of each entry, that corresponds, as far as I have been 

able to ascertain, to the chronological order of publication. 
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