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Introduction

 

Many economists like to think of their discipline as a science where progress

is made through the advancing of new theories and the careful empirical

evaluation of such theories. Despite the criticism which this approach has

received from philosophers of science, there is a strong belief amongst many

economists that the central criterion of the adequacy of a theory is its predic-

tive accuracy; the realism of its assumptions is not seen as an important issue

and is thus ignored. Further, any economic analysis which does not provide

predictions, even if it supplies explanations and insights, is dismissed. The

economists who hold these views see themselves as ideologically neutral

observers; as such the personalities, social backgrounds and political beliefs

of their colleagues in the discipline are of little interest. Further, the eco-

nomic system is viewed as harmonious with no essential conflicts between

social classes.

The starting point of this dictionary is quite different. It is firmly based on

the view that economics is not a neutral science, practised without thought

being given to its social and political effects. Indeed, many economists have

explored this avenue in their work. Naturally, knowledge of their work and

their lives is not as readily available as comparable knowledge about ortho-

dox economists. This is precisely why we were persuaded that a dictionary of

this kind may not only be welcome but long overdue. Consequently, for the

first edition of this Biographical Dictionary we decided to emphasize two

aspects. The first was to allow dissenters to describe the avenues which they

had personally explored. The second was to see what social and political

influences have been at work on individuals: why do they think they came to

adopt the views they did? We asked contributors to pay special attention in

their analyses to these two aspects. The second edition follows closely the

first edition. It has updated entries and some additional entries, including

some dictated by the passage of time and others which were inadvertently

omitted in the first edition.

The dominant paradigm in economics is the neoclassical one. This has been

particularly so in the United States and to a lesser degree in the native English-

speaking world. In much of Continental Europe, neoclassical economics did

not achieve the same dominance since Marxist economics had much more

influence than in North America and Britain. The growing importance of the

English language in economic discourse has been one of the forces spreading

the influence of neoclassicism, particularly in, but not restricted to, Europe. But
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in the last 30 years the previously dominant neo-Keynesianism (or to use Joan

Robinson’s expression ‘bastard Keynesianism’) has lost much of its influence

and we have witnessed, perhaps as a reaction, an upsurge of work on a range of

alternative approaches to economic analysis.

Neoclassical economics has been dominant in two major respects. The first

is that the economists (including most Nobel prizewinners) and academic

journals with the highest prestige operate predominantly within the neoclas-

sical paradigm. The second is that the economic analysis to which students

are systematically exposed is neoclassical. Systematic treatment of, say, post-

Keynesian or Marxian economics is not often found in the teaching of the

discipline, though textbooks on which such teaching can be based are now

widely available. However, the disquiet which many economists feet over this

orthodoxy has prompted some dissenting economists to teach this body of

knowledge as a critique of that orthodoxy. More recently, and as a reaction to

this disquiet, dissenting economics is quite often taught on compulsory courses.

This is rather more the case in Europe than in the USA.

In neoclassical economic analysis, the focus is on the behaviour of the

individual, who is viewed as a rational being with well-defined objectives

which are ruthlessly pursued in an environment with good information. The

interaction between individuals takes place through arm’s-length market rela-

tionships, and questions of power, class, race and so on are ignored. Moreover,

as mentioned earlier, little attention is paid to social and political institutions.

Society is viewed and analysed from the point of view of the individual rather

than the individual in relation to society. Individual economic actors, whether

households or firms, are seen as subordinated to a hypothetical market mecha-

nism, relating to one another through this mechanism. This asocial element is

not restricted to exchange but also covers production where factors are com-

bined according to a technically determined relationship to produce the output.

The dissent indicated in the title of this dictionary is from neoclassical

economics. Such dissenters are identified by a variety of labels (and some-

times no label at all) including institutionalist, post-Keynesian, Kaleckian,

Marxian and neo-Marxian, Sraffian and radical political economists. The

emergence of neoclassical economics can be dated from the 1870s, and hence

dissent from it some time later. This has led us to include only people who

have made their main intellectual contribution in the twentieth century (caus-

ing the omission of some intellectual giants such as Marx). A few have

disagreed with the title of the dictionary on the grounds that it is neoclassical

economics which is the diversion from the classical tradition (from Ricardo

and Marx): thus, it is argued, those we label as dissenters are the true de-

scendants of the classical economists from whom the neoclassicists have

diverged. This view may well be historically correct since the classical and

surplus traditions clearly predate the neoclassical one. However, we have to
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recognize that the latter has been the dominant orthodoxy in the twentieth

century, so that it is from that tradition that dissent occurs; a view accepted

by most of our contributors.

A great deal of economic analysis is not specifically neoclassical, notably

most of the study of industrial economics and much of (especially Keynesian)

macroeconomics. These are areas of analysis which have sought to confront

real-world problems – areas where neoclassical economics has been found

wanting, though its advocates have sought increasingly to recapture them.

Many who have felt uneasy with neoclassical economics have found a haven

in, for example, industrial economics. There have been many who have made

important contributions to these and other areas who could be included as

non-neoclassical. Indeed the empirical work which has been carried out by

such economists can often been used to underpin the analyses undertaken by

dissenting economists. However, we have limited inclusion to those who

have been explicit in their dissent from the neoclassical tradition.

The fact that dissenting economists have disagreements amongst them-

selves is reflected in this dictionary: some contributors are strongly critical of

the work of other contributors. Indeed at times there have been sharp debates

and a degree of intolerance amongst non-neoclassical economists. Neverthe-

less, it is possible to highlight some themes which a wide range of dissenting

economists (though not all) would view as important. In methodological

terms, there is an emphasis on realism in that theories should represent

economic reality as accurately as possible. The construction of theory begins

with ‘realistic abstractions’ rather than ‘imaginary models’ so that explana-

tion, rather than prediction, is emphasized. When realism is highlighted in

this way, it is inevitable that institutions and history become an integral part

of economic analysis. However, this emphasis on realism does not rule out a

concern with metaphysical questions such as the source of value.

Since the approach is organic, rather than atomistic, a more complex view

of human nature and of individual behaviour has to be adopted than that

found in neoclassical economics. Humans are viewed as social, rather than

individual, animals. In this sense, the distribution aspects of economic theory

and policy are particularly emphasized by dissenting economists; many would

also focus on the antagonistic nature of the class conflict under capitalism

and other social systems. The categories of value and surplus, however much

they may be criticized for internal inconsistencies, encapsulate this antago-

nism directly (whereas the categories of profit and real wage in orthodox

economics express the antagonism only by the imposition of external forces

which are not fundamental to the theory). Although neoclassical economics

has developed theories of growth, its primary concern is with the uses of

existing resources. Dissenting economists, however, have made growth and

accumulation central to their theorizing. These are important topics in their xii    Introduction

 

own right, but for many in the non-neoclassical tradition they permeate the

whole of their economic analysis. For example, the determination of prices

has significance for the distribution of income between profits and wages,

while profits form a substantial part of the finance for accumulation.

The study of growth and accumulation, however, can only be undertaken

satisfactorily in a specific historical context. The relevance of the emphasis

on history is that the past of an economic system cannot be changed, whilst

the future is uncertain. Uncertainty here means that the future is unknowable

and unpredictable with the result that people’s expectations can easily be

frustrated. Yet expectations about the future must be formed to guide decision

making. Since market forces cannot deal with the unknowability and

unpredictability of the future, other economic and social institutions must be

used. This is one reason, amongst many, why most dissenting economists are

critical of the consequences of unrestrained market forces.

It is this inherent uncertainty that leads to the existence of money, which

provides liquidity and flexibility in the presence of lack of knowledge about

the future. The importance of money is that it provides a link between the

past and the present, and also between the present and the future. In this and

other ways, banking and credit institutions assume paramount importance in

the analyses advanced by many dissenting economists. Emphasis on them is

only part of a general recognition of the many powerful institutions which

mould much of economic life. Multinational corporations, for instance, have

substantial power arising from their size and the international scale of their

operations; their study has been central in the work of a number of dissenting

economists. For them, it is clearly the case that the institutional arrangements

of a society should be taken into account when the workings of an economy

are analysed. These institutional factors are to be interpreted widely. They

range from the size and control of firms, the extent of unionization amongst

workers and the relationship between these (and other) groups to the legal

framework within which these groups operate. The organization and control

of the economic system are the issues here. The structure of power and

conflict within that framework can be said to be of paramount importance in

this analysis.

Underlying all these aspects is a strong belief that the subject matter of

‘dissenting economists’ is not economic analysis isolated from other social

sciences. Such an approach to the study of economy and society is inevitably

very much historical and political, as well as an antithesis to the notion of a

value-free study as propagated by orthodox economists.

The major purpose of the dictionary is to provide a guide to the significant

contributions of a number of important dissenting economists from around

the world. We have sought to include names from a wide range of countries,

not just the Anglo-Saxon ones, to give the dictionary a truly international
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character. But despite our efforts, a bias towards Anglo-Saxon economists

remains, although reduced as compared with the first edition. The approach

we have adopted for determining the inclusion of names relied heavily on

comments from colleagues. We thus drew up a provisional list on which

comments were obtained from a wide range of colleagues, leading to a final

list. The enthusiasm with which people have responded to our invitations to

comment and to contribute have confirmed the potential usefulness of this

dictionary.

People on the list for inclusion who are alive were invited to write their

own contribution, and most of them have done so. In a few cases, they

suggested someone else to write an entry on them, and we have duly invited

the person named. In those cases where someone wrote an entry on them-

selves for the first edition but have since died, we have made some minor

additions to the entry. Authors’ names are omitted from the headings where

the entries are autobiographical. Unfortunately, a small number of people

have declined our invitation to contribute which explains some of the omis-

sions which readers may notice.

We have not sought to impose a common pattern on entries, apart from the

listing of major publications at the end of each and asking for a focus on their

journeys through economics and how and by whom they have been influ-

enced. We have not sought to achieve homogeneous entries. Although a

certain amount of editing has been undertaken, we have not insisted on a

single format or style. Thus in what follows, the reader will observe a variety

of styles which are much more diverse than might usually be expected in a

dictionary of this type. By not imposing a common pattern the reader can

gain some ‘flavour’ of the differences in approach and character of dissenting

economists. Neither have we sought to vary the length of entries according to

the ‘importance’ of the contributions made by the person concerned or any

other criteria. All contributors were asked to write to the same length, though

inevitably some were better at keeping to this restriction than others.

People writing about themselves decided whether they would use the first

or third person, and most have chosen the former. A number of entries refer

to early education: it should be noted here that for entries written by Ameri-

cans, public schools are state-financed schools whilst for British entries public

schools are private schools and grammar schools are selective state schools.

In the text, publications by the various authors are referred to either by the

title or by the year of publication. The full reference is provided at the end of

the entry, as well as full details of other works which are referred to in the

text.

Major political events (notably the rise of fascism in the 1930s, the Viet-

nam war and student protest in the late 1960s) have frequently had a significant

impact on shaping the approach which individuals have adopted towards xiv   Introduction

 

economic analysis. Others have highlighted the impact of their teachers,

usually from the dissenting tradition. Still others have emphasized the iniqui-

tous nature of the capitalist system in which they have been brought up. All

have seen the purpose of economic analysis to be the understanding and

improvement of the world in which we all live.

In compiling this dictionary we have received enthusiastic cooperation

from many people. Some were already friends (and we hope that they remain

so after our exploitation of them), and others have become so through contact

over this project. Our friends, old and new, who have helped us are so many

that any attempt to enumerate them here would not only be lengthy but run a

serious risk of unintentional omissions. We simply wish to express sincerely

to all who have helped us our profound thanks. It can be truly said that

without their assistance this dictionary would not have been possible.




Samir AMIN (born 1931)

Samir was born in Cairo in 1931 and was educated at the Lycée Français

there. He gained a Ph.D. degree in Political Economy in Paris (1957) as well

as degrees from the Institut de Statistiques and from the Institut d’Etudes

Politiques. He then returned home where he was attached to the Planning

bodies of Nasser’s regime. He left Egypt in 1960 to work with the Ministry of

Planning of the newly independent Mali (1960–63) and following this com-

menced an academic career. He has held the position of full Professor in

France since 1966 and was for ten years (1970–80) the director of the UN

African Institute for Economic Development and Planning (in Dakar). Since

1980 he has been directing the African Office of the Third World Forum, an

international non-governmental association for research and debate. He is

currently the President of the World Forum for Alternatives.

The main contributions of Samir Amin can be classified under four head-

ings: (i) a critique of the theory and experiences of development; (ii) an

alternative proposal for the analysis of the global system which he calls

‘really existing capitalism’; (iii) a re-reading of the history of social forma-

tions; and (iv) a reinterpretation of what he describes as ‘post capitalist’

societies.

Amin’s critique of the theory of development goes back to his Ph.D.

dissertation (1957) published later under the title Accumulation on a World

Scale. Conventional theory presents a general view of the problem that might

be summed up in the simple proposition that ‘underdevelopment’ is nothing

more than delayed development. The emerging conclusions advocate ‘devel-

opment policies’ focused on more thorough participation in the international

division of labour. Accumulation was among the first texts to challenge this

conventional wisdom. Bourgeois economics finds attractive only the study of

contingent interconnections resulting from the play of such strictly economic

phenomena as prices and incomes. Moreover, in this exercise it invariably

posits a hypothetical system close to the ‘ideal type’ of capitalism. For that

reason, an examination of bourgeois economic statements on ‘underdevelop-

ment’ throws into exceedingly sharp relief the inadequacies and the narrow

range of the conventional ‘science’ of economics. The limitations are most

clearly visible in three areas of economic analysis: monetary problems, the

conjunctural state of the economy, and international relations. That is hardly

an accident. The ebb and flow of economic tides indicate that in proffering its

hypotheses of spontaneous, ineluctable balance, bourgeois economics turns a

blind eye to the contradictory dynamics inherent in capitalist accumulation.

As for the theories it propounds on international exchanges, notably those of

comparative advantage and the self-equilibrating balance of external pay-

ments, they rise no higher than a vapid ideology of universal harmony between

nations operating as partners in the world capitalist system.
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Such was the critical thrust developed in Accumulation. However, bourgeois

economics aspires to the formulation of a social philosophy asserting a broader

idea: that in its spread, the market of commodities and ‘production factors’

creates maximal conditions for the satisfaction of all, thus constituting a ra-

tional process transcending history. This claim stands on shaky ground. For the

discipline of ‘economics’ itself is nothing more than a pseudo-science, a conse-

quence of the economic alienation peculiar to capitalism. ‘Economics’ is the

result of that peculiarly capitalist trait whereby phenomena generated by soci-

ety seem to confront that same society as if they were natural laws external to

it. Thus linked to the illusion of a rationality beyond history, bourgeois socio-

economic philosophy is unable to deal with the real history of societies.

Beyond this critique Amin offers an alternative methodology to deal with

the analysis of global capitalism in two books, Imperialism and Unequal

Development and The Law of Value and Historical Materialism. According to

him there are two ways of looking at the social reality of our modern world.

The first stresses the fundamental relationship which defines the capitalist

mode of production at its most abstract level and, from there, focuses on the

allegedly fundamental class struggle between the proletariat and the bour-

geoisie. The second stresses the other dimension of capitalist reality, its

unequal development worldwide, and hence focuses its analysis on the conse-

quences that polarization involves at every level, thus defining other issues in

the political and social struggles that occupy the forefront of the historical

stage. In this analytical framework, the development of the periphery has

always been the history of a never-ending ‘adjustment’ to the demands and

constraints of dominant capital. The centres ‘restructure’ themselves and the

peripheries are ‘adjusted’ to these restructurings. Delinking is precisely re-

versing this relation; that is, subordinating external relations to the logic of

internal development.

Polarization on a global level is thus the immanent product of the expan-

sion of really existing capitalism. On the scale of the world capitalist system,

the law of value operates on the basis of a truncated market which integrates

the commerce of products and the movements of capital but excludes labour

power from it. The worldwide law of value then tends to standardize the

prices of merchandise but not the remunerations of labour since its range of

world distribution is infinitely more open than that of the distribution of

productivity. Even beyond the law of worldwide value, unequal access to

natural resources, technological monopolies, extra-economic mechanisms of

political and military domination – as well as the effects of the domination of

life-styles, organization and consumption – have vastly increased this polari-

zation in every dimension.

In fact, the polarization of wealth and power within the world capitalist

system has passed through three stages. In the seventeenth and eighteenth
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centuries, thanks to the colonization of America and its effects on the accelera-

tion of the mercantilist proto-capitalism of Atlantic Europe, that part of the

world acquired for the first time a decisive superiority over the old civilizations

of the Orient which it prepared to attack, thus bringing a halt to their own

proto-capitalist evolution (and sometimes even precipitating regressive involu-

tion). In the nineteenth century the industrial revolution and then imperialism

(in the classical Leninist sense of the term) accentuated this polarization of

wealth and power which became expressed in the contrast between industrial-

ized and non-industrialized countries. Amin proposes the thesis that the structural

crisis of our own epoch, starting in 1970, begins a new stage in world domina-

tion (marked by new technologies, new forms of worldwide finance capital and

so on) which results not in a reduction but an aggravation of polarization. The

peripheral industrialization of one part and the ‘fourth-worldization’ of another

part constitute the new forms corresponding to this last stage of polarization.

This polarization has postponed the question of the eventual socialist trans-

formation in the developed capitalist societies, while in the periphery it has

required objectively envisaging a ‘different development’ from the one that

would result – in these conditions – from its integration into the world

capitalist system.

In this conceptual frame Amin has re-evaluated the various radical at-

tempts at development which occurred throughout the 1960s and 1970s in the

Third World (what he calls the ‘Bandung Era 1955–75’). The Bandung project

was defined by the following features: (i) a determination to develop produc-

tive forces and diversify production (notably to industrialize); (ii) a

determination to ensure that the national state should lead and control the

process; (iii) the belief that ‘technical’ models are ‘neutral’ and can simply be

reproduced; (iv) the belief that this process does not involve a popular initia-

tive as a starting point but simply popular support for state actions; (v) the

belief that this process is not fundamentally in contradiction with participa-

tion in the international division of labour even if it involves temporary

conflicts with the developed capitalist countries. Realization of this national

bourgeois project involved the hegemonic national bourgeois class, through

its state, acquiring control in a number of areas, at least of the following

processes: (i) control of the reproduction of the labour force, which implies a

relatively complete and balanced development so that local agriculture can

be, inter alia, in a position to provide the basic ingredients of that reproduc-

tion in reasonable quantities and at reasonable prices to ensure the valorization

of capital; (ii) control of national resources; (iii) control of local markets and

the capacity to break through into the world market in competitive condi-

tions; (iv) control of the financial circuits making it possible to centralize the

surplus and direct it to productive uses; and (v) control of the technologies in

use at the level of development of productive forces reached.
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History has exposed the inadequacies and the fragility of the dream of the

bourgeois nation-state in today’s Third World. For after the initial period of

post-war prosperity, the world economy slid into crisis in the early 1970s.

Immediately the capitalist camp went on the offensive again and imposed the

hard-nosed demands of the transnationalization process on Third World soci-

eties. It turned their shattered state machinery into simple transmission belts,

and over the grave of the aborted bourgeois national-state, it erected the

object of its own desire: the comprador state (1990b).

Amin also developed a reading of history consistent with his concept of

unequal development (1980). In his opinion what separates capitalism from

all the advanced societies preceding it is not only a quantitative difference of

the degree of development of productive forces. The difference is also quali-

tative. In capitalism, surplus value is obtained through the economic mechanism

of the law of value whereas in all earlier societies the extraction of the

surplus took the form of a tribute imposed by non-economic means. The

contrast between, on the one hand, the transparency of economic phenomena

in pre-capitalist societies and, on the other, its opaqueness through the law of

value in capitalism leads to a reversal of the hierarchy of authority. Whereas

the economy directly commands the capitalist dynamic (which is then ex-

pressed through the play of economic laws which seem to impose themselves

on society as laws of nature), a politico-ideological authority was dominant

in earlier societies. Amin believes that Marx emphasized precisely this re-

versal of relations between structure and superstructure and therefore

emphasized the essential character common to all advanced pre-capitalist

forms (which Amin calls, for that reason, the ‘tributary mode of production’)

in contrast to capitalism. Unfortunately, the dominant currents of Marxism

refused to consider the superstructural dynamics (contenting themselves with

a vague theory of the superstructure as a ‘reflection’ of the exigencies of the

economic base), just as they refused to analyse the systems of pre-capitalist

societies closely bound by multiple relations – political, cultural (religious

among others) and economic. This reduction of Marxism did not predispose

it to understand the transition to capitalism, while it inspired research in a

false direction, namely that of the possible ‘succession’ of modes of produc-

tion such as that of slavery-feudalism. Or by default, Marxism became trapped

in the mythological contrast of the ‘two roads’: the open Occidental way

(slavery–feudalism–capitalism) and the cul-de-sac of the ‘Asiatic mode of

production’. Amin has rejected these theses and has tried to demonstrate their

Eurocentric character.

According to Amin, pre-capitalist societies are characterized by differen-

tiation of the principal source or authority because of what he has called the

‘central’ or ‘peripheral’ nature of the tributary society under consideration.

The ‘central’ or ‘peripheral’ character in pre-capitalism can be found in the

Samir AMIN 5

 

area of the dominant authority, that is to say in the State (power) and in

ideology (cultures, religions), whereas the ‘central’ or ‘peripheral’ character

of a capitalist formation is located in the area of the economy. In this sense,

Amin has defined feudalism not as a specific mode of production but as a

specific – peripheral – form of tributary society. It was peripheral simply

because the centralization of state power which defines central tributary

society was embryonic: the absolute monarchies (close to the advanced tribu-

tary model) appeared relatively late in Europe, precisely in the proto-capitalist

phase of the mercantilist transition. Amin has explained this peripheral char-

acter of feudalism by the proximity of the communal phase among the

barbarians from which medieval Europe developed. But this lag in Europe –

less advanced than the Oriental tributaries – did not seem to have been a

handicap in the acceleration of later development, but on the contrary was an

advantage because of the greater flexibility of the society which it encom-

passed.

Amin later developed his reflections on culture through a critique of

Eurocentrism which he qualified as ‘culturalism’, meaning that it is based on

the hypothesis that the different ‘cultures’ (European, Oriental) are charac-

terized by transhistorical invariants which determine developments; these are

not subject to the laws of general evolution. There he tried to show the

mythological character of these invariants, artificially constructed both to

legitimize the specific dynamic opened by European history (by the myths of

Greek ancestry, by ‘Christianophilia’, by racism) and to legitimize by con-

trast the supposed impasse of other societies.

It is also in this overall framework that Amin discusses the issues of

socialism (1983, 1989b, 1990a). In his opinion, Marx underestimated the

centre–periphery polarization in the worldwide process of capitalist expan-

sion. Marx thought that following industrial revolution, the capitalist system

would take very little time to accomplish its universalizing mission. Reality

worked out differently.

According to Amin, the challenging of the capitalist order from revolts in

its periphery compels a rethink of the whole question of ‘socialist transition’

towards the abolition of classes. The Marxist tradition remains handicapped

by its initial theoretical vision of ‘workers’ revolutions’ opening up (on the

basis of advanced productive forces) a rapid transition marked by popular

democratic rule which should be considerably more democratic than the most

democratic of bourgeois states. Nevertheless, all the revolutions of our time

(Russia, China, Vietnam, Cuba, Yugoslavia and so on) that were unmistak-

ably socialist in intent have been the result of the unequal development in

capitalist expansion. Global polarization has thus been the historical force

behind these types of revolutions by the peoples of the periphery. They have

been anti-capitalist in the sense of opposing existing capitalist development 6 Samir AMIN

 

which has proved intolerable for the people. But that does not mean that these

anti-capitalist revolutions are purely socialist. By the force of circumstance,

they have a complex nature. The expression of their specific and new contra-

dictions, which had not been imagined in the classical perspective of the

socialist transition as conceived by Marx, gives post-capitalist regimes their

real content, which is that of a popular national construction in which the

socialist and capitalist forces and projects combine and conflict. This objec-

tive contradiction should be managed through political democracy and a

mixed economy. Instead it has been managed through statism which negated

its very existence, thus reflecting the reconstruction of privileged class inter-

ests.

Today all societies are integrated into a global capitalist system ruled by

the liberal Utopia and therefore facing three main similar challenges albeit in

the frame of different concrete conditions. First the democratic issue: beyond

political democracy, will the social struggles succeed in giving it a progres-

sive content and thus move towards the social management of the economy?

Second the market issue: will societies simply accept the law of market or

will they succeed in regulating it through non-bureaucratic social planning?

Third the globalization issue: will each society integrate the world economy

simply on the basis of the rules of so called competitivity and therefore

accept eventually the peripherization of the majority of the nations, or will

they succeed in mastering the opening of the economies? Amin argues that

the answers to these questions will depend on the outcome of the ongoing

social struggles (1997).

For Amin, the unilateral market solution can never put right unbearable

social, political and international contrasts. Critical thought is concerned

precisely with identifying alternative social alliances which can provide es-

cape routes from the vicious circles of the market. Different routes are required

by the various regions of the world, specific individual policies cannot be

derived from the unilateral rationality of the market. The imperatives of our

time therefore imply the rebuilding of the world system on the basis of

polycentrism. The various regions and countries should coordinate their vi-

sions and subordinate their external relations to the constraints of their internal

development. They must not be tempted to adjust their internal development

to the global expansion of capitalism.

The social alliances which define the content of the strategies for the

various regions are necessarily different. Yet these specific strategies should

converge gradually towards a global socialist vision through a process which

Amin analyses as ‘a long historical transition from global capitalism to

global socialism’ therefore different from the historical Marxist concepts of

the short transition and the building of socialism in separated countries. In

that long transition the fundamental tendencies associated with the globalized
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expansion of capitalism – that is, growing market alienation, growing de-

struction of the natural basis for life and growing polarization between centres

and peripheries – should be stopped. The positive transition to socialism will

have started when the direction of the trends in these three areas will have

been reversed (1997, 1998).

Amin suffers no illusions as to whether Marxism is going through a crisis.

For him whoever approaches historical materialism as a method (not as a

definitive theory forever sealed and delivered at the death of Marx, Lenin or

Mao) knows that the changing realities of life present a dynamic Marxism

with a continuing series of challenges to creative innovation. To renew its

vitality Marxism has to meet these challenges. The penalty for failure is

atrophy. Only religious dogmatism, which is impervious to reality, is capable

of seeing in an intellectual crisis nothing but threats to its own certainties.
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Athanasios (Tom) ASIMAKOPULOS (1930–1990) G.C. Harcourt

Athanasios (Tom) Asimakopulos declined the invitation of the editors to

contribute an essay on his contributions to the first edition because he did not

consider himself to be a dissenter. He argued that his contributions continued

the approach of economists such as Keynes, Kalecki and Joan Robinson who

really understood what the correct traditions of our discipline were. There is

much to be said for his point of view. Alas, he can no longer argue it himself

– he died in Montreal after a long illness on 25 May 1990 – but his widow,

Marika, has agreed that we may include an account of his life and contribu-

tions in the second edition. She feels that although Tom did not like to be 8 Athanasios (Tom) ASIMAKOPULOS

 

labelled, his work is too important not to be included. So, whether or not they

come under a rubric of dissent, they are substantial and important and Tom’s

life and attitudes were, and continue to be, inspirational.

Tom was born in Montreal on 28 May 1930, the eldest son and second

child of Antonios and Paraskevi Asimakopulos, Greek emigrants who came

to Canada in 1927. It was a happy united extended family with four children

and two bachelor uncles who lived with them. Tom excelled as an all-rounder

at Montreal High School. At McGill he fulfilled as an undergraduate the

potential he had shown as a schoolboy and won a scholarship to King’s

College, Cambridge to do a Ph.D. His first mentor at McGill was Jack

Weldon. I imagine (I don’t know) that Tom was taught Keynes from A

Treatise on Money and The General Theory and Marshall from the Principles

by Weldon, together with Joan Robinson and Chamberlin from the originals

and Sraffa from the 1926 Economic Journal article. Presumably he came to

know J.R. Hicks from Value and Capital (and the Trade Cycle?), Harrod from

his 1939 article and 1948 book, Samuelson from the Foundations and his

articles, and D.H. Robertson from his books and articles. Reading Weldon’s

superb chapter on the classical theory of distribution in Tom’s book on

income distribution (1988a), it is not surprising that Tom came to his later

views, for the crucial seeds were sown by Weldon. Nevertheless, in the 1950s

and early 1960s, his overall structure of analysis differed from what it was to

become, now reflected in his selected papers (Asimakopulos, 1988b), his

introduction to and chapter in his book on income distribution, his micro-

economics text (1978), and his last book (1991). In that book, the views he

developed over the years in teaching Keynes, Harrod and Joan Robinson to

his students are set out lucidly for posterity.

Murray Kemp (who came to McGill in June 1951) was another important

influence – Tom was Kemp’s first graduate student. They ‘hit it off at once

and … remained good friends to the end’. Kemp wrote (28.11.1990)

 

McGill [then] was the outstanding Canadian department … an old-fashioned department of political economy, with theoretical strength both in economics and politics. Ben Higgins, Barton Kierstead, Donald Bailey Marsh and Earl Beach were the senior economists, assisted by Jack Weldon and myself. Fred Watkins … and Jim Mallory were the senior political scientists, with Cramford Pratt and Michael Brecher … in support … an almost ideal environment for a young theorist like Tom.

 

Arrow’s book had just appeared … Within weeks, Tom, Jack and I, with the logician Joachim Lambek, were busily absorbing it. Out of our cooperative study emerged three papers, one by Jack (1952), a joint one by Tom and me (1952) and one by me (1953–4). The joint paper gave perhaps the earliest utilitarian resolution of Arrow’s paradox … Tom’s brilliance was apparent at a very early stage.
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Tom went to Cambridge in September 1953. His research topic was a

three-commodity, three-country study in international trade theory entitled

‘Productivity Changes, the Trade Balance and the Terms of Trade’; he was

supervised by Harry Johnson. It required painstaking, voluminous calcula-

tions in calculus. With the Australian economist, Keith Frearson, Tom went to

Joan Robinson’s lectures on what would become The Accumulation of Capi-

tal (1956). Tom and Keith worked carefully through their lecture notes and

the book itself when it was published. Tom was puzzled and irritated by her

arguments, and by her criticisms of the orthodox theories of value and distri-

bution and neoclassical methodology on which he had been brought up. Tom

also went to the regular Thursday afternoon research students’ seminar run by

Piero Sraffa and Robin Marris in Full Term, and to Nicky Kaldor’s seminar in

King’s for King’s research students.

He returned to Canada in 1956, first to a lecturer’s post at McGill, then to

teach at the Royal Military College in Kingston, Ontario (the Canadian

equivalent of Sandhurst) and, finally, to a tenure track position at McGill in

1959. He stayed for the rest of his life, working closely with Weldon. He

became full professor in 1966 and William Dow Professor of Political Economy

in 1988 in succession to Weldon.

In the mid-1960s Tom went on sabbatical to MIT accompanied by Marika

(they married in August 1961). There, sitting in Bob Solow’s lectures, the

criticisms that Joan Robinson had made of neoclassical growth and distribu-

tion theory suddenly fell into place. Tom immediately took on board the

implications of the critique and started to spell them out in his own work.

This was a courageous decision. It removed him from being regarded as one

of the most promising young theorists in mainstream economics in Canada to

an unpopular maverick position for which there was little understanding and

even less tolerance amongst his peers.

In writing of Tom the economist I must also write on Tom the man; the two

are inseparable. His attitudes to teaching and research reflected his philoso-

phy of life in general. The most admirable aspect of his economics was that

teaching was the top priority. He loved teaching the microeconomics course

to the Honours students at McGill. Even though he had a teaching assistant

for the course, he made sure that from time to time he gave tutorials himself.

A particularly poignant instance is that during his last illness he gave tutorials

in the hospital amphitheatre a few weeks before his death. I have rarely

known a teacher so thorough in the preparation of background notes in which

the assumptions and arguments would be laid out clearly, simply and with

great force. Tom’s careful scholarship unobtrusively shone through in appro-

priate quotes, citations and sensible reading lists.

Tom’s published writings show the great value of developing books and

articles from teaching material. The need to explain explicitly and clearly the 10 Athanasios (Tom) ASIMAKOPULOS

 

assumptions of the analysis, to understand and to quote representative refer-

ences which support the generalizations about other authors’ views, to present

a perspective and to explain the origins and relevance of concepts – all the

demands on a good teacher were supplied in Tom’s writings which were built

up from years of experience of lecturing on the issues, often at different

levels.

Tom had the ability to retain the essential message and thrust of great

authors, passing their message on, fully and fairly, while ironing out mis-

takes, inconsistencies, muddles and the blurred vision which inevitably

characterizes the work of innovative original thinkers, charting new and/or

unfamiliar territories. Tom did this for each of the great authors whose work

he read, analysed and taught. As a consequence, the structure of his own

thought is a model of coherence, clarity and logical consistency.

Tom had exacting standards of scholarship: never showy, no fudges or

fluffs, nothing hidden, careful helpful mathematics, well-set-out diagrams.

Apart from his long continued interest in pension programmes, with which

was associated his critique of Paul Samuelson’s consumption loan model,

Tom usually wrote around and on Keynesian themes and on growth, distribu-

tion and technical progress (this last often with Weldon). Increasingly Kalecki’s

contributions came to be a major influence and interest. Tom probably came

to these, or perhaps even back to them, through the influence of Joan Robinson.

His friendship with Joan was an important part of his life from the 1960s

on. Warmly reciprocated, it was an adult friendship based on mutual affection

and respect which allowed honest criticism. Tom gently chided Joan when he

felt she had carried an argument too far, or had been slapdash, or had not

abided by the maxims she had laid down for herself and others. Soon after

her death, Tom (26 April 1984) wrote of his article on Joan’s contributions

(Asimakopulos, 1984, 1988b): ‘It is a “critical” review, she is too important

an economist to be treated any other way, but all the basis for my criticisms

come from her own critical writings.’ Her famous banana diagram is criti-

cised for being too cavalier in its disregard of ‘Wicksell effects’ which she

had carefully analysed in other places. On 24 September 1984, he wrote: ‘If

we let go of Marshall’s short period, then I am convinced that the Cambridge

theory becomes incoherent. That, I think, is what happened to Joan’s ap-

proach when she denied that the short period is a length of time.’

Robinson and Eatwell (1973) would have been a better book for students if

it had been Robinson and Asimakopulos. Robinson and Eatwell were too

alike – too brilliant, too impatient, too unaware of the absorption ability of

average students to be ideal complements in the making of a textbook. Tom

had great sympathy with the general approach (he sat in for a term on the

drafting of the book) but he would have insisted that the arguments be set out

explicitly in terms which students could easily follow, and that the presenta-
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tion of alternative views be accompanied by textual evidence and references.

In turn, Joan Robinson was puzzled by Tom’s microeconomics text (1978).

She felt he had backslid a little – a hasty judgement. The book may appear to

be orthodox, but if read carefully, it may be seen that as well as telling an

‘orthodox’ story, as any good teacher should, students (and other readers) are

given the materials with which to make up their own minds as they move

through the later chapters where Tom’s own, more heterodox views are

explicitly presented. When he taught the Honours course based on the book,

students were exposed to these views, especially to those on the theory of the

firm and the theory of distribution.

Tom has left a fine legacy in print. As interpretations of Keynes, Kalecki,

Harrod and Joan Robinson and (to a lesser extent) Piero Sraffa, his books and

papers will continue to be invaluable. Tom stands fair square with these

scholars as an economist who deeply understood the economic and political

processes at work in capitalism and how they may best be modelled. His

outstanding papers included the path-breaking work on short-period tax inci-

dence (written with John Burbidge: Asimakopulos and Burbidge, 1974, 1988b),

his critical analysis of Keynes’s investment theory (1971), his stalwart de-

fence of Keynes’s contributions as set in a short-period context (1984–85,

1989), and his paper on saving, investment and finance in Keynes and Kalecki

in the 1983 Joan Robinson Memorial issue of the Cambridge Journal of

Economics (1983, 1988b).

His writings on pensions will also continue to instil common sense and

provide relevance. Along with Weldon, Tom stressed that public pension

schemes involve redistribution through taxes, and thus command over re-

sources, from the working to the retired (or ill or widowed) in the here and

now. They are not associated with a process of saving now for dissaving later

on. Moreover, because any ongoing scheme of necessity must exist in an

environment of uncertainty about the future, analysis should not be based on

models which assume away uncertainty, as virtually all the well known

models in the literature do.

What were the characteristics of Tom’s economics? First, he insisted that

all discussions of economic issues be grounded in the nitty-gritty of reality,

of a recognisable economy with its specific history, institutions and ‘rules of

the game’, as Joan Robinson used to put it. This was true not only of his

discussions of employment and growth theories but also of his microeconomics

lectures and textbook. Real-world examples are scattered through its chap-

ters, the theory is assessed by how well (or ill) it illuminates them. Tom

deplored the habit in modern macroeconomics of ceasing to distinguish, in

models which are supposed to relate to capitalist economies, between the

capital goods and the consumption goods sectors, with the different motives

and financial power of the decision makers in, and the purchasers of the 12 Athanasios (Tom) ASIMAKOPULOS

 

products of each sector. This failure meant that the differential impacts of

their behaviour as a group or class on economic processes were missed out.

He was critical of Martin Weitzman’s influential article in 1982 on increasing

returns and involuntary unemployment, just because Weitzman’s model was

not recognizable as one of a capitalist economy because these essential

features were missing. Moreover, Tom pointed out that Weitzman attributed

‘persistent involuntary under-utilisation of the major factors of production’ to

insufficient overall demand, itself traceable in turn to the unemployed lacking

‘the means to communicate or make effective their potential demands’

(Weitzman, 1982, p. 787). But for Keynes, such communication was not

sufficient ‘for an increase in employment to be self-sustaining, because the

value of the increased output contains a profit component. Investment, as

well as consumption, must increase in order to establish a higher equilibrium

level of output and employment’ (Asimakopulos, 1985, pp. 353–4). Tom

concluded: ‘Weitzman is unable to deal with Keynes’s approach, or to exam-

ine its microfoundations because there is no investment in Weitzman’s model’

(p. 354). Again, when Tom contrasted the model(s) of the firm implied in

Wicksell’s and Marshall’s writings, he preferred Marshall’s model because

its essential features were more recognizably those of actual firms in an

historically real, capitalist economy.

In his later approach Tom took a stance which reflected those of his

mentors, Weldon, Joan Robinson and, through her, Kalecki. In writing on the

classical theory of distribution (Weldon, 1988), Weldon stressed that there

were recognisable macroeconomic processes in classical thought to which

was linked the crucial organizing concept of the surplus, its creation, extrac-

tion, distribution and use. This became central to Tom’s thought, though he

was most interested in what happened in the sphere of distribution and

exchange. There he traced the interrelationships between the theory of effec-

tive demand, especially of investment, and employment and distribution,

their links back to underlying pricing mechanisms, and also how a theory of

tax incidence could be developed within this framework.

The crucial change in Tom’s structure of analysis occurred when he com-

prehended Joan Robinson’s distinction between logical time and historical

time, with which was associated her methodological critique of neoclassical

theory – as she saw it, the illegitimacy of applying propositions drawn from a

comparison of differences to an analysis of processes involving actual changes

occurring.

These insights underlay much of Tom’s later work. An early example is his

article, ‘Keynes, Patinkin, Historical Time and Equilibrium Analysis’ (1973).

Tom contrasted the economic model examined in Patinkin’s 1956 book (which

acknowledged an ‘obvious dependence … on the … concepts and techniques

[of The General Theory])’ with
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The model underlying The General Theory. … Keynes’ model is … a causal model … deals with a particular situation at a particular period of time. Given … the … features of the particular situation examined, … the model works out what will happen next … Patinkin’s model … is an equilibrium model [concentrating] on equilibrium relations … embodies the assumption that forces will move the system to equilibrium if the position examined [is] one of disequilibrium. (Asimakopulos, 1973, p. 179)

 

Keynes’s ‘essentially static’ analysis is ‘concerned with a segment of ac-

tual, historical time … Patinkin’s model … deals with a very different

“world”… more readily described in terms of simple equations’ (p. 180).

Expectations continue to be held with certainty even though they may be

disappointed. ‘Patinkin’s model is … essentially “timeless”… does not pro-

vide a useful theoretical basis for understanding the workings of the economies

for which Keynes’s model was developed’ (p. 181). These arguments are

reflected in Tom’s discussion of local and global stability in his micro-

economics textbook. He gives a clear account (1978, pp. 82–7) of the

differences between Marshallian and Walrasian stability in a competitive

market and points out the limited nature of the concepts – local and global,

Marshallian or Walrasian, or any combination of these. For always, the equi-

librium sits there waiting to be found while the stability analysis does its

thing.

The shifting equilibrium method therefore emerges as the dominant one. In

Keynes’s theory, not only were short-term expectations not immediately ful-

filled, but also their non-fulfilment was allowed to feed back into the formation

of long-term expectations, so changing the implied equilibrium (rest state)

position associated with the point of effective demand. Grappling with this

issue led to some of Tom’s most incisive work: his critique of Keynes’s

theory of investment and the two-sided relationships between accumulation

and profit which he put in its place (scrupulously acknowledging the influ-

ence of Kalecki and Joan Robinson on his 1971 paper); his exposition of

Kalecki’s theory of investment (1977), whereby, by the time the chain of

reasoning had been gone through, he had returned again to the arbitrary

position from which, for convenience, he had started the analysis and had

explicitly handled any problems raised by his discussion at each point on the

way, so making sure that the analysis was set in historical time. In

Asimakopulos and Burbidge on tax incidence (1974, 1988b), these issues are

raised, faced fairly – and dealt with.

In his paper for the Joan Robinson Memorial issue which precipitated one

of the most prolonged controversies of the 1980s in post-Keynesian theory,

Tom discussed the deficiencies of Keynes’s and Kalecki’s modes of attack on

the interrelationship between finance, saving and investment. Tom wished to

show that their models were not general because they assumed a situation of 14 Athanasios (Tom) ASIMAKOPULOS

 

considerable unemployment and undercapacity utilisation, with ample un-

used finance in the banking system, so that output and prices (perhaps) could

be changed without pressure on interest rates. Moreover, it would be legiti-

mate to proceed as if income had risen to give the new desired saving equal to

the new desired investment straightaway, sliding over the distinction between

the existence of a short-period rest state (with unemployment) and the proc-

ess by which it was attained, a procedure which was not generalisable to all

situations of the economy.

Tom insisted that, for post-Keynesian analysis to be operational, it must be

done in terms of period analysis. He criticised Joan Robinson’s later views in

which the short period became ‘not a length of time but a state of affairs’ with

‘short period’ and ‘long period’ used ‘as adjectives, not as substantives’ (Joan

Robinson, 1971, pp. 17–18). Tom objected because this took away ‘the set-

ting for Keynes’s theory since there is no time available to permit variations

in the utilisation of productive capacity in response to changing short-term

expectations’ (Asimakopulos, 1988b, p. 196). Joan Robinson’s views are con-

nected to the insights contained in Townshend’s 1937 Economic Journal

paper, ‘Liquidity-Premium and the Theory of Value’ and to those in Kaldor’s

1939 Review of Economic Studies paper, ‘Speculation and Economic Stabil-

ity’. Victoria Chick (1987) put the essence of the position as follows:

 

Townshend [took] issue with Hicks’s [subsequent] attempt to transform the theory of liquidity preference into a mirror image of the loanable funds theory by Walras’s Law. Townshend saw that this was an attempt to retain the link between prices and flow concepts of cost and demand … [He argued] that it was in the nature of Keynes’s … theory that expectations of the future could change the value of assets overnight and be reflected in the market prices of those assets even in the absence of actual trading. Thus current prices could be determined by subjective as well as objective fact and future prices were indeterminate. (p. 662)

 

This leads into Kaldor’s analysis of the characteristics of markets in which

stocks dominate flows, and expectations dominate tangible economic factors,

in the determination of prices so that the analysis concentrates on a moment

in time before being extended to illuminate periods of time. Tom drew on

Kaldor’s analysis in order to define precisely those conditions which must

hold in the financial sectors for the simple multiplier story of Keynes and

Kalecki to go through.

Tom was careful to distinguish between the identity, S ≡ I, and the equilib-

rium condition, S = I, something which neither Keynes nor Kalecki ever had

really clear. But there was a faint blur in Tom’s discussion of saving which is

a decision not to spend, not a provision of finance as such. Kregel (1986)

pointed this out, arguing that what Tom identified as temporary or undesired

savings are cash balances arising from decisions to hold or to disgorge. This
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pushes the argument back to the crucial role of the banks in allowing the new

investment process to go through in its entirety, that is, to Keynes’s original

position.

In his last book (Asimakopulos, 1991) Tom dealt with the contributions of

Keynes, Harrod and Joan Robinson. He examined the work of the last two

who were attempting to ‘generalise The General Theory to the long period’.

On Tom’s reading, both conceded that they failed, basically because, while it

could plausibly be argued that the analysis of The General Theory is directly

applicable to actual economies in the here and now (even when simplified to

rest state analysis), Tom nevertheless agreed with Keynes’s judgement: ‘I

should, I think, be prepared to argue that, in a world ruled by uncertainty with

an uncertain future linked to an actual present, a final position of equilibrium,

such as one deals with in static economics, does not properly exist’ (Col-

lected Writings, XXIX, 1979, p. 222). From this standpoint, Harrod’s warranted

rate of growth and Joan Robinson’s Golden Ages were not the operational

counterparts in growth theory of the aggregate demand and supply schedules

(and their intersection) of The General Theory. Kalecki’s (and Goodwin’s)

cyclical growth models, in which long-period and short-period factors im-

pinge simultaneously on the economic decisions of the here-and-now to

create activity, employment and distribution, were Tom’s favoured way for-

ward.

Because of this, Tom was impatient with, and sceptical of the neo-Ricardian

long-period method (outside the domain of doctrinal debates). Far from ac-

cepting that general propositions could only be made about the

interrelationships between persistent and dominant forces at work in econo-

mies, Tom denied that, in general, there could be either convergence on or

fluctuations around such centres of gravitation. He thus rejected the Eatwell–

Garegnani–Milgate interpretation of The General Theory as a long-period

theory, so also rejecting Marshall’s view that short-period normal equilibrium

positions could be regarded as stations on the way to the long-period normal

equilibrium cross.

What of Tom’s relationship to the work of Piero Sraffa? Sraffa’s writings

are relevant in two ways. First, Tom took on board the technical aspects of

Sraffa’s 1926 Economic Journal article, that is, the conditions which have to

be satisfied in the real world for Marshall’s partial equilibrium procedure

legitimately to be applied. As a result, Tom (1991, pp. 104–13) tackled suc-

cessfully the aggregation problems in The General Theory, by making explicit

the conditions which have to be satisfied before both the aggregate demand

schedule and the aggregate supply schedule may be regarded as coherent

concepts.

Tom did not go the whole way with Sraffa in the latter’s conceptual

critique of supply and demand theory. Tom comments (1988b, p. 129) that, in 16 Athanasios (Tom) ASIMAKOPULOS

 

the system of Production of Commodities by Means of Commodities (1960),

Sraffa had left ‘formally open’ the question whether demand could affect the

prices of production in a complete economic system ‘even though the general

thrust of Sraffa’s work implied that demand is not important in this context

or, at least, that its influence on price is “not comparable” with those of

labour and materials inputs’. Tom was probably too sympathetic to the ap-

proaches of Marshall and Keynes completely to agree with Sraffa, even

though, in his later writings, agreement with Marx and Kalecki on other

matters was evident.

The most important thing in Tom’s life was his family. Tom was strict but

he doted on ‘his girls’ – all three, Marika, Anna and Julia. Their friends noted

what a united, supportive, loving, happy family they were, no more so than in

the last years of Tom’s life. After Tom died (CUP accepted his 1991 book in

the last week of his life), Marika saw through its preparation with CUP just

as she had been the ever-present helpmate with his earlier books.
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Clarence Edwin AYRES (1891–1972) Anne Mayhew

Clarence Ayres, born and brought up in Massachusetts, received his B.A. and

M.A. degrees from Brown University in 1912 and 1914 and his Ph.D. from

the University of Chicago in 1917. At both institutions he combined the study

of economics and philosophy, writing his dissertation on the ‘The Nature of

the Relationship Between Ethics and Economics’. After a brief period as an

instructor in philosophy at the University of Chicago he was appointed Asso-

ciate Professor of Philosophy at Amherst in 1920.

Three themes of Ayres’s career as a dissenting economist – his interest in

current economic problems, Thorstein Veblen’s influence on him, and his

commitment to freedom of inquiry – became obvious during his brief career

at Amherst which was associated closely with Walton Hamilton, a follower of

Veblen’s approach. The programme that Hamilton had created was organized

in a Veblenian manner as a study of two separate aspects of the economy: the

pecuniary and the non-pecuniary, with emphasis on the application of this

concept to the economic problems of the time, particularly to the control of

industry in the interests of society.

Ayres’s post-doctoral education with Hamilton ended in 1923. Alexander

Meikeljohn, the innovative President of Amherst who had hired both Hamil-

ton and Ayres, was fired by the Board of Trustees. Hamilton, Ayres, and a

number of other faculty members resigned in protest. It was an episode that

influenced Ayres’s thinking about universities throughout his long career.

For Ayres there followed a brief appointment to the faculty at Reed Col-

lege, a year as an Associate Editor at the New Republic, and another year as a

teacher of philosophy at the Experimental College of the University of Wis-18 Clarence Edwin AYRES

 

consin. Then, for a time Ayres lived on a ranch in New Mexico where he

wrote his first two books: Science: The False Messiah and Holier Than Thou:

The Way of the Righteous. As Ayres later noted, both of these were written

when he still considered himself a philosopher rather than an economist; but

both involved applications of Veblen’s thought to the way in which science

became intertwined with the human tendency to place faith in authority. By

the end of the 1920s Ayres had returned to teaching, this time in economics.

In 1930 he accepted a position in the Department of Economics at the

University of Texas, where he remained until his retirement.

When Ayres assumed the role of academic economist he did so with a

commitment to define ‘institutional economics’ more accurately and to de-

velop the concept further. The name came from Walton Hamilton; the ideas

which Ayres elaborated and espoused were originally developed by Veblen.

Basic was the idea that all economies are systems made up of patterns of

culturally specific human behaviour – of institutions. In turn, these institu-

tions always involve two basic human tendencies: (i) to accept without question

the mores, beliefs and legends that we learn through acculturation; and (ii) to

use tools to acquire skills and new knowledge. The pecuniary aspects of the

US economy stemmed largely from the first tendency; what Veblen called the

non-pecuniary or industrial aspects largely from the second. From these

apparently simple propositions Ayres mounted a full-scale assault upon con-

ventional economics, offered suggestions as to how economists ought to

proceed, and argued for informed economic reform.

Ayres’s dissent from orthodox economics may be understood by taking the

three propositions in turn.

 

1. All economies are systems of patterned behaviour that are part of a

specific human culture, a proposition in fundamental contradiction to the

idea that economies are manifestations of natural laws or natural human

propensities. Adoption of the idea that patterns of economic behaviour

are cultural meant that Ayres disagreed with orthodox economists at the

most fundamental level. In an early article written in 1918 (‘The Func-

tion and Problems of Economic Theory’) Ayres denied J.B. Clark’s

conception of economic science as a search for ‘natural’ phenomenon, a

theme to which he often returned. While Ayres has often been criticized

for failing to understand later developments and improvements in

microtheory, the truth is that as a responsible professional economist he

was aware of refinements. However they had no effect on his own work;

he dismissed them as efforts to find the hidden meaning of the natural

order of things. What Ayres did accept was that the ‘phenomena with

which all the social sciences, including economics, are concerned are

those of culture. … Culture, the organized corpus of behavior of which
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economic activity is but a part, is a phenomenon sui generis … it is not

an epiphenomenon explicable in other and non-cultural terms’ (1944,

p. 95).

2. People tend to accept without question the mores, beliefs and legends

learned through the process of acculturation. Our social and economic

organization derives from the past, is part of the culture that we acquire,

and takes its force from the fact that it is difficult for humans to question

that which they learn through the largely unselfconscious process of

acculturation. Ayres used Veblen’s term ‘ceremonial’ to describe that

aspect of all institutions – of all patterns of human behaviour – that was

‘past binding’. He noted that the term was inadequate because it fails to

convey the central proposition that virtually all of what economists nor-

mally study is ‘ceremonial’. The pecuniary organization of industrial

processes – prices and their distributional consequences – is largely

‘ceremonial’ because it derives from inherited patterns of ownership and

control, inherited power and status relationships, and inherited notions of

value. These inherited notions are rarely questioned by economists who

tend to accept the inherited order and justify it as part of a natural order.

3. The other aspect of human behaviour is the instrumental or technological

which produces change and economic progress. By the use of tools

people learn to do new things, solve problems and think in new ways.

Novelty is thus introduced. The process of developing new tools does not

depend upon individual inspiration or genius or upon pecuniary incen-

tives (though those may be present) but occurs on the cultural level.

Ayres called this the tool-combination principle. Invention (or discovery,

or creation) is a consequence of ‘the combination of previously existing

devices’ (1944, p. 116). New tools are created by combining existing

tools rather than by genius, need or a drive for profits, a fact which also

explains the increased rapidity of technological change over time. Ayres

used the mathematical theory of permutations as an analogy, for growth

in the number of tools would progressively increase the number of possi-

ble combinations.

 

Unfortunately Ayres’s arguments are subject to oversimplification and can

easily be made to sound foolish. It has not been difficult for some to convert

his arguments into an effort to classify economic behaviour as either ceremo-

nial or technological, then to denounce the former and praise the latter. Ayres

used the basic propositions of his institutional economics differently. Through-

out his work he described all patterns of behaviour as a combination of the

ceremonial and technological aspects – of faith and continuity combined with

tool-using and learning. The Theory of Economic Progress offers Ayres’s

most closely reasoned theory of the economy. Combining tools leads to more 20 Clarence Edwin AYRES

 

and more tools and to an increased ability to manipulate the physical world.

This technological change produces institutional change: ‘technological de-

velopment forces change upon the institutional structure by changing the

material setting in which it operates’ (1944, p. 187). Ayres did not accept the

Marxian idea that class conflicts produce change. Nor did he accept the

notion popular in sociology that, when institutions suitable to a particular

technology are displaced by technological change, they are then replaced by

a new set of appropriate institutions after a lag. ‘There is no such thing as an

institution that is “appropriate” to a given technology in any but a negative

sense’ (1944, p. 187).

A process of sociocultural evolution is carried forward by technological

progress. To define progress, to use the term at all, required that Ayres deal

with value, as he had been doing from his student days. According to Ayres, a

dilemma exists when our realization that social beliefs are culturally deter-

mined, rather than reflecting some natural order, leads us to cultural relativism.

From this relativism comes the proposition that there is no pancultural source

of value. Ayres rejected this conclusion and argued that the ‘technological

continuum’ through which mankind has learned to deal with nature was itself

the locus of value. ‘Better’ has meaning when questions that derive from that

continuum are asked and answered using the language of that continuum.

Thus the question ‘Does a steel knife cut meat better than a stone blade?’ can

sensibly be asked and answered.

Trouble arises from questions that do not derive from the technological

continuum. With such questions ‘The imagination of mankind is liable to that

peculiar sort of stimulation which we have recently identified as “ceremo-

nial”. We become excited, and we begin to think in capital letters’ (1944,

p. 240). Ayres followed John Dewey in insisting that there were no ultimate

‘ends’ for mankind that would allow us to define PROGRESS (in capital

letters) in any absolute sense. ‘Ends’ are ‘means’ and ‘means’ are ‘ends’, and

it all depends upon where you start. Thus, it is exciting for humans to ask

‘Does growing more hectares of rice serve the Greater Good of Mankind?’

Questions about how many more hectares of rice can be grown, about the

effect of this upon the ecology of the region, and about how many people can

be fed with the rice can be answered. But asking whether growing additional

rice serves a Greater Good cannot be answered as part of the technological

continuum. This is frustrating to those who find it difficult to accept either

that there are no ‘ends’ beyond those that we set for ourselves, or that many

ends that we set are metaphysical and without pancultural meaning. It was,

however, a limit that Ayres lived with quite comfortably.

This comfort may have come in part because of the optimism of the period

in which he did much of his work. There did seem to be solutions to eco-

nomic ills of the time. In both The Theory of Economic Progress and, at much
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greater length, in The Divine Right of Capital Ayres argued strongly for

reforms that would encourage the abundance that seemed possible. He in-

sisted that confusing the two meanings of capital – capital as money and as

industrial goods – stood in the way of industrial progress and full production.

Ayres blamed this confusion partly on economists but mainly on the way in

which Western economic institutions evolved. Because we confuse ourselves

by using the same name for money and for industrial goods, we encourage

saving which is the opposite of what is needed to encourage full production.

Ayres suggested that if we redistributed income (he called it income diver-

sion) through social security and public works, and especially highly

progressive taxation, it would be possible always to produce at capacity. The

US would thus avoid the underproduction and unemployment created by the

fiction that saving was necessary to create capital. Keynes is mentioned, but

The Divine Right of Capital was not in the mould of the guides to Keynes and

the new Keynesian macroeconomics that appeared in the US after 1945.

Although Ayres’s proposals for reform were like others put forth in the name

of Keynes, Ayres justified his by differentiating between the ceremonially

justified acquisition and ownership of capital through the use of money and

the instrumentally justified recognition that it is machines – however ‘owned’

– that turn out the goods.

Ayres’s view of institutional change is revealed in his belief that ownership

of capital would not disappear following the reforms he advocated, but would

be transformed. The institutions of US society would be altered, but the

ceremonial and pecuniary would remain. He thought that both the individual

economic power to manage and the vested right to income would continue.

Ayres likened the probable transformation to the ‘transfer of authority for the

determination of legal identity and parentage from the church to the Bureau

of Vital Statistics’ noting that this transfer had ‘not yet led to the disappear-

ance of the sacrament of baptism’ (1946, p. 194).

By the early 1960s, with the publication of Toward a Reasonable Society,

Ayres had turned his attention from reforms needed to ensure more total

production to the then common view that post-war affluence had not resulted

in a better life. Ayres emphasized that people in the rich industrial societies

had achieved a freedom, equality, security and abundance of goods not ear-

lier available; these had been gained through the use of tools that evolved as

part of the technological continuum.

Ayres did not live long enough to have to face the concerns of the 1970s

and 1980s about the future of mankind on an overpopulated and polluted

planet. Would he have accused those concerned with these issues of being

‘excited and thinking in capital letters’? Possibly. But it is also conceivable

that he would have argued that the same technological progress that allowed

the use of DDT to control mosquitoes and malaria also prompted us to learn 22 Clarence Edwin AYRES

 

that we had made a mistake in using a pesticide that polluted the food chain,

and that the technology that allowed growth in population also allowed us to

control that population.

Ayres’s most lasting contribution as a dissenting economist will be the

elucidation of the work of Thorstein Veblen and the combination of it with

that of John Dewey. By separating the industrial and non-pecuniary from the

pecuniary, and by recognizing that the pecuniary is not essential to the opera-

tion of the industrial, Ayres was able to emphasize that many of our limits

were self-imposed pecuniary ones. Our industrial economy was capable of

more than we allowed. Our myth is that the pecuniary activities – saving

money, buying financial assets – cause the industrial activities. To Ayres,

however, the pecuniary organization was simply our culturally inherited way

of organizing distribution; it was not the driving force of the economy. Our

failure to recognize this stood in the way of the progress (written in small

letters) that he believed possible.
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Amiya Kumar BAGCHI (born 1936)

My father was a Brahman. However, he was also the head of a subsect of

Vaishnavas who started out by denying caste distinctions, but who ultimately

accommodated themselves to the demands of hierarchy, albeit in a modified

manner. Learning was not at a premium on my father’s side of the family. But

my mother was an intellectual educated at home despite the fact that, like

most women, even among high-caste Hindus, she was denied any formal

education. From her I derived a passion for books. Her death at the age of

thirty in complications arising from childbirth bewildered me by its injustice,

and left me with a lifelong anger at the treatment most societies meted out to

women.

When I left school, I had hoped to take up science as a career. But a

transitional year spent at a Hindu missionary college, whose authorities were

glad to see me leave at the end of the first year of a two-year course, turned

me towards atheism, Marxism and economics. In some ways, I was fated to

dissent from an intolerably unjust status quo, even before I began training to

be an economist.

I was fortunate in coming into contact, at the Presidency College and the

University of Calcutta, with teachers who, while they did not share my

rebellious world-view, were generous enough not to discourage my curiosity

and scepticism. I should mention in particular three of my teachers, namely,

Panchanan Chakraborty, Bhabatosh Datta and Upendranath Ghoshal, who

encouraged me at this stage; I was also fortunate in that economics teaching

at the undergraduate level in my time comprehended the reading of classics

of political thought and some exposure to the study of the institutions of

modern states.

Researching for a Ph.D. at the University of Cambridge, and a spell of

teaching at the same university, gave direction and focus to my academic

work. Even before leaving Calcutta, I had come to regard Marx as the social

scientist and philosopher who, more than any other, helped me to challenge

the conventional verities, and Keynes as the economist whose analysis helped

me most to understand the capitalist system as it was. At Cambridge, I

derived intellectual stimulus and, in some cases, guidance, from four econo-

mists above all others, namely, Maurice Dobb, Richard Goodwin, Joan

Robinson and Amartya Sen. The problem that held the centre of my attention

was the behaviour of investment in a developing economy in which both the

public and private sectors are major actors. In a very early piece (1960), I

formulated the interaction between the state and the private sector in the field

of investment as a game but I did not try to rigorously prove any results. A

little later, I set up a game in which more efficient producers could drive out

the less efficient by taking away their markets, but in the presence of a

protective duty which was set at a level to render the least efficient producer

 

23

24 Amiya Kumar BAGCHI

 

viable, it did not pay the more efficient firms to engage in such market-

capturing competition (1964). Partly under the influence of the capital-theoretic

controversy raging in Cambridge, I wrote a paper showing that capital inten-

sity reversals could occur as a result of changes in the degree of utilization of

capacity and that, in general, neoclassical prescriptions for the choice of the

optimum technique were virtually empty of content (1962).

I could not pick up the thread of many of these early enquiries later,

because I became engrossed with the problem of explaining the sluggish

investment propensity of the capitalist class in a typical underdeveloped

economy such as that of India, or, for that matter, Argentina, Brazil, pre-

communist China or Indonesia. In the typical investment functions formulated

by economists, the social and political linkages and constraints of the entre-

preneurs hardly ever appear. Even Michal ⁄ Kalecki with his Marxist and

Polish background seems to have been least interested in the contextual

explanation of investment decisions. My quest for understanding the behav-

iour of private investment in India resulted in my first book (1972a).

In this book I challenged the Establishment assumption that the slow rate

of India’s industrial growth during the period of British rule was due to the

inherent weaknesses of India’s social structure, and colonialism only helped

to break up that structure and propel India towards ‘modern economic

growth’. I argued, on the contrary, that colonialism led to a low rate of

accumulation within the country because much of the investible surplus

was either exported as a tribute to the colonial power, or used up in rentier

consumption, or aborted because of the low propensity to invest in an

economy constricted by poverty, low productivity and sluggish demand for

industrial goods. In a poor country with a largely illiterate population and a

weak capitalist class prone to speculation and use of precapitalist patterns

of exploitation in alliance with landlords and a conformist bureaucracy,

demand problems become endemic, even though the economy may suffer

from structural bottlenecks. I applied this perspective to explain the long-

term constraints on India’s industrial growth in an article (1970) which

aroused fierce opposition from dyed-in-the-wool free-traders. During the

same period I was also engaged in writing critiques of neoliberal explana-

tions of continued underdevelopment of ex-colonial countries, which

attributed it to the so-called distorted foreign trade regimes (1971). I was

soon arguing that in underdeveloped rural areas, endemic unemployment

and underemployment in nominally free-trade or protectionist regimes would

lead to casual bondage of labour seeking to survive (1973). In the process I

also disputed the proposition that sharecropping could lead to the efficient

allocation of resources, in the presence of unemployment. This led to a full-

blown critique of neoclassical explanations of sharecropping in rural areas

of underdeveloped economies (1976).
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I had already been led to enquire into the system of unequal interdepend-

ence generated by capitalist colonialism. One immediate result was my

demonstration that both Lenin and Rosa Luxemburg could be right about the

nature of colonialism and imperialism in the period leading up to the First

World War. While non-white colonies generated exportable surplus, that sur-

plus was invested in the metropolitan countries and the colonies of white

settlement such as the USA, Canada, Australia, and so on (1972b). Thus

crises of over-production in the metropolitan core and its white-settled off-

shoots, and the exploitation of colonies for generating a surplus and for

motivating a drive for territorial expansion could coexist. A study of India’s

economic history as related to its international links also led to my realization

that capitalist colonialism utilizes modes of non-market coercion such as

direct control of the state apparatus, racialism, slavery or bonded labour,

monopolies as well as instruments of market competition. This perspective

and persistent questioning by my students and many political activists prompted

me to write my next book, centred on an analysis of underdevelopment

(1982).

History had now become part of my quotidian professional practice. I do

not think that contemporary structures of production, exchange and control

can be fully revealed without some idea of the long-term norms, rules of

governance and ideological or belief systems embedded in them. This con-

cern with uncovering the ‘past in our present’ led me to take the assignment

of writing the history of the State Bank of India, India’s oldest and largest

bank, and several volumes have resulted from that effort (1987a, 1989 and

1997). This gave me the opportunity of analysing credit institutions and the

operation of colonialism at a micro-level. It has also involved me in the role

of preserver of a unique set of archival materials relating to the history of

India. Much of the history of underdevelopment is still written as seen through

the eyes of the colonial authorities, because huge chunks of materials re-

quired for a contestatory history are lost through sheer indifference, if not

deliberate malignity.

Since the 1980s I have tried to extend and deepen my understanding of the

development of underdeveloped countries, and the role and quality of state

action in channelling or derailing the efforts at development, in several direc-

tions.

The global recession of the 1980s, the rapid and often catastrophic decline

in the economic fortunes of most developing countries in Africa and Latin

America, and some in Asia, as well as the entrapment of those countries in

external debt pushed me to try and understand the role of finance as a tool of

the dominance by MNCs and ruling classes of the major OECD countries.

Structural adjustment policies recommended and enforced by the IMF and

the World Bank very often led to perverse results. An analysis of these 26 Amiya Kumar BAGCHI

 

recommendations generally revealed their origin in the ideology of neoclassi-

cal economics without deep roots in actual experience (1990, 1992).

I took up the study of the role of the state and society in giving direction to,

and regulating, the market forces in the East Asian countries led by Japan,

and followed by South Korea, Taiwan, and the People’s Republic of China.

The contrast of their experience in these areas with those of India and most

other developing countries underpinned the role of nationalism, pro-peasant

land reforms and education in promoting the efficacy of state action for

enhancing economic growth rates (1987b, 1987c, 1998).

I find that a proper understanding of the forces shaping the East Asian

success story as against failures in the rest of the developing world requires

an enquiry into the geopolitical context and the social changes of each par-

ticular economy or region. General formulas of the working of the market or

even laws of capitalist development are insufficient for even an approach to

the problem. I tried to summarize some criteria for an acceptable approach in

terms of the need for a contextual social science (1996a).

Along with many of my fellow dissidents I have long ceased to regard

economic growth at the aggregate level as the sole or even the most important

goal to be aimed at in human affairs. Even in East Asia, the high rates of growth

exacerbated rather than mitigated inequality between men and women (1984),

even though Gini coefficients in these countries were generally lower than in

other parts of the underdeveloped world. In these other countries, growth was

mostly experienced in sporadic episodes punctuated by long or short troughs

which often resulted in the loss of the gains made in the growth episodes.

Endemic hunger, widespread unemployment and lack of civil and political

freedom continue to condemn hundreds of millions of people to a brutish

existence. The attainment and sustainability of civil and political freedom

and genuine democracy became a major concern and I persuaded the Interna-

tional Economic Association to organize a conference to which political

theorists as well as sociologists and economists were invited (1995).

My basic concern is still understanding the processes of reproduction of

structures of inequality, and explaining how the same underlying processes

lead to class formation and stratification along lines of gender, ethnicity, and

locales of residence. I believe that theories of asymmetric and incomplete

information, social externalities and sorting can provide some of the founda-

tions of the Marxian theories of class and the Weberian theories of stratification.

As a citizen of one of the poorest countries of the world I am frequently

sucked into various projects with political overtones. But I have not yet found

much common ground with the dominant politicians bent on executing

neoliberal policies while preserving an extremely unjust social order. The rise

of Hindu fundamentalism to power in India has further exacerbated my

conflict with the ruling elite.

Amiya Kumar BAGCHI 27

 

The ideologies of capitalist colonialism and of colonialism itself were

almost coeval in Anglo-Saxon countries, but these two strands were as often

in conflict as in collusion with each other. I explored some of these complica-

tions in two recent articles (1993–94, 1996b). These themes of social and

political conflicts and struggles of ordinary people to achieve a decent stand-

ard of living in dignity and freedom still form the core of my professional

work. So long as the human world retains its unlovely constitution, my

penchant for dissent is unlikely to disappear. I have been fortunate in having

a family that tolerates, or even approves of, my discontent.
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Thomas BALOGH (1905–1985) Paul Streeten

Thomas Balogh, born in Budapest on 2 November 1905, died in London on

20 January 1985. He was one of that influential group of Hungarian exiled

economists for whose ambitions and talents Hungary was too small and poor,

but whose contribution always remained distinctly Hungarian. Experience of

the power politics of the 1930s, as seen from Hungary dominated by Ger-

many, equipped him well to understand the adjustments of a post-imperial

Britain to a world in which power had ebbed away.

After studying law and economics at the Universities of Budapest and

Berlin, he went in 1928 to America for two years as a Rockefeller Fellow. He

had served as a guest apprentice in the research departments of the Banque de

France, the Reichsbank and the Federal Reserve before he came to England.

Schumpeter had given him a letter of introduction to Keynes, who was

impressed by the young man’s knowledge of the mechanism that led to

persistent gold imports into France. Keynes published his memorandum in

the Economic Journal and helped him to his first job in England with the

banking firm O.T. Falk & Co. Balogh was elated by Keynes’ interest, but it

was O.T. Falk (‘Foxy’ Falk was a Churchillian Tory), the originator of many

of Keynes’ ideas, who started Balogh’s conversion from the anti-inflationary

creed in which he had grown up to his hostility to dear money and deflation.

(One of his after-dinner reflections was to establish a link between an econo-

mist’s attitude to inflation and his sex life: only a sado-masochist, unhappy in

his private life and haunted by the fear that someone, somewhere might be

happy, would want to make others suffer the pains of deflation and unem-

ployment; a happy and fulfilled man is expansionist, wishing others also to

have fun; and the outward test of his sex life was the attractiveness of the

man’s wife or mistress.) This conversion was aided by his experience as a

member of the Secretariat of the League of Nations where he was shocked by

the helplessness of what he came to view as orthodox platitudes in the face of

the European crisis and collapse.

From 1934 to 1940 he was a Lecturer at University College London. At

that time he wrote for the National Institute of Economic and Social Research

his Studies in Financial Organization, in which a passion for rational reform

was combined with a skilful command of intricate detail. In 1939 he went to

Balliol College, Oxford, as a Lecturer, was elected to a Fellowship in 1945

and became university Reader in 1960. In Oxford he helped to establish the

Institute of Statistics, which in the early days enabled refugee scholars to

continue their work.
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His Hungarian youth in the peripheral Balkans also provided a good van-

tage point from which to observe and understand the problems of the

‘periphery’– of poor countries dominated by richer and more powerful ones.

After the war his interests turned from banking to the developing countries.

He was economic adviser to the Indian Planning Board (1955 and 1960), to

the governments of Malta (1955–57 and in the early 1970s) and Jamaica

(1956), and to the Economic Commission for Latin America (1960). Mr

Mintoff’s demand for full integration into the United Kingdom appealed to

Balogh’s welfare imperialism, and he was heartbroken when the negotiations

failed. He also advised the governments or central banks of Greece, Mauri-

tius, Algeria and the Sudan.

Ever since his resignation from the Cabinet in 1951, Harold Wilson had

been in close touch with Balogh, who was also an admirer of Bevan. Wilson

and Balogh worked together throughout the 1950s and early 1960s, in par-

ticular on the preparations for the 1964 election. One of Balogh’s lines of

argument was that a Labour government should be heavily committed to a

policy of faster growth, sustained by a strong incomes policy and supported

by more state intervention in industry. He thought that the Treasury would

not be capable of carrying out such a policy and this led to the call for a

separate Ministry of Expansion or Planning. These ideas were the origin of

the Department of Economic Affairs.

After the Labour victory in 1964, Balogh was brought into the Cabinet

Office as Adviser on Economic Affairs, with special reference to external

economic policy. While he had previously been an opponent of the devalua-

tion of sterling and may have influenced Wilson’s decision against it in 1964,

he had become convinced of its necessity by 1965. After three-and-a-half

years in Number Ten he was made a life peer and returned to the University

of Oxford. The defeat of the Wilson government in June 1970 was a great

disappointment to him. Balogh retired from his Oxford readership in 1973

and continued to write, but was about to enter a new career. In 1974, after the

return of the Labour government, he was made a Minister of State at the

Department of Energy and, as a life peer, its spokesman in the Lords. He

therefore played a key role in the creation of the British National Oil Corpo-

ration, becoming its deputy chairman between 1976 and 1978. Balogh’s

career in Whitehall might be considered as an opportunity to put his ideas to

the practical test. But Labour policy hardly reflected the measures which he

had advocated and the inference must be that he had little influence on

economic policy.

Nevertheless Balogh was totally loyal to the Prime Minister, a fact which

may explain why he swallowed a number of policies – the Common Market

bid, the succession of deflationary measures and certain public expenditure cuts

– to which he was utterly opposed. Several institutional changes were, how-30 Thomas BALOGH

 

ever, due to Balogh’s powers of persuasion, such as the setting up of the

Department of Economic Affairs, the Ministry of Overseas Development and

the Industrial Reconstruction Corporation; there was also his insistence on

mergers and rationalization in industry, on the preparation of alternatives to

entry into Europe, on an incomes policy and on the control of capital outflow.

He also exercised considerable influence over the appointments of individuals.

Balogh had many insights long before the profession adopted them and

before they had become accepted doctrine. And he realized the penalties

suffered from being prematurely right. He had diagnosed the 1929 Stock

Exchange boom and predicted the slump. He had predicted the deflationary

effects of the 1931 depreciation of sterling against the mass of orthodox

opinion and was severely taken to task for it by his superiors in the League of

Nations. In his contribution to The Economics of Full Employment, published

by the Oxford University Institute of Statistics, he explored brilliantly the

connections between the exchange rate, the wage rate, the employment level

and the balance of payments, an area neglected by Keynes himself in his

General Theory. He saw the need for the international coordination of de-

mand management. In emphasizing, against the prevailing Keynesian

orthodoxy, the fact that people will anticipate and counteract government

action he was a forerunner of the school of Rational Expectations which,

however, he condemned as the reintroduction of perfect information and

foresight. He and Kalecki elaborated a theory of the political business cycle

in which policies of full employment and inflation alternate with those of

unemployment, as the preferences of the electorate swing from one to the

other. In development, he saw very early the need for linking rural reform to

rural education, not through a drive to universal literacy with high dropout

rates in primary schools, but through programmes aiming at whole rural

families and relevant to the life and work of the farmers. He was an early

advocate of rural public works that would combine laying the necessary

infrastructure needed for development with remunerative, non-inflationary

absorption of the underutilized labour in cooperatives, and at the same time

mobilize the savings needed for this investment. He was a critic of the system

of higher education set up by the British and the French in their ex-colonies

in the image of their own universities. What were held up as ‘centres of

excellence’ he condemned as ‘centres of privilege’.

While others went in for calculating the returns on undifferentiated educa-

tional expenditure, he saw that some forms of education alienated the ruling

groups in the developing countries and contributed to the problems of the

educated unemployed in South Asia and the swollen ranks of aspiring clerks

in the government services in Africa. They bred people more fit for rebellious

than productive activities. He regarded the treatment of education as an input

into the productive system as flawed. He saw clearly the defects in the
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specialized agencies of the United Nations and called for reforms that would

reduce their technocratic biases, their heavy concentrations of staff in head-

quarters and the competitive piracy of their fiefdoms.

As adviser to S.R. Sen and the Food and Agriculture Organization of the

UN he, together with Henry Ergas, used an afforestation study of the Medi-

terranean to design an integrated development plan for the countries of the

region. He used trees almost literally as spearheads of a grand design. To-

gether with S.R. Sen and Mordacai Ezekiel, he was one of the originators of

food aid.

In these days of the adulation of free market forces, of pricism and of state

minimalism, it is not fashionable to advocate planning and an active state,

industrialization, import substitution, rapid capital accumulation or the con-

scious mobilization of underutilized labour. Yet it can be shown that these

ideas have withstood the test of time and that countries following them have

done better than others. Whatever the fashionable mythologists of the market

may say, no country except Hong Kong has achieved development without

protection and efficient government interventions, necessary not as alterna-

tives to markets but as pre-conditions for the working of markets. Thomas

Balogh’s genius consisted not in applying doctrines, models or paradigms (as

they say nowadays), but in a rapid intuitive grasp of complex situations.

Someone once said that there were three forms of conversation: mono-

logue, dialogue and Balogh. There was indeed something unique about Thomas

Balogh’s discourse. He was witty, could spin imaginative theories from a few

cues, blend acute characterization of individuals with the outline of great

panoramas, mix gossip and history, illumination and humour, criticism and

warmth. He had an uncanny knowledge of everything that was happening and

a flamboyant way of telling it. Maynard Keynes once said that he could learn

more of what was going on from Balogh in an hour or two than he himself

could pick up during several days in London. This gift was a great asset in

Number Ten, where he had hung a Picasso drawing of a horned and pipe-

playing Pan on the wall of his room. His enemies called him a snooper, and it

is true that he did not hesitate looking through other people’s mail.

Superficially, his views appear full of contradictions. He advocated admin-

istrative controls and planning while denouncing administrators and planners

for their incompetence and knavery. He wished to make the civil services of

all countries more professional by introducing trained economists, while

decrying the irrelevance of the economic doctrine in which they had been

trained. His scorn for the dilettantes was matched only by his contempt for

the professionals. He was an early advocate of an incomes policy for Britain

through a ‘social compact’, but was the least compromising and consensus-

seeking of men. He simultaneously preached higher production and praised

the quiet life. He dismissed theoretical model-building as ‘gadgeteering’, but 32 Thomas BALOGH

 

often put forward some simple (though ingenious) explanation of a phenom-

enon himself. He was passionately concerned with giving a fuller life and

self-determination to the masses, and with protecting them from the sufferings

inflicted by the impersonal play of market forces, while thinking that this

could be done by a bureaucratic apparatus of central government.

But there was a unity of vision behind these paradoxes. The vision was

more one of trained intuition, or what he called an open-ended approach, than

based on rigorous analysis (which he dismissed as rigor mortis). And his

intuition was often far ahead of his time. He had foreseen the need for

exchange control during the war, had estimated German rearmament more

accurately than the lower official estimates of the Treasury, and had predicted

the rise of Germany when it was still a defeated power. He had written with

insight on the dollar shortage before the rest of the profession had rushed in

to analyse the phenomenon. When the ultimate, authoritative book on the

subject appeared, the dollar shortage promptly disappeared. Yet his emphasis

on technical progress, based on judicious government encouragement, has

survived the test of time.

When the post-war battle over non-discriminatory trade and foreign ex-

change policies was at its height and when people condemned discrimination,

Thomas Balogh would say, ‘promiscuity is not usually regarded as a virtue

and its opposite, discrimination, a vice. Why in economic policy-making?’

Perhaps his greatest contribution lay in a continual questioning of the crystal-

lized orthodoxies of economic doctrine.

Of course, he also made mistakes, although the germs of correcting them

are often found in his own thinking. His opposition to the market (and to Dr

Erhard’s economic policy in Germany) and his predilection for direct quanti-

tative controls have proved to be wrong, but at the same time nobody could

have been more scathing about the deficiencies of bureaucrats and planners.

He saw the dangers to price stability of full employment, but had excessive

faith in an incomes policy. But again, he had no illusions about the trade

unions, believing ultimately that some form of wage restraint could be the

only means of combining full employment (and give workers, as well as

consumers, a wider range of choice) with price stability. Finally, he wrote

turbid and turgid prose, though he had a gift of occasionally hitting an apt

phrase, especially in battle, such as the title of an essay on the British civil

service, ‘The Apotheosis of the Dilettante’.

Noel Annan, in a review of Letters of Leonard Woolf (The New York Review

of Books, 29 March 1990), wrote that Leonard Woolf ‘distrusted the new

generation of socialist intellectuals, in particular Thomas Balogh’ (who be-

came Harold Wilson’s economic adviser and whom Keynes contemptuously

referred to as Oxballs). ‘I mistrust everything he says’, Woolf told [Kingsley]

Martin (then editor of the New Statesman). Since at that time Balogh was
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declaring that the ‘dynamism’ of the Soviet economy would give the Soviet

Union in ten years ‘an absolute preponderance economically over Western

Europe’, he had good cause. When I lived in Sussex as a neighbour of

Leonard Woolf and Thomas Balogh visited me, I witnessed a very friendly

and prolonged conversation between the two. (And I had met Noel Annan in

Balogh’s house.) It is true that Balogh successively cast the USA, Germany,

the Soviet Union and the rich countries as a group in the role of the most

‘dynamic’ economy that inflicts damage on laggards, and that these roles

were not justified, at least in the long run. He was the first to abandon no

longer applicable prognoses. However, the economic analysis of the

disequilibrating impulses propagated by a dynamic economy to the rest of the

world remains a perceptive, dissenting insight against the prevailing view of

equilibrating forces. Today it is as applicable to Japan as it was to the USA in

the post-war period. He did, however, quarrel with Keynes (who, remember,

had published his first paper in the Economic Journal and who had helped

him to his first job in England) over the Bretton Woods proposals and with

Roy Harrod (who had brought him to Oxford) over post-war economic policy.

His contribution to Whitehall committee work, when he was Harold Wil-

son’s chief economic adviser, was possibly not very effective. One could

generally expect a spectacular and scintillating performance, but at the end of

the meeting the draft of the paper would be much the same as at the begin-

ning. This was so partly because he had only a very small staff and it was

impossible to match the massive, detailed work that had gone into the prepa-

ration of a paper; partly because his manner was such that it put up people’s

backs; but perhaps most of all because his criticisms were too radical or too

fundamental – he had really asked for an entirely different paper, written by

different people or different departments – so that the civil servants simply

did not know how to cope and so made no changes at all.

His path-breaking book The Dollar Crisis is dedicated to Lord Lindsay of

Birker, Master of Balliol College, ‘who never quite could convince me that

Oxenstierna had the whole explanation …’. What does this mysterious dedica-

tion mean? Count Oxenstierna had written to his son in 1648, ‘Dost thou not

know, my son, with how little wisdom the world is governed?’ Thomas Balogh

disagreed with Lindsay, believing that knavery more than foolishness, cupidity

more than stupidity, were responsible for the world’s troubles. He was a fierce

controversialist whose brain seemed to function best when his adrenalin was

racing. As a result he made many enemies, and he enjoyed being beleaguered

by opponents. He saw the world aligned in a battle between an army of black

knights and a few white ones. He would like his motto to be, he once told me,

oderint, dum metuant (let them hate, so long as they fear). And his hero was

Don Giovanni, not mainly for his women, but because of the lack of regret with

which he descended into the infernal regions.
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Through his life he moved gradually to the left. In his youth he had been a

follower of Admiral Horthy; later he became a liberal (in the Manchester, not

the American, sense of the word), and did not become a socialist until the

Second World War. He was only gradually converted from the anti-inflation-

ary creed of the European bourgeoisie of the 1920s to a hostility to dear

money and deflation. ‘The palpable impotence of the respectable in the face

of the rising crisis, their hopeless clinging to the oral magic of soothing

platitudes when confronted with the collapse of the social framework and

political stability of Central Europe, cured me of my childhood bogey of

inflation.’

This kind of political evolution from right to left is regarded as excep-

tional, for the conventional view is that if anyone is not a socialist before the

age of 30 there is something wrong with his heart, and if he is still a socialist

after that age, there is something wrong with his head. Yet on reflection, one

might recognize Balogh’s evolution as unexceptional. For as people become

established and secure in their professions, as they acquire tenure, they do not

have to please their conservative superiors (assuming, for the sake of this

argument, perhaps contradictorily, that they are conservative) in order to

advance their careers. They can speak out frankly. Moreover, as they grow

older, they accumulate wisdom and should ‘see the light’. After all socialism,

in Orwell’s words, is ‘elementary common sense’, something no decent

person can fail to support. Experience tends to belie this a priori expectation,

but Thomas Balogh became more radical, always in the democratic mould, as

he observed and analysed the unnecessary suffering imposed on people by

conservative bankers, established civil servants, deflationist economists, mon-

etarists and believers in fiscal rectitude. G.D.H. Cole, the Fabian socialist

writer and Oxford professor, distinguished between ‘A’ and ‘B’ socialists. ‘A’

socialists were the anarchists; as a syndicalist, he counted himself among

them. ‘B’ socialists were the bureaucrats, of whom Sidney and Beatrice Webb

were outstanding examples. Balogh was a sceptical B-type. Sir Arthur Lewis,

himself probably an A-type, once remarked that the difference between Balogh

and himself was that Balogh fancied himself as the man behind the guichet,

whereas Lewis saw himself as the man in front.

Although sometimes wrongly labelled an extreme left-wing economist

and, in the early 1950s, described as the grey eminence of Bevanism, Balogh

challenged many cherished socialist clichés. He was, in fact, quite moderate

in the substance of the reforms he proposed, however passionate the form in

which he advocated them and damned his opponents. His motto in this

respect might have been suaviter in re, fortiter in modo. This contributed to

his large number of enemies. It was indeed his passionate concerns which

irritated and embarrassed the more conventional Englishman, who values

detachment and restraint. To take economic problems so seriously, and on top
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of this to be prematurely right, is somehow regarded as ungentlemanly.

Balogh once wrote, ‘The worst fate is to be prematurely right. It is much

better to be wrong at the right time, and then to recant with an air of

apologetic candour.’

In his rooms in Balliol College three photographs stood on his

chimneypiece: of Lord Lindsay, the Master of Balliol; of S.R. Sen, the

Director-General of the UN Food and Agriculture Organization; and of

Dom Mintoff, the Prime Minister of Malta. Each of these men combined a

vision of a better world with considerable practical acumen. Each was both

a thinker and a doer. Each married strong roots in his home community to a

global vision and commitment.

Listening to Balogh was like wandering through a well-stocked department

store. One never quite knew what wares would turn up next, but each depart-

ment presented an array of beautiful and useful items. In whatever direction

one moved, there were a myriad of unpredictable and delightful surprises.

Balogh was an inspiring teacher and an incredibly stimulating colleague.

As a teacher, what some might consider a drawback can be an asset: the fact

that he often spoke elliptically, that he made intuitive leaps and never pre-

sented pedantically, fully-worked-out chains of reasoning. His remarks were

more in the nature of challenges, and one had to go home and work out their

implications for oneself. Since his intuition was so often right, finding the

analytical structure to support it was relatively easy. Thomas Balogh, though

capable of great enjoyment and with a marvellous zest for life, was never

content. He saw catastrophes and disasters ahead and, like Cassandra, felt no

one was listening to his warnings. He also suffered from a sense that his

contributions were not properly acknowledged. He combined profound intui-

tive insights with the moral courage (or better, as the Austrians say,

Zivilcourage) to advocate them in the face of the established consensus. What

unperceptive critics considered his principal fault – the introduction of Cen-

tral European ideas into the liberal Anglo-Saxon tradition – may well be his

main intellectual contribution to his adopted country.
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Paul Alexander BARAN (1910–1964) John Bellamy Foster

Paul Baran, the internationally acclaimed Marxist economist, was born on 8

December 1910 into a Jewish family in Nikolaev, Russia, on the Black Sea.

His father was a medical doctor with ties to the Menshevik branch of the

Russian Social Democratic party. The chaos resulting from the First World

War and the Russian Revolution made it impossible to find a suitable school

for Baran to attend and his education up to age 11 was entirely under his

father’s tutelage. Dismayed by the continuing social disruption following the

October Revolution, Baran’s family left the USSR in 1921, stopping briefly

at his father’s ancestral home in Vilna, formerly part of Tsarist Russia and by

that time part of Poland. Here his parents assumed Polish citizenship; as a

minor entered on his mother’s passport, Baran received automatic Polish

nationality which he was to retain until naturalized as an American citizen

during the Second World War. The family then proceeded to Germany where

Baran’s formal education began.

In 1925 Baran’s father was offered a position in Moscow and his parents

returned to the USSR while he stayed behind in Germany to complete his

secondary education. Rejoining his family in 1926 Baran enrolled at the

Plekhanov Institute of Economics at the University of Moscow. This was the

era of the famous Soviet industrialization debates of the 1920s, which were to

leave a deep and lasting imprint on Baran’s thinking as an economist. However

it was also a time of growing conflict within the Communist movement and

Baran began to experience ‘a strong nostalgia’, as he later recalled, ‘for the

freedom and unfettered intellectual atmosphere of Germany’. In late 1928 he

therefore accepted a research assignment at the Agricultural Academy of Berlin

and, when this assignment ended, an assistantship, with Friedrich Pollock at

the famous Institute for Social Research in Frankfurt. There he was introduced

to pioneering work in critical theory that had a considerable influence on his

own development as a critical theorist in the field of economics.

After finishing his undergraduate studies Baran proceeded to Berlin where

he completed a Ph.D. under Emil Lederer, a distinguished socialist economist

who was later to found the famous ‘university of exile’ under the wing of the

New School for Social Research in New York. In Berlin Baran met Rudolf

Hilferding, author of Finance Capital and the most renowned economic

theorist in the German and Austrian Social Democratic movements. Baran

had by this time affiliated himself with the German Social Democratic party

as the most hopeful force for combating Nazism. At Hilferding’s urging, he

wrote frequently for Die Gesellschaft, the official organ of the Social Demo-

cratic party edited by Hilferding, utilizing the penname of Alexander Gabriel

in order to avoid causing trouble for his parents in Moscow.

After Hitler’s rise to power Baran had no choice but to leave Germany,

departing for Paris in 1933. In December 1934 he received a visa to visit his
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parents in the Soviet Union, where he was horrified by the conditions that he

found in the midst of the Stalinist purges. Many of his friends and colleagues

from his student days had been implicated in either the Trotsky or Bukharin

oppositions. As an ex-Communist, Baran himself was highly suspect. Unable

to get his visa extended in order to spend more time with his parents, Baran

was forced to leave the USSR in January 1935. Returning to Vilna where his

uncles had a timber business, he worked for a number of years as a business-

man, and in 1938 was sent to London as the permanent representative of the

Vilna interests.

Despite success in business, Baran continued to long for an academic

career. Efforts to get an academic job in England failed and, seeing the

Second World War coming, he took his savings and sailed for the US in

October 1939. There he soon gained admittance as a graduate student in

economics at Harvard. After completing his Harvard studies he accepted a

fellowship at the Brookings Institution for the academic year 1941–42. He

then turned to wartime Washington, where he worked successively in the

Office of Price Administration, the Research and Development branch of the

Office of Strategic Services, the United States’ Strategic Bombing Survey in

Germany, and finally as the head of the Economic Effects Division of the

Survey’s mission to Japan. After the war he took a job at the Department of

Commerce and gave lectures at George Washington University, finally ac-

cepting a position in the Research Department of the Federal Reserve Bank

of New York. Baran accepted an offer to join the Stanford economics faculty

in 1948, where he was promoted to full professor in 1951.

The hiring of Baran at Stanford occurred a few years before McCarthyism,

which was still in its early stages, had cast its full shadow across the univer-

sity campuses. As the witchhunt grew, Baran – who from the moment Stanford

hired him until the time of his death was probably the only self-confessed

Marxist economist teaching at a US university – became increasingly subject

to quasi-official harassment. Although tenure made it virtually impossible to

fire him, he was required to carry heavier course loads than his colleagues

and his salary was frozen – a fact that the Stanford administration took

special pains to advertise to its potential donors. In his early articles for the

independent socialist magazine Monthly Review, with which he was closely

associated, Baran found it necessary to adopt the pseudonym of ‘Historicus’.

Nor did these difficulties ease appreciably with the end of McCarthyism

itself. If anything, the political pressures on Baran intensified during the early

1960s as a result of his outspoken support of the Cuban revolution. Com-

menting in 1961 in a letter to a friend on the Stanford administration’s

persistent efforts to clamp down on him, this time over a recent visit to Cuba,

he wrote, ‘[I]t burns me all up, plays havoc with my nervous system … .’

Three years later, in 1964, Baran died of a heart attack.
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Although Baran was not a prolific writer throughout his career, the last

decade of his life was extremely productive in this respect. It was during

these years that he wrote his two major books, The Political Economy of

Growth and (with Paul Sweezy) Monopoly Capital, each of which received

widespread international recognition as belonging to the very best of the

Marxian tradition in the post-war period. Moreover, it was in this last decade

that Baran wrote most of the essays later included in The Longer View – a

rich collection of writings, mainly covering economic topics, but also encom-

passing such subjects as ‘Marxism and Psychoanalysis’, ‘The Commitment

of the Intellectual’ and ‘The Nature of Marxism’.

The Political Economy of Growth analyses the patterns of development

that characterize both the highly industrialized and underdeveloped econo-

mies of the modern world. Both a monumental work of scholarship, containing

an intricately textured analysis of historical, social and economic events, and

a powerful polemic against mainstream development theory, it is one of the

classic studies underpinning contemporary monopoly-capital, dependency

and world-system theories.

Baran’s argument rests on his key analytical category of potential eco-

nomic surplus. Derived from and presupposing Marx’s surplus value, this

category adapted Marx’s earlier concept to the specific problem of develop-

ment planning. Two long chapters apply the potential surplus concept to the

circumstances of developed monopoly capitalist societies. This analysis was

to be elaborated more fully in Monopoly Capital. Three further chapters,

from which the fame of the work (particularly in the Third World) is largely

derived, analyse underdevelopment in the periphery of the capitalist world

economy.

Orthodox economics, according to Baran, usually treats the issue of the

investment necessary for economic growth as if it were merely a question of

the disposal of society’s actual surplus (or actual savings), defined as ‘the

difference between society’s actual current output and its actual current con-

sumption’. Nevertheless, a complete understanding of the mobilization of

economic resources requires the wider conceptual outlook offered by poten-

tial surplus, defined as ‘the difference between the output that could be

produced in a given natural and technological environment with the help of

employable productive resources, and what might be regarded as essential

consumption’. Potential surplus, in this sense, can be understood as including

both actual surplus plus the following elements: (i) society’s excess con-

sumption; (ii) loss of output due to the existence of unproductive workers;

(iii) loss of output due to irrational and wasteful organization of production;

and (iv) loss of output due to open and disguised unemployment. Rapid

growth, therefore, depends on successfully tapping those elements of poten-

tial surplus that are currently being wasted (and which therefore do not show
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up in actual surplus), as well as mobilizing surplus currently being siphoned

off from abroad. But to address the issue of development in this way is to

place under scrutiny the fundamental class relations and dependent interna-

tional position of Third World capitalist societies.

The value of this conceptual approach was evident in the facility with

which Baran was able to counter three of the most important postulates of

mainstream development theory: (i) the notion that underdeveloped econo-

mies had always been underdeveloped, and were simply in the early stages of

economic growth; (ii) the idea that the main obstacle to development is a

‘vicious circle of poverty’, requiring a diffusion of capital to the Third World;

and (iii) the belief that the problems of underdeveloped societies can be

traced to a dearth of capitalists or entrepreneurs embodying Western know-

how and initiative.

Rather than following the common practice of assuming that the poorer

economies of the periphery had always been relatively ‘backward’, Baran

approached the issue historically. ‘The question that immediately arises’, he

wrote, ‘is why is it that in the backward countries there has been no advance

along the lines of capitalist development that are familiar from the history of

other capitalist countries, and why is it that forward movement there has been

either slow or altogether absent?’ The answer, he suggests, is to be found in

the way in which capitalism was brought to these regions during the period of

what Marx called ‘primitive accumulation’, characterized by ‘undisguised

looting, enslavement and murder’, and in the way in which this very process

served to ‘smother fledgling industries’ in the colonized societies. It was thus

the European conquest and plundering of the rest of the globe that generated

the great divide between core and periphery of the capitalist world economy

that persists to this day. In illustrating this, Baran highlights the differing

ways in which India and Japan were incorporated into the world capitalist

economy, the first as a dependent social formation carrying the unfortunate

legacy of what Andre Gunder Frank was later to call ‘the development of

underdevelopment’; the second representing the exceptional case of a society

that was neither colonized nor subject to unequal treaties, and that, retaining

control over its own economic surplus, was free to develop along the

autocentric lines of the core European powers. The implication of this analy-

sis was clear: incorporation on an unequal basis into the periphery of the

capitalist world economy is itself the main cause of the plight of the underde-

veloped economies.

The failure of development in the Third World, then, is not the result of

‘original underdevelopment’ – or a lack of capitalism. Nor, Baran went on to

argue, could the failure to develop along European lines be traced to a ‘vicious

circle of poverty’ – or a lack of capital. Even though the amount of actual
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extremely low levels of consumption – is such a large proportion of national

income as ‘to enable them to attain high, and indeed very high, rates of

growth’. The key to underdevelopment, according to Baran, lies rather in the

fact that the potential surplus that could be utilized for productive investment

is to a large extent wasted away by the combined actions of the following

class forces: (i) a semi-feudal landed oligarchy addicted to luxury consump-

tion on the most extravagant scale imaginable; (ii) a large, parasitical stratum

of ‘merchants, moneylenders and intermediaries of all kinds’; (iii) a small

industrial bourgeoisie forced to subordinate itself to the interests of foreign

capital; (iv) foreign multinationals geared mainly to the expatriation of profits;

and (v) an overgrown state apparatus compelled to maintain a praetorian

guard of hired mercenaries.

By focusing on the appropriation of potential surplus by various class

forces in this way, Baran makes it clear that the problems of underdevelop-

ment do not have to do primarily with a lack of capitalists (or entrepreneurs)

any more than a lack of capitalism or capital. Rather the real difficulty lies in

the existence of an imperialist structure of power in the world economy that

places these societies in a situation of dependency, producing a disarticulated

class structure which is itself predicated on the failure to mobilize the poten-

tial surplus in ways that would promote internal development. Under these

circumstances, Baran argues, there is little chance that underdeveloped econo-

mies – with the possible exception of large Third World states with sizeable

national bourgeoisies and strong anti-imperialist movements such as Egypt

and India – will be able to channel surplus into productive areas that will spur

development unless they first carry out full-scale, socialist-orientated revolu-

tions aimed at delinking themselves to some degree from the capitalist world

economy. In the periphery Baran’s message was widely heard. Thus most

subsequent Third World revolutionary movements, beginning with the Cuban

revolution in 1959, were influenced directly or indirectly by ideas contained

in The Political Economy of Growth.

Monopoly Capital by Baran and Sweezy was an attempt to elaborate more

fully the interpretation of developed capitalism introduced in the relatively

unsuccessful early chapters of The Political Economy of Growth as well as in

Sweezy’s The Theory of Capitalist Development (1942). It quickly gained a

reputation as the most important attempt thus far to bring Marx’s Capital up

to date, modifying Marx’s original analysis where necessary to account for

the monopoly stage of development. It also represented an important critical

departure from the prevailing Keynesian orthodoxy in macroeconomics –

reflecting the alternative approach associated with such neo-Marxian (and

post-Keynesian) thinkers as Michal ⁄ Kalecki and Josef Steindl.

At the core of Monopoly Capital was the thesis that Marx’s fundamental

‘law of the tendency of the rate of profit to fall’ associated with accumulation
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in the era of free competition, has been replaced, in the more restrictive

competitive environment of monopoly capitalism (in which a handful of giant

firms tend to dominate key industries), by a law of the tendency of the surplus

to rise (defining surplus in terms similar to Baran’s potential surplus). Under

these circumstances, the critical problem is one of surplus absorption. Capi-

talist consumption accounts for a decreasing share of capitalist demand as

income grows, while investment is hindered by the fact that it takes the form

of new productive capacity, which cannot be expanded for long periods of

time independently of final wage-based demand. Despite the ever-present

possibility of new ‘epoch-making innovations’ emerging that could help ab-

sorb the potential surplus such innovations – resembling the steam engine,

the railroad and the automobile in their overall effect – are few and far

between. Furthermore, ‘foreign investment, far from being an outlet for do-

mestically generated surplus, is a most efficient device for transferring surplus

generated abroad to the investing country’. Hence, Baran and Sweezy con-

clude that the system has a powerful tendency towards stagnation, largely

compensated for thus far through the rise of various countervailing factors

divorced from the logic of accumulation itself, such as the growing sales

effort, military spending and financial expansion. All such factors however

are self-limiting and can be expected to lead to a doubling-over of economic

contradictions in the not too distant future.

From the standpoint of its authors, the originality of Monopoly Capital lay

not in its analysis of the stagnationist tendency itself (which had been thor-

oughly explored in the 1930s) but rather in its account of those countervailing

factors that had allowed capitalism to prosper after the war. These included

(to amplify on elements already mentioned above) such key historical eventu-

alities as: (i) the epoch-making stimulus provided in the 1950s by the second

great wave of ‘automobilization’ in the US (which should be understood as

also encompassing the expansion of the steel, glass, rubber and petroleum

industries, the building of the interstate highway system and the stimulus

provided by the suburbanization of America); (ii) Cold War military spend-

ing, including two regional wars in Asia; (iii) the growing wasteful penetration

of the sales effort into the production process; and (iv) the vast expansion of

the credit–debt structure of the capitalist economy, to the extent that it even-

tually began to dwarf production itself. By analysing the way in which the

surplus left its statistical trace in these and other areas, Baran and Sweezy

enlarged the usual context of economics to take into account its wider histori-

cal setting.

The reemergence of conditions of economic stagnation in the 1970s, not

long after Monopoly Capital was published, and the conjunctural response to

this crisis by the dominant interests of the advanced capitalist world in the
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military outlays and hyper-financial expansion – clearly pointed to the con-

tinuing relevance of this type of historical approach.

Baran and Sweezy thus made it clear that there was much more at stake in

the analysis of the economy than the rate of growth, the rate of profit or the

level of employment. The stupendous waste of society’s surplus that had

allowed capitalism to counter growing problems of surplus absorption should

not be condoned, Baran was wont to point out, even when it does temporarily

serve to prop up an economy that would otherwise visibly stagnate. The

hunger of most of the world’s population, the persistence of exploitation,

poverty and alienation in the advanced capitalist world, and the squandering

of precious intellectual, artistic and scientific achievements mean that the

politicization of the way in which surplus is utilized will remain an urgent

task for society and the key to rational, anti-capitalist struggle.

Given his background, it is perhaps not surprising that Baran was also an

important analyst of the Soviet economy over the course of his career. While

a devotee of national economic planning he remained a critic of what he

called ‘Stalinist terrorism’ and hoped for the development of a ‘free, socialist

democracy’ in the USSR. With respect to the Soviet, East German, Czecho-

slovakian, Hungarian and Polish economies he argued in 1962 that these had

industrialized to the point that they must now necessarily abandon ‘the “forced

marches” characteristic … of the Stalin era; they must greatly liberalize the

economic and social conditions prevailing in their societies if further eco-

nomic, cultural and political advancement is to be assured. For here, as

elsewhere, there is a powerful dialectic at work: the very system of extreme

pressure on consumption, of unquestioned subordination to authority, and of

rigidly dogmatic concentration on principal targets, which was imposed by

Stalin and which enabled the Soviet Union to get over the “hump” of initial

industrialization has turned, in the current phase of history, into a prohibitive

obstacle to further economic and social growth’ (1969).

It was this kind of unswerving commitment to what Baran himself called

‘the confrontation of reality with reason’ that no doubt partly explains John

Kenneth Galbraith’s remark in his memoirs that ‘Baran was one of the most

brilliant and, by a wide margin, the most interesting economist I have ever

known’.
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Luiz Gonzaga de Mello BELLUZZO (born 1942)

Luiz Gonzaga de Mello Belluzzo was born 29 October 1942 in São Paulo,

Brazil. This grandson of Italian immigrants, who arrived in Brazil at the end

of the 19th century, began his studies at the Colégio São Luís, a Jesuit school.

In 1956, he began studying in Rio de Janeiro’s Aloysianum, a minor seminary

belonging to the Society of Jesus. There, he continued with his secondary

education and began studying philosophy, Latin and Greek. In late 1958, the

Roman Catholic Church went through a major upheaval when Angelo Maria

Roncalli became Pope John XXIII. His election was a victory for those

sectors of the Church’s hierarchy which were more concerned with contem-

porary social and economic problems. The effects of his victory would take a

long time before being felt in the Jesuit provinces in Latin America, and

before that happened, Belluzzo the seminarian abandoned his ecclesiastical

career.

At the time, Brazil was at the apex of its so-called ‘developmental’ period,

which was set in motion by the Programa de Metas (targets for development)

created by the government of President Juscelino Kubitschek. The process of

rapid industrialization was sustained by the modernization of the energy and

transportation infrastructures and by the development of the durable con-

sumer goods and capital goods sectors. The Programa was implemented

through a ‘division of tasks’ and under the coordination of the State, working

closely with the private sector – both national and foreign.

High economic growth rates and economic and social structural transfor-

mations – especially in terms of rapid urbanization and the equally rapid

growth of the proletariat and middle class – led to a major outburst of cultural

and political activity in the late 1950s and early 1960s. The Cuban revolution

and growing Cold War tensions radicalized the debate and conflict concern-

ing the direction the country should follow.

The so-called ‘progressive’ sectors – the national-developmentalists, com-

munists and socialists – introduced the theme of Reformas de Base (Base

Reforms) that included agrarian reform, urban reform, banking and finance

reforms and legislation controlling foreign capital. They also called for ad-

vanced policies, granting citizens more economic and social rights. Conservative

forces and the far right unleashed a violent anti-communist and anti-socialist 44 Luiz Gonzaga de Mello BELLUZZO

 

campaign with the visible support of the United States. The Americans, in an

almost overt fashion, financed institutions like the Ipes and the Ibad that

created the ideological doctrine and obtained the military, political and busi-

ness support they deemed necessary for the ‘defence of democracy’. The press,

almost entirely aligned with the ideas coming from the United States Informa-

tion Service (USIS), launched its own violent campaign against the establishment

of the República Sindicalista do Brasil – Trade Union Republic of Brazil.

It was in this environment that Belluzzo, in 1961, entered the University of

São Paulo’s Law School. Two years later he enrolled in the Social Sciences

course at the same university’s School of Philosophy, Sciences and Humani-

ties. At Law School, he played an active political role in the so-called

‘independent left’ that shared the leadership of the ‘progressive’ student

movement with the communists and left-wing Catholics of Ação Popular

(Popular Action). He was chosen Cultural Director of the Centro Acadêmico

XI de Agosto (the 11 August Academic Centre), which represented law

students. There he helped organize, in 1963, a cycle of debates on the Brazil-

ian economy and society. The Instituto de Estudos Brasileiros – Iseb (Institute

of Brazilian Studies) sponsored the debates. Some of the country’s most

important researchers and professors of philosophy, economy and social sci-

ences, interested in discussing and formulating alternatives for the country’s

development, were members of this institute. In 1963, he also took part in the

student committee that prepared an analysis of the Three Year Plan proposed

by President João Goulart’s government and elaborated by the then Planning

Minister, Celso Furtado.

The April 1964 coup d’état abruptly and violently interrupted the reform

movement. The armed forces intervened in trade unions and universities,

persecuting, arresting and suspending the political rights of activists. Despite

everything, the first military government of President Castelo Branco was

relatively moderate. Nevertheless, universities were subject to police–mili-

tary investigations that resulted in the expulsion of students considered too

subversive in the intervention of student centres and in the forced retirement

of some ‘leftist’ professors. One such investigation summoned Belluzzo, but

no charges were made and he obtained his law degree in 1965.

In 1966, with just one semester to go before receiving his degree in Social

Sciences, Belluzzo abandoned the university and enrolled in the Cepal (Ecla

– Economic Commission for Latin America) postgraduate economic devel-

opment course. He completed this course in 1969, having specialized in

Industrial Development and Programming. One year earlier, in 1968, Belluzzo

was hired as an assistant professor to create the Economy and Economic

Planning Department (Depe) at the State University of Campinas.

The founders of the University of Campinas’ Economy Department de-

signed it as a centre for investigations and multidisciplinary education. The
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idea was to counter the neoclassical and monetarist trends prevailing in the

country’s two most important centres of economic thought: the University of

São Paulo’s School of Economy and the School of Postgraduate Studies of

the Fundação Getúlio Vargas. The basic effort was to continue with the

studies of Brazilian and Latin American capitalism in the ‘structural’ tradi-

tion of Prebisch, Celso Furtado and Anibal Pinto. This line of Latin American

economic thought was backed by the studies on Marx, Schumpeter and

Keynes that were being made by some of the Department’s professors. The

impact of the ‘Cambridge Controversy’ and of the critiques made of the

neoclassical theory of value, capital and distribution, were especially impor-

tant for the intellectual trajectory of some professors.

Belluzzo initially focused his studies on the relationship between eco-

nomic development, industrialization and income distribution. In 1970, he

wrote an article entitled ‘Algumas Idéias sobre o Desenvolvimento Japonês’

(Some Thoughts on Japan’s Development) that appeared in the magazine

published by the State of São Paulo’s Finance Department. In the article he

tried to explain some important issues to the Brazilian public: (i) the singular

nature of the relationship between the Miti and private conglomerates; (ii) the

role played by the banking sector’s credit system and the Bank of Japan; (iii)

the bitechnological model used in the division of work between large and

small companies.

In 1974, he again took up the theme of the relationship between develop-

ment and income distribution in ‘Distribuição de renda: Uma Visão da

Controvérsia’ (Income Distribution: A Vision of the Controversy), an article

in which he analysed the debate between neoclassical thinkers, neo-Ricardians

and Marxists. The article was published in a collection of works (1974).

From then on he dedicated himself to the study of the relationship between

Sraffa, Ricardo and Marx, which led to his doctorate thesis (1975). This work

deals with the differences between Ricardo’s and Marx’s labour theory of

value. It tries to underscore the decisive importance of avoiding Ricardo’s

vision in order to understand the Marxist theory of value as one of money and

capital and not as a theory of relative prices. This is why he tried to demons-

trate the subordinate character of the well-known problem of ‘transforming’

values into production prices. Belluzzo extensively used the then recently

published Grundrisse texts to substantiate the idea of a mercantile-capitalist

economy as a monetary economy. ‘Valor e Capitalismo’ (Value and Capita-

lism) was published in 1980.

Belluzzo was responsible for the postgraduate courses on monetary and

financial theory of the University of Campinas and he has written numerous

works on the relationship between the money and capital theories of Marx

and Keynes. Minsky’s John Maynard Keynes, published in 1975, and the
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Moggridge, advanced the debate among non-orthodox Brazilian economists.

It became clear that both Marx and Keynes understood capitalism as a system

in which the ‘production of goods’ is merely a vehicle for the monetary

enrichment of those who owned and property and wealth.

Belluzzo dealt with this matter in Enriquecimento e Produção (Enrichment

and Production) written with Júlio Sérgio de Almeida and published in 1989.

The text tries to demonstrate that effective demand is the result of capitalist

decisions on wealth possession. These decisions are permanently being evalu-

ated, in a climate of uncertainty, in terms of the behaviour of the two ‘price

systems’: current production prices and the prices of existing debts and

assets.

The theme was dealt with again in ‘O Dinheiro e as Transfigurações da

Riqueza’ (Money and the Transfigurations of Wealth) published in the book

Poder e Dinheiro  (Power and Money) (1997), and in the article entitled

‘Financeirização da Riqueza, Inflação de Ativos e Decisões de Gasto em

Economias Abertas’ (Financing Wealth, Assets Inflation and Decisions on

Expenditures in Open Economies). The latter was written in collaboration

with Luciano Coutinho and published, in 1998, in Economia e Sociedade

(Economy and Society) no. 11.

Between 1974 and 1992 Belluzzo served as an economic adviser to the

PMDB (Brazilian Democratic Movement Party) which opposed the military

regime. Between 1985 and 1987 he headed the Finance Ministry’s Eco-

nomic Policy Department during the New Republic. In the second half of

the 1970s, he wrote several articles on Brazil’s development and its rela-

tions with the international economy. In these articles, he tried to point out

the crisis signs of the economic growth model based on a strategy of

external indebtedness.

In June 1977 Belluzzo and Professor Luciano Coutinho wrote ‘Desenvolvi-

mento Capitalista no Pós-Guerra e a Industrialização da Periferia’ (Post-War

Development of Capitalism and the Industrialization of the Periphery). This

article tried to show the effects on developing nations of the breakdown of the

so-called Keynesian consensus, which resulted in the Thirty Glorious Years.

That same year, he and Professor João Manuel Cardoso de Mello wrote

‘Reflexões sobre a Crise Atual’ (Reflections on the Current Crisis), which

discussed the military regime’s political economy options in view of the risks

of a foreign debt collapse.

In 1978, he and Maria da Conceição Tavares wrote an article entitled ‘A

Experiência Recente de Industrialização no Brasil’ (Brazil’s Recent Industri-

alization Experience), that appeared in the magazine published by São Paulo’s

Fundação Getúlio Vargas. All these articles were reprinted in the first volume

of the collection Desenvolvimento Capitalista no Brasil (Capitalist Develop-

ment in Brazil) (1982a).
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That same year, together with Maria da Conceição Tavares, he wrote

‘Capital Financeiro e Empresa Multinacional’ (Financial Capital and the

Multinational Company) (1982b). The article, published in the magazine of

Mexico’s Centro do Terceiro Mundo (Third World Centre – Ilet), tried to

show how the new wave of financial internationalization is closely tied to the

expansion of American-owned multinationals.

After the 1982 debt crisis, Belluzzo and João Manuel Cardoso de Mello

were asked by Gazeta Mercantil – Brazil’s largest business daily – to coordi-

nate a debate on the adjustment programmes monitored by the International

Monetary Fund. The ideas debated formed the basis for the introduction to

the book FMI x Brasil: a Armadilha da Recessão (The IMF vs Brazil: The

Trap of Recession) (1983). Brazil’s principal opposition economists also

contributed to the book.

In 1984, editora Brasiliense published Belluzzo’s O Senhor e o Unicórnio

(The Lord and the Unicorn) – a book of essays on the international economy

in the early 1980s and the evolution of adjustment policies (1984a). These

essays originally appeared in the weekly magazine Senhor during the most

difficult years of the stabilization crisis. In ‘Reflexões sobre a Inflação

Contemporânea’ (Reflections on Contemporary Inflation) (1984b), Belluzzo

and Maria da Conceição Tavares elaborated a critique of the inertial inflation

theory. It contended that the new inflationary shock and inflation’s realign-

ment process were the result of the collapse of external financing and the

methods used to adjust the economy to new international conditions.

The themes of inflation, indexation, and financial and monetary transfor-

mations were dealt with again from a Marxist and Keynesian perspective in

‘A Crise Monetária no Brasil’ (Brazil’s Monetary Crisis) (1989b), an article

written together with Júlio Sérgio Almeida. It appeared in 1989 in São Paulo

em Perspectiva  (São Paulo in Perspective), a magazine published by the

Fundação Seade. An abridged version was published in German in the book

Inflation und Stabilisierung in Brasilien (1996).

Edunesp (the São Paulo State University’s publishing house) will soon

publish A Economia Brasileira: da Crise da Dívida aos Impasses do Real

(The Brazilian Economy: From the Debt Crisis to the Impasse of the Real).

The book deals, from a Keynesian point of view, with the evolution of

Brazil’s economy during the 1980s and 1990s. It will try to illustrate: (i) the

ties between the collapse of external indebtedness, the government’s fiscal

crisis and the adjustment of large private enterprises; (ii) how the fiscal crisis

develops into a financial crisis, involving public debt management and the

option for liquidity by those who control wealth in the private sector; (iii)

monetary policy reactions to the financial crisis and to encroaching high

inflation; the creation and management of an ‘indexed currency’; and (iv) the

dynamic inconsistency of the 1994 stabilization process, anchored in the 48 Amit BHADURI

 

nominal overvaluation of the exchange rate and in a new cycle of external

indebtedness by the private sector and direct foreign investment.
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Editora Vozes.

(forthcoming), A Economia Brasileira: da Crise da Dívida aos Impasses do Real  (Brazilian

Economy: From the Debt Crisis to the Impasse of the Real) (with Júlio Sérgio de Almeida),
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Amit BHADURI (born 1940)

After finishing an elementary science degree from Presidency College, Cal-

cutta – it used to be called Intermediate Science in India in those days – I joined

the Economic Honours course in the same college in 1958. I had very little idea

of Economics as an academic discipline. Looking back, it is not entirely clear

to me why I decided to study Economics though I recall one personal reason: it

was my disinclination to spend long afternoons doing experiments in the labo-

ratories. The other more serious reason was the social milieu. The air was

charged with a lot of left-wing political slogans in those days, and in middle-

class Bengali homes it was not unusual to have frequent political discussions.

The college union elections were also supposedly fought on ‘ideological’

grounds. In such an atmosphere, studying Economics was intellectually ‘fash-

ionable’ and I also felt that it would give me a better grasp of political issues. I

do not think at this stage that I was either serious or mature enough to distin-

guish between ‘understanding’ and scoring debating points among friends.
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Teaching of Economics was of a high standard in Presidency College. In

particular, Professor Bhabotosh Dutta, who taught us mostly microeconomics,

was one of the best teachers I have ever had. His lectures gave me an idea of

the logical structure of the subject. But the academic programme in Presi-

dency College, like elsewhere, hardly gave us any sense of social realism.

Economics became largely a matter of understanding logical arguments with-

out questioning their relevance. Even the teaching of Indian economics hardly

helped matters in this respect. When I graduated from Presidency College in

1960 I had unknowingly accepted Economics as a subject where logical

refinements of arguments, irrespective of their relevance, served as the gov-

erning principle.

After spending a few months at Calcutta University, I went to do the short

(two-year) Economics Tripos at Cambridge where a number of well-known

British Keynesians were teaching at that time. My first impression was that

they lectured in a peculiarly unsystematic manner, each following his or her

own line of thought. This was very different from the teaching I had been

used to in India. Kaldor was an exciting lecturer and certainly brought a sense

of relevance to economic theory which I had missed previously. Kahn, I

simply could not understand. Joan Robinson was extremely erratic. However,

even then I had a vague glimpse of her ‘pictorial imagination’; at times I got

the impression that she visualized the economy as a picture before she dis-

cussed its analytical interconnections. Dobb, discussing the history of economic

thought, did not rouse my interest. Goodwin lectured like an artist. Pasinetti

and Hahn were the clearest in their presentations, and therefore easiest to

understand. Hahn represented mostly the mathematical fashions in econom-

ics, lecturing on general equilibrium. Although his explanations were clear

and well-structured and he also supervised me, at no stage did I feel that his

subject had any relevance to the working of the capitalist economy.

Champernowne lectured on mathematical statistics, mostly probability theory,

with occasional digressions into mathematical models of economic growth

which were then being formulated by Kaldor.

Looking back, when I finished my Tripos in 1963 I had largely reinforced

my view of Economics as a subject of purely logical discourse, derived from

my earlier training in Calcutta. Economic theory was primarily a playground

for logical argument where little attention needed to be paid either to the

relevance of the assumptions or to the questions being asked. In the mean-

time, I had secured a scholarship to do postgraduate work at the Massachusetts

Institute of Technology. I went with the vague idea of working on the Turn-

pike theorem, a fashionable topic in mathematical economics in those days.

The lectures in MIT were much more technique-orientated and my year there

was useful in a negative way. It made clear to me the kind of economics I was

not interested in doing. It was at this stage that, mostly as a reaction, I 50 Amit BHADURI

 

carefully reread Keynes’ General Theory and the first two volumes of Marx’s

Capital. I should admit that much of this reading was accomplished by not

going to the regular lectures! In retrospect I think I was more impressed by

Keynes than by Marx, because Marx was too overwhelming with his power-

ful mixture of economics, philosophy and history and it was difficult to

identify the economic core on which he was building. Keynes on the other

hand was easier to understand, partly because his canvas was far narrower.

And also, we had been repeatedly exposed to his ideas from different angles

at Cambridge. My intellectual wavelength began to diverge increasingly from

those of most of my fellow graduate students at MIT, not to speak of the

teachers. I decided to return to Cambridge for my Ph.D. or to try my hand at

economic journalism, perhaps in the Bombay-based Indian magazine Eco-

nomic & Political Weekly. Since I had already secured a studentship in

Peterhouse, Cambridge, the soft option was to complete my Ph.D. there. I

returned in 1964 to work first with Richard Kahn and then with Joan Robinson,

when she returned from one of many visits to China. This was, I think, my

period of transition towards becoming a professional economist. I still recall

my puzzlement, when during the first few supervisions, Joan Robinson in-

sisted that I should be able to ‘visualize’ the economy first before deriving its

characteristic features for theorizing. I read her Accumulation of Capital at

this stage and vaguely understood her method of theorizing. I also read

almost everything that Kalecki had written. He was easy to follow and com-

bined precision and relevance in a way which I had not previously come

across in any other economist. I found this combination especially exciting

and Joan Robinson fully shared my enthusiasm for Kalecki during our dis-

cussions. My mind was more or less made up to do macroeconomics along

similar lines, if possible relating it to the Indian economy. However, there

was the pressure of finishing a Ph.D. thesis within three years and I chose to

work on the problems posed by gestation-lags in investment planning. I

found this to be a relatively unexplored area where one could easily use

formal methods and get ‘results’ needed for a Ph.D. In the mid-1960s the

capital theory controversy (with ‘double switching’ and so on) was raging

following the publication in 1960 of Sraffa’s book Production of Commodi-

ties by Means of Commodities. As a young researcher it was difficult to

remain indifferent to this intellectual excitement and, not very consciously, I

also started following the debate, occasionally discussing it with Joan

Robinson. This resulted in my first published paper in 1966. Although it was

not related directly to my thesis, working on capital theory gave me the

satisfaction of feeling that I was also contributing in my small way to the

struggle against conventional neoclassical economic theory which I had be-

gun to reject. I completed my Ph.D. work in 1967 on the ‘Impact of Gestation

Lags in Investment Planning’.
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I decided to return to India immediately after my thesis. Instead of taking

up a conventional teaching job, I decided to work on the economic aspects of

primary education in India for a year in the Agro-Economic Research Centre

in Delhi. The next year I joined the Delhi School of Economics. Since I

continued to be interested in capital theory, I published occasional papers on

this subject while teaching courses on planning and economic theory at the

School. Around this time I wrote a paper on the significance of the controver-

sies in capital theory from a Marxian view (1969); this was motivated by my

interest to relate capital theory controversy to what I then understood to be

Marx’s methods in economics. It received some attention and was translated

into several languages, possibly because many ‘dissenting economists’ wanted

to draw on Marx to explain the significance of the capital theory debate

which had become the logical focus of challenge to the neoclassical marginal

productivity theory of profit. Around the same time, based on my earlier work

on the thesis, I published two papers on the theory of project evaluation. I had

never been satisfied with the dubious logical foundation of cost–benefit analysis

and its subjectivist ‘rate of time discount’ concept. An approach developed by

Kalecki on this issue had seemed more fruitful. Using Kalecki’s method, I

published a short paper on the subject (1968b). With the encouragement of

Richard Goodwin, who was one of my thesis examiners, and Professor Lief

Johansen of Oslo, I published another paper (1968a) emphasizing the role of

foreign trade as a time-saving device in project planning. The only common

theme of both these papers was my attempt to break away from the conven-

tional mould of cost–benefit analysis.

I left the Delhi School of Economics to take up a job in the Ministry of

Economic Planning in Sri Lanka in 1969. There I had my first practical experi-

ence with investment planning. However, I had plenty of spare time after office

hours and continued with my interest in capital theory. During my Ph.D. work I

had found a formula to show how different gestation lags associated with

different techniques of production entailed different amounts of incremental

‘locked-up’ resources in a growing economy. This could provide a physical

analogue to the reswitching of techniques. When this was written up and

submitted for publication (1970), I received on the first draft some encouraging

comment from Professor Hicks who had been working on similar problems. A

few years later Hicks published his book Capital and Time (1973) where he

explored the Austrian approach to capital theory in his usual original fashion.

On reading this book, I realized that Hicks had assumed that I also came to my

formulation through the same Austrian route. However, it was my thesis work

on gestation lags and my interest in the ongoing capital theory which had

accidentally merged in that paper to create this impression. I was ashamed of

my ignorance and tried to read Böhm Bawerk and Hayek on capital theory but,

I must confess, without much benefit.
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While in the Ministry of Planning in Sri Lanka I became familiar with

some of the economic problems of small paddy cultivators in that country. I

was particularly intrigued by the fact that traditional agriculture was so

resistant to technological change. I gave up my job after a year in Sri Lanka

where I had been working in a team to develop a computable, multisector,

multiperiod planning model using Leontief’s framework, The political at-

mosphere was electric at that time, the echoes of the Cultural Revolution in

China reverberating all over South Asia. Maoist ideas were spreading rapidly.

I returned to Calcutta, anticipating rapid political changes. Some of my

former students and friends had joined the Maoist movement in India (called

Naxalites) with various degrees of political involvement. I distinctly remem-

ber one of them who had gone to work among the peasants in the countryside

coming back and telling me that he could not find real ‘feudal’ landlords

anywhere in West Bengal. What he found instead were relatively small land-

owners who were also engaged in moneylending on an extensive scale.

Although the Indian Maoists had already characterized Indian agriculture as

‘semi-feudal’, I presume they had little idea or time to discuss what it really

meant. I was without a job and decided to travel in the countryside of West

Bengal in 1970–71. During this time, I had the opportunity to talk to many

peasants, sharecroppers and landless tribals in and around the province, espe-

cially about their perceptions of the nature of exploitation they suffered.

Never having either the courage or the tenacity to enter serious politics, I

decided to use my impressionistic knowledge of the West Bengal countryside

to give content to the term ‘semi-feudal agriculture’.

I left in the middle of 1971 for a one-year assignment with the UN in

Vienna. The work was not very demanding, leaving me time to formulate a

model of semi-feudal agriculture. This was published in a left-wing Calcutta

journal called Frontier, and also as a more technical paper in the Economic

Journal (1973), arousing both interest and hostility among many develop-

ment economists. Since this paper was not based on anything I had read in

economics books or articles, it probably had some sort of novelty of ap-

proach. My main interest was to show how moneylending and land rent – two

different modes of surplus extraction – combined to result in agricultural

stagnation. Predictably, academic economists of the mainstream reacted in a

large number of theoretical papers largely trying to show why such inter-

locked transactions may not imply exploitation and may also be Pareto-optimal.

Another paper on usurious interest rates, based on my impressions of the

West Bengal countryside of that time, was published much later in 1977. This

paper was written while in Hanoi in total isolation. It was an attempt to show

that who bears the cost of default – the lender or the borrower – is a matter of

economic power. Subsequently the Cambridge Journal of Economics pub-

lished quite a few papers by others on this topic.
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When I returned to India from Vienna, I first joined the Centre for Devel-

opment Studies in Trivandrum. For personal reasons I had to give up this job

prematurely, and returned again to Delhi as professor at the newly estab-

lished Jawaharlal Nehru University in 1973. With most of my colleagues and

especially with Professor Krishna Bharadwaj, I shared a good deal of com-

mon interest in economics. We thought it would be possible to build a

relatively different kind of department where the M.A. course would not

follow the usual pattern. Our initially small but enthusiastic group of col-

leagues were all serious about teaching, and we launched an M.A. programme

which, I still believe, had some freshness of approach and emphasis. I was

responsible for teaching macroeconomic theory from 1973 to 1983, with a

one-year break in North Vietnam in 1976. This is the longest job I have held

to date. During this period I published my first book, The Economic Structure

of Backward Agriculture (1983) which made extensive use of my earlier

essays on the subject as well as of a relatively new idea: that of using

biological analogies in a mathematical model to capture agrarian class rela-

tions (1981).

My attempts to teach the essentials of macroeconomics in a different and

more relevant way resulted in accumulating lecture notes over the years. I

never carried these to class, but spent more time each successive year decid-

ing what to teach from the notes I had built up. My selection of material

invariably revealed to me my own preference for the macroeconomic tradi-

tion of Marx, Kalecki and Keynes – the common themes running through

their writings on capitalism. I left Nebru University in 1983 to teach in El

Colégio de México where I had enough time to put together a book out of

these lecture notes. This was published in the ‘Radical Economics’ series by

Macmillan in 1986. Interestingly, I found the students in Mexico, like those

in India, quite interested in these lectures. Some of them had actually encour-

aged me to complete the book by observing that macroeconomics taught this

way made greater sense. However, I was soon to discover that this was a

‘biased’ view of macroeconomics – perhaps a Third World view? When I

visited Stanford in 1986, I found many graduate students positively puzzled

by my approach. They knew more about current fashions like game and

agency theory, but relatively little about Keynes and almost nothing about

Kalecki and Marx. Subsequently, I also taught as visiting professor in some

universities in Europe, mostly in Austria, in Italy and in Norway. Students

were considerably more receptive in these countries in general. My personal

impression is that the pressure to conform to the current intellectual fashion

is somewhat less in European universities; as a result, a significant minority

of students are intellectually more open to non-orthodox ideas. Although the

reward-system is biased heavily in favour of the conventional mainstream
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tion is less severe than that meted out by the recruitment system of typical US

economics departments. In the Italian, Spanish and (second) Indian editions

of my book, I mention this explicitly in the Preface.

I had always been uncomfortable about the coexistence of apparently

contradictory ideas in Marx and Keynes on the theory of effective demand,

which also had serious implications for political ideology. Like Keynes,

Marx seemed to suggest that a higher real wage was good for capitalism

insofar as it alleviated the problem of ‘underconsumption’. At the same time,

his theory of ‘periodic crisis’ was based on the idea of profit squeeze brought

about by militant workers receiving increased real wages in a boom; this also

finds an echo in Kalecki’s political trade cycles. Keynes’s emphasis on effec-

tive demand indicates that, even in the absence of sufficient public investment,

a higher real wage would help to relax the constraint of effective demand and

thus make cooperation between capital and labour possible along social

democratic lines. Marx’s view of conflicting class interest, implied in his

theory of periodic crisis and elegantly formulated by Goodwin (1967), was

not easy to reconcile with his under-consumptionist arguments except by

assuming full employment.

Politically, it was the clash of ideas between radicals and social democrats.

I recall discussing this problem with at least two prominent Keynesians,

Kaldor and Joan Robinson, but was not convinced by their answers. In the

traditional Keynesian framework (such as Kaldor’s distribution theory) the

Marxian distributive conflict starts only at or near full employment when

output adjustment is supply-constrained. Thus one has to go to the aggregate

supply side, beyond the theory of effective demand, to reconcile Marx or

Kalecki with Keynes.

Fortunately, during the late 1980s, I have had the opportunity of working

with economists from several continents in Helsinki at the World Institute of

Development Economics Research (WIDER) on a research project on mod-

ern capitalism. I was reassured to find that Stephen Marglin of Harvard

University had also been bothered by the same question for quite a long time.

We worked together on this problem and published our joint research in

several articles (1990a, 1990b). I believe we have found a solution to this

puzzle of reconciling Marx and Keynes within the Keynesian theory of effec-

tive demand in a way which does not rely on the aggregate supply constraint.

This reformulation of Keynes’s theory also indicates the conditions under

which conflict and cooperation could emerge between the two classes in an

advanced capitalist economy. This latest line of research excites me precisely

because it clarifies political ideologies in terms of macroeconomic theory,

rather than trying to formulate macroeconomic theory entirely in terms of

preconceived political ideologies.
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Krishna BHARADWAJ (1935–1992)

I was born, the youngest of six children, on 21 August 1935 at Karwar, a small

coastal town resting in the foothills of Sahyadri on the western coast of India.

My father, Maruti Chandawarkar, was a highly motivated educationalist who

actively supported the education of the deprived, particularly women and child-

widows. When I was two, my family moved to Belgaum, a multilingual town, a

place of confluence of north and south Indian cultural traditions known particu-

larly for its music, dramatic arts and folk culture. It was also a politically alive

place, a frontier town on the borders of the Portuguese colony of Goa. As part

of the nationalist freedom movement, the young socialists were active in the

town. One of the important achievements of Gandhi’s strategy of nationalist

struggle was the space it created for the active involvement in the liberation

movement of women and children, of all ages and ranks. The movement had a

profound impact during my youth in instilling an urge for social and economic

action towards independent self-reliant development.

In 1951, I moved to Bombay for college education. Although fascinated by

mathematics and sciences, it was mainly the mundane consideration of com-

bining employment with study that prompted me towards the ‘Arts’. After the

death of my father in 1952, I began the study of economics specifically for

the potentialities it held for employment. Once I took up the subject at the

University of Bombay, however, I found it fascinating partly because of the

lively social context it acquired just when independent India was launching

upon the path of planned development.
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In my graduate years, while the theory of value remained essentially a

theory of competitive equilibrium with smatterings of monopolistic competi-

tion, what held our interest was macroeconomic theory, predominantly

Keynesian (a little less of Kaleckian), together with the inter-industry studies

which followed Leontief’s pioneering work. Strategies of development and

analytical techniques of planning dominated the professional debates. A gen-

eral consensus among social scientists seemed to be that in order to accelerate

the pace of development, transcending the protracted colonial interregnum,

planned interventions of the state were imperative. This was the generally

accepted view even among the big industrialists. Strong debates arose, how-

ever, on the diagnosis of backwardness and on the strategies of investment,

particularly with the Second Five-Year Plan commencing in 1956, the plan-

ning policy having been launched in 1951.

My critical orientation towards economic theory began with my involve-

ment in development theory as a doctoral student at the University of Bombay.

Early attempts at theorizing on problems of development emerged mainly as

an adaptation of the competitive equilibrium framework of resource alloca-

tion. This maintained that efficient resource utilization would occur in a

competitive market economy composed of individual agents maximizing their

return, given their endowment of primary resources, the technological possi-

bilities of transformation and the set of preferences. The nature, source and

hence the diagnosis of underdevelopment was thus attributed to limited avail-

ability of primary resources, adverse proportions of factor-supplies or their

limited substitutability, biased preferences and imperfections or non-forma-

tion of markets which explained ‘market failures’ of various kinds. The state

of underdevelopment was viewed as a departure from the competitive re-

source utilization model. A remedial policy widely discussed was the use of

‘shadow’ or implicit prices derived from the setting up of optimal programmes.

A critique of this position was presented in my early paper ‘The Logic of

Implicit Prices’ (1965).

The other strand in my early doctoral work emanated from the interde-

pendent production models inspired by Leontief, on the basis of which

consistency plan models were being constructed in India. My doctoral disser-

tation, submitted to the University of Bombay in 1960, was on ‘Techniques

of Transportation Planning, with Special Reference to Railways’; in it I

discussed the special problems of investment decisions relating to such a

critical social-orientated sector in the context of the ongoing debates on plan

strategies. I also used the first inter-industry transactions table constructed by

the Indian Statistical Institute in Calcutta for projecting the rail-transport

requirements of the plan.

The critique of neoclassical theory, particularly of distribution, was sharp-

ened during my visit to Cambridge, Massachusetts. Accompanying my
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husband, Ranganath Bharadwaj, who was on a post-doctoral fellowship at

Harvard, I joined the Center for International Studies at MIT. Then under the

directorship of Professor Rosenstein Rodan, the Center was engaged in or-

ganizing research on developing countries, including India. I continued to

consider problems of planning and development, but with greater critical

perceptions. Apart from working on issues emerging from my doctoral dis-

sertation, I examined the arguments emanating from Hirschman’s strategy of

development which stressed structural factors of ‘backward’ and ‘forward’

linkages to identify ‘key’ sectors. I was critical of the excessive emphasis

placed on material linkages, with the relative neglect of the problem of

effective demand. In ‘Structural Linkages in the Indian Economy’ (1962), I

discussed Hirschman’s notion of key sectors in planned development, point-

ing out the analytical weaknesses of the statistical measure of linkages. I also

argued that the strategy based on structural interdependence was more work-

able with reference to choice between alternative programmes than for priority

ranking of individual sectors.

During my stay at Cambridge, Professor Joan Robinson arrived on her

famous trip to launch her attack on the aggregate production function and the

neoclassical theory of distribution, and to debate with Professors Samuelson,

Solow and other neoclassical theorists. At that time my approach to neoclas-

sical theory was primarily formed in the context of the theory of development

– siding against its static resource-allocative, individual-centred analysis. My

interest in the distribution theory was rekindled by this controversy between

the two Cambridges. As a critic of the marginal productivity theory of distri-

bution, I became more pointedly aware of the capital-theoretic debate. I did

not then know of the more fundamental critique of economic theory heralded

by Piero Sraffa’s work.

While finding that the input–output techniques gave an insight into the

intersectoral material connections as transactions, I had two reservations

about the predominantly production-based analysis as used in planning strat-

egies. First, in plan models there was an excessive reliance on

technologically-induced quantity relations. At the same time, the technologi-

cal relations were presumed to operate under constant returns to scale so that

the dynamic scale economies and ‘externalities’ that characterized the key

sectors in history were left out of account. Secondly, the excessive – some-

times exclusive – emphasis on technological interdependence tended to ignore

forces operating on income and demand formation. The use of inter-industry

analysis needed to be supplemented by a theory of growth of output, con-

sumption and investment, and also by appropriate characterization of exchange

systems. The supreme importance given to technological linkages tended to

neglect aspects of the formation of demand and the play of market forces.
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not merely as one of efficient allocation of given resources, but also as one of

resource creation and market formation.

The Second Five-Year Plan adopted the Mahalanobis strategy of accelerat-

ing investment in heavy industry to lead eventually to a higher rate of income

growth. Important debates on strategy ensued between the proponents of

industrialization and those of ‘agriculture first’. The Bombay School, where I

was then a research student, supported the latter, advocating priority to agri-

culture (wage goods) in the interest of promoting capital formation through

the use of surplus labour. The arguments drawn from the Lewis model of

promoting industrialization in a dual economy on the basis of transferring

surplus labour from agriculture to industry at a constant subsistence wage

also appeared in the forefront of debates. A critique of these models was

developed by me in ‘Notes on Political Economy of Development: The

Indian Case’ (1972). By constructing a countercase I argued that even when

the capitalist sector is supplied with labour at a constant subsistence wage,

there could still be internal limitations on the growth of the capitalist indus-

trial sector, due to the peculiar forces of differentiation (in production, exchange

and distribution) that prevail in this non-competitive sector. This argument,

appearing in 1965 and emphasizing the internal contradictions emerging

from the industrial sector even when all constraints emanating from agricul-

ture were held in abeyance, appeared counter-intuitive at that time. For the

failure of agriculture to grow had created pressures on the government to

review its earlier strategy of promoting investment in heavy industry and

instead to sponsor the green revolution. When later in the 1970s the agricul-

ture sector in the aggregate had shown remarkable buoyancy, industry

experienced a deceleration and a different set of contradictions appeared to

have emerged. I was to return to this theme again to deal explicitly with the

question of differentiation in agriculture and industry within a political

economy framework (see below).

During the interval there was a sea-change in my approach to the critique

of economic theory. Although I had always opposed neoclassical theory, in

this earlier phase my criticism was much more directed against its static,

resource-allocational efficiency bias; against its symmetrical explanation of

wages, profits, rent and interest as ‘factor-prices’ on the same principle as

commodity prices; against the individual-centric perception of choice, and

against the fallacy of composition involved in treating social welfare as a

simple aggregation of individual welfares. It was not until I discovered through

the Sraffian critique the structural contrasts between the two alternative theo-

ries – classical and demand-and-supply equilibrium (less appropriately termed

neoclassical) – that my approach changed. Although I had been introduced to

the capital theory debate through the Robinsonian onslaught, neither the full

critical implications of the debate nor the reconstructive aspects of the con-
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troversy were clear to me until, on my return to Bombay from MIT, I came

upon Piero Sraffa’s Production of Commodities.

On my return to India in 1962, I joined the Department of Economics,

Bombay University, as a lecturer. The turn in my research interests was quite

dramatic. Sachin Chowdhury, the editor of The Economic Weekly who was a

close friend of the Cambridge scholars Joan Robinson and Maurice Dobb and

an admirer of Piero Sraffa, invited me to his office to extract – as was his

style – a contribution to his Weekly. Knowing my interest in theory, he drew

out of his drawer this slim volume: Sraffa’s Production of Commodities and

offered the book for review, suggesting it would be a feast for thought.

Leafing through this, I agreed to review it in a month or so! Mr Chowdhury

suggested – enigmatically, I thought then – that I could take my own time

since the author had been writing it over decades and had published it even

then only as a prelude to something more substantial. Thus I set upon reading

the little book. My acquaintance with Marx was mainly from a cursory

reading of Capital and with Smith and Ricardo mainly secondhand through

history of thought compendiums. My interest in radical thought had been

mainly nurtured on reading the left-Keynesians, Kalecki and the political

arguments for state interventionist planning. Sraffa’s book fascinated me and

inspired me to read the originals in depth.

The review did not appear for two years (1964). It was a novice’s effort to

state in simple terms what appeared to me to be astonishingly and challeng-

ingly original. I was most taken by surprise when I received complimentary

letters from Joan Robinson, Maurice Dobb, Ronald Meek and many other

Indian and European scholars and from Piero Sraffa himself. It was through

the efforts of Joan Robinson that Clare Hall generously offered me a fellow-

ship to work at Cambridge in 1967. This gave me the unique opportunity to

communicate with Piero Sraffa and with other scholars including Joan

Robinson, Maurice Dobb, Richard Kahn, Nicholas Kaldor, Luigi Pasinetti,

Pierangelo Garegnani and with a group of young economists from England

and Europe interested in the revival of classical and Marxian theory. My

association with Piero Sraffa until his death in 1983 radically altered my

theoretical perspective in economics.

When I arrived in Cambridge, a major controversy had erupted over the

neoclassical theory of profit. This followed Sraffa’s demonstration of the

possibility of reswitching of techniques and, more generally, the challenge to

the existence of a normal demand function for capital (implying a monotonic

inverse relation between capital intensity and the rate of profit). A major

attack on the neoclassical theory of distribution appeared in the series of

articles in the symposium on ‘Paradoxes in Capital Theory’ (Quarterly Jour-

nal of Economics, November 1966, pp. 503–83). I did not take part directly
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and with the Sraffian scholars in Cambridge. I also wrote a paper (1970) to

bring out the analytical significance of Sraffa’s basic–non-basic commodity

distinction which (having been identified with the more familiar matrix-

classification of decomposability and indecomposability) had led to

misinterpretations of the Sraffian arguments.

The main task I undertook was to elaborate the Sraffian critique of eco-

nomic theory which, as I understood it, brought out the distinctive differences

in the theoretical approaches and the methodological frameworks of the two

streams of economic theory. These were the classical or surplus-based theo-

ries (represented by Smith, Ricardo and Marx) and the currently dominating

demand-and-supply equilibrium (DSE) theories spearheaded in the writings

of Jevons, Menger and Walras. I saw Sraffa’s work as achieving a two-fold

task: reconstructing the long-submerged approach of the classical writers in

economic theory and developing a critique of marginalist theory which had

acquired dominance since the 1870s. Inspired by Sraffa’s framework, I pro-

ceeded to take up certain debates in the history of political economy arising

out of the works of Smith, Ricardo and Marx, and particularly concerning the

questions of value and distribution. These revealed the particular framework

that underlay the manner in which such problems were formulated, analysed

and debated.

Some of the essays written over several years appear in Themes in Value

and Distribution: Classical Theory Reappraised (1989) and share a certain

thrust of analysis. The general critique of theory is advanced along three

themes. One is the attempt to determine the basic common elements in the

analytical approach of classical theory and to trace their development through

the critical debates which resulted from the writings of Smith, Ricardo and

Marx. Following Sraffa’s unravelling of the classical approach in his mas-

terly edition of Ricardo’s works, I attempted to analyse the critical controversies

in classical theory, to investigate the formation and evolution of the basic

theoretical framework they shared and the specific concepts and categories

they evolved. The attempt was to discover the explicit or implicit theoretical

setting in which they analysed questions of value and distribution as basic to

their theory of accumulation. Even when such explicit statements on the

structure of theory are not available, it is possible, as Sraffa’s analysis of

Ricardo indicates, to discover the rational foundations of their propositions,

for instance, by recognizing the peculiar framing of their theoretical ques-

tions, the specific forms in which logical difficulties are perceived and

encountered, and their resolution attempted. Sraffa’s reconstruction of

Ricardo’s system illustrates the method of enquiry. In parallel, I have also

attempted to draw out the basic structure shared in neoclassical theory.

The second strand in my research is the unravelling of the differences in

theoretical structure between classical and DSE theories in their explanation
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of prices, quantities and distribution. A general position of the methodologi-

cal contrast between the two alternative schemes of theorizing was presented

from a Sraffian perspective in my Dutt Memorial Lectures delivered in 1976

and published in 1978. In these, I laid out the structure of classical theory

shared by Smith, Ricardo and Marx and compared it with the demand-and-

supply based equilibrium theory. My central argument was that DSE theories

resort to a method which is restrictive in its ability to incorporate the variety

of conditions under which changes in output, methods of production, con-

sumption and distribution take place, and that these limitations arise from the

assumptions that are imposed for validating the theory. Secondly, the basis on

which the well-behaved demand and supply functions are constructed throw

up a number of logical difficulties such as the one raised in the capital theory

debate.

The classical theory, on the other hand, allows openness for diverse factors

to influence the determination of quantities (production, distribution and

consumption). Moreover prices are treated as compatible with the required

circular reproduction of the system consistent with the rules regarding the

generation, appropriation and distribution of surplus. The two theories thus

differ in their structures in explaining prices and quantities. It is the elabora-

tion of this difference that explains, first, the relative openness of the classical

theory to deal with historical change and, second, the restricted conception of

change and choice presumed in the DSE theory (in order that it remains

internally consistent with the theory of market equilibrium). By emphasizing

the limitations of the DSE theory flowing from its logical structure and

methodological approach, I have tried to lend accuracy and sharpness to

earlier critiques directed against the utilitarian and subjective basis of DSE,

the lack of realism of its assumptions and so on. With the structural critique

inspired by Sraffa, there is now an opportunity to give these criticisms a

sounder logical basis.

The third strand in my studies is to focus on the different analytical

structures of the two theories and to investigate attempts to assimilate and

synthesize classical into DSE theory. I examine certain commonly adopted

concepts like demand, supply and competition to show how concepts and

notions placed in different theoretical frameworks acquire different connota-

tions and roles. I use this argument to counter the ‘continuity thesis’ of

unidirectional improvement of ideas that some DSE theorists hold in order to

argue that the classical framework is at best only a partial scheme or a

subsystem of the more general DSE theory. I have argued that original con-

cepts like demand and supply, transplanted in a different theory, change not

only their connotations but also their content. The danger is all the greater

when abstract theoretical concepts like supply, demand and market are used
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various theories differ becomes essential for a careful interpretation of com-

monly used concepts and the theoretical propositions derived from them.

The viewpoint emerging in my work, greatly influenced by Sraffa, is the

critique of theories on the basis of their structures, their logical coherence

and their ability to give consistent answers to questions of social change.

While these investigations mainly address questions of value and distribu-

tion, they can be extended to the theory of accumulation and change. While

attempting to extend the Sraffian interpretation of the classical approach to

the problem of effective demand, I have also tried to develop the surplus

approach to problems of accumulation in developing countries like India.

Thus my effort has been to provide a link between the resurgence of classical

theory and the exploration of problems of development.

My first work to extend classical political economy into development

theory attempted to analyse production conditions in Indian agriculture as

reflected in the newly published farm management studies. This was under-

taken at the Department of Applied Economics, Cambridge, when I was a

Senior Research Officer during 1968–69. The farm management surveys

primarily recorded information about production and business conditions

according to different centres, farm sizes and crops. Most economists used

these data to discuss conventional equilibrium theoretic questions. I set out to

explain the observed differences in production performance, input-utilization

patterns and the differing terms of transactions on the basis of the differential

involvement in markets of a differentiated peasantry. I proposed a classifica-

tion of peasantry according to access to land, as well as to the nature of

exchange involvement in the agrarian situation where competitive capitalist

markets had not yet fully emerged. I attempted to stratify the peasants ac-

cording to their status in production and their corresponding involvement in

exchange under conditions of uneven commercialization. The output markets

were more commercialized whereas those in labour, credit and land were not

fully formed. In the paper I tried to relate the production status of the

households to their involvement in different discriminatory exchange sys-

tems. In this work (completed in 1968 but published in 1974) the idea of

interlinked markets and their consequences for the exploitative processes was

offered for the first time.

It was after my return to Delhi to join the Jawaharlal Nehru University in

1971, however, that my endeavours to combine my work in the reconstruc-

tion of classical political economy with the problems of development took

concrete shape. With the help of some other economists, the university of-

fered me an opportunity to launch a programme in postgraduate studies for

the newly constituted Centre for Economic Studies and Planning. Over these

last years we have attempted to build postgraduate and research degree pro-

grammes that promoted critical thinking in economic theory, in development
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theory and policy. It is in my endeavours to combine theory and historical

experience that I have found teaching and interactions with colleagues the

most rewarding.

In the initial period I continued to work on the problems of agriculture. My

idea of interlinked markets was taken over by game theorists who set up a

variety of models of contractual markets. However, my main interest was in

the differential dynamics that arise due to the coexistence of different ex-

change systems corresponding to a differentiated peasantry. In ‘A View of

Commercialization in Indian Agriculture’ (1985), I extended these ideas on

interlinked markets, emphasizing the varied dynamics generated by the dif-

ferent patterns of differentiation and the corresponding patterns of exchange

involvements. A major difference in my analysis from the game-theoretic

approach dominating formal analysis was that the latter continued to ask the

standard neoclassical static efficiency questions and to explain the coexist-

ence of different exchange systems rather than their transitions or their effects

on the aggregate patterns of growth. My focus was on the macrodynamics

that the processes of differentiation generated within the coexisting but inter-

acting exchange systems. The differential patterns of accumulation generated

in regions with different structures of production and exchange were dis-

cussed in the 1985 paper. I also reformulated my earlier essay on the political

economy of development by proposing a differentiated production and ex-

change system in agriculture, adopting a wider differentiation of commodity

sectors and introducing a wider categorization of income classes (1979).

What emerged out of my several studies on the production and exchange

processes at work in the Indian economy was neither the simple scenario of

dualism (reflected in an agriculture–industry dichotomy) nor the dynamic

advance of capitalist accumulation drawn in the image of Britain as the home

of capitalism. In my 1988 Daniel Thorner lecture, I discussed the genesis and

consequences of the peculiar patterns of development experienced in India

wherein, despite substantial changes in national product and its composition

since the launching of planned development, no significant shift has occurred

in the proportion of population depending on agriculture for bare survival or

even in the numbers subsisting below the ‘poverty line’.

In considering the dynamics of development in India, with its colonial past

and within changing international conjunctures, I have found classical and

Marxian theory much more open and flexible than neoclassical theory in

dealing analytically with the processes of differentiation in production, distri-

bution and exchange. I have thus attempted to combine my critique of economic

theory and the reconstruction of the classical (including Marxian) approach

with the analysis of historical change in the course of development. In a

plenary address delivered at the Indian Economic Association’s conference, I

argued the methodological superiority of the classical approach over the 64 Kenneth E. BOULDING

 

neoclassical to deal with the problems of accumulation and change (1990). In

other related publications (1988b, 1988c), I have tried to draw upon the

classical theory to derive conceptual frameworks for the handling of develop-

mental problems, particularly in relating exchange conditions to production

relations.

It is thus that my work in analysing the history of theory and in recon-

structing classical and Marxian theory (inspired by the Sraffian perspective)

has converged with my parallel interest in the problems of accumulation in

developing countries.
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Kenneth E. BOULDING (1910–1993)

I was born and grew up in Liverpool, which might almost be described as a

dissenting city. On the downtown street where I grew up I think there were
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only one or two other Protestant English families. The rest were Irish, Jewish,

even one black family, and some Belgian refugees from the First World War. I

come from what might be called the Methodist upper working class. My

father was a plumber with a small business of his own. My mother’s father

was a blacksmith. I think I was probably the first member of my family ever

to go beyond the eighth grade. Nevertheless, my parents, grandparents, aunts

and uncles were self-educated intelligent people. By this time Methodism

had perhaps gone beyond dissent into a self-sufficient culture of its own,

singularly devoid of envy of the rich and upper class which seemed remote

and irrelevant. We did not think of ourselves as poor. Poor people were those

who drank and went occasionally to the Salvation Army. By the time I was

about ten years old, my father even had a small car for his business. And in

the summer we would take brief trips either to see relations or the cathedrals

of England. Overseas travel was unthinkable. Both my father and my grand-

father were lay preachers, and I would go with them sometimes to hear them

conduct Sunday services and give sermons. I was an only child and an only

grandchild. I grew up in a very adult environment. As we lived right down-

town, our house was the centre of a small extended family and constantly

visited by travelling ministers. The conversation around the dining room

table was diverse and stimulating. My father was an ardent Liberal and an

admirer of William Ewart Gladstone (hence my middle name). I had one

uncle who was a Conservative and another who was a Labour party man, the

manager of a cooperative store. So political discussion was very interesting.

I was good at passing examinations, so I got a scholarship to the Liverpool

Collegiate School, the local grammar school. My parents had a strong con-

cern for my education and were very supportive. My grandfather, coming

from a small country town in Somerset, thought education might corrupt me.

He may have been right! At the Collegiate School I studied mostly mathemat-

ics, physics and chemistry my last three years, preparing for scholarship

examinations for Oxford and Cambridge. I got a scholarship in chemistry to

New College, Oxford. I read Chemistry my first year, but then persuaded the

College to let me keep my scholarship and change to Politics, Philosophy and

Economics. At the end of the summer term I went to the tutor in economics,

Lionel Robbins, who was just about to leave to take up his professorship at

the London School of Economics. I asked him what I should read during the

summer. He suggested Marshall’s Principles of Economics, Pigou’s The Eco-

nomics of Welfare, Cassel’s Theory of Social Economy and Hawtrey’s The

Economic Problem. I got these books out of the library, took them home and

read them during the summer, thus gaining my first foundation in economics.

However as a Methodist from Liverpool who had just become a member of

the Society of Friends (Quakers), I felt very much an alien at Oxford. The
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had been to grammar schools were very sharply drawn. I found my friends

among similar outcasts. I joined the Labour club, though I was never a very

active member, and thought of myself as something of a Marxist until I had to

read Capital which convinced me that Marx did not know much about the

working class and its great diversity of subcultures.

While I was at Oxford I read Keynes’s Treatise on Money, which had a

great impact on me. I also read Irving Fisher. I thought he was a much better

economist than Keynes, though not such a good philosopher. Two things

about Keynes’s Treatise had a great influence on my subsequent thinking.

One was the ‘widow’s curse’ theory of profit, which Keynes never went on to

develop. The other was the idea of inflation and deflation as having a pro-

found effect on human history in redistributing wealth and power structures,

creating and destroying classes, and so on. After getting my ‘First’ in 1931, I

stayed on for a year doing so-called graduate work. I even wrote a thesis,

which I never submitted, on ‘The Theory of International Capital Movements’

which is my lost work.

Then in 1932 I got a Commonwealth Fellowship to the University of

Chicago. Jacob Viner was my adviser. I took him my Oxford thesis. He

turned over the pages, sniffed audibly, and said, ‘Hmm … Oxford … no

footnotes!’ Then he suggested I take a Ph.D. I asked him what I would have

to do. After he told me, I decided if I did that I would be a broken man. I had

much better things to do with my life. At that time, of course, I had not

realized that I would live the bulk of my life in the United States. And with

my ‘First’ at Oxford, I already had my ‘Good Housekeeping Seal of Ap-

proval’ for academic life in Britain. So I had a wonderful time at Chicago,

learned some econometrics from Henry Schultz, one of its founders, explored

ideas with Frank Knight and found a wonderful circle of friends among the

graduate students. During the summer of 1933 three of us took a vacation and

travelled all round the US in a wonderful, old, open Buick. At the Grand

Canyon I got the news that my father had died, so I went back to England to

settle up his business, a difficult task as most of the needed information was

in the head that was no longer there. I learned a lot of economics in those ten

days, especially as he had died bankrupt.

In the autumn I went back to Harvard to work with Professor Schumpeter

whom I had met on the boat going over to the US the year before. I wrote a

paper for him on Böhm-Bawerk which I think persuaded me that equilibrium

in economics was not much more than a useful fiction. I finished up with six

months in Chicago, where my mother joined me, and then we went back to

England in the summer of 1934, living with relations and with our savings

running out fast. Fortunately I got a job at the end of the summer as a very

humble assistant at the University of Edinburgh where the economics depart-

ment, I thought, was still living in about the 1880s, although people were
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very kind to me personally. I became good friends with an accountant, William

Baxter, who taught me what a balance sheet was, something that I had never

learned at Oxford, and got me to read Paton’s Accounting Theory which had a

very profound effect on my economic thought. In those years I published a

couple of articles on capital theory, looking at capital demographically as a

population of goods, an idea which has been very fundamental in my think-

ing all my life. I also supplemented my meagre income by working for Lord

Astor and Seebohm Rowntree on a study of British agriculture. I had never

really been on a farm, yet I was fascinated by the geographical structure,

particularly of livestock production, and again by the importance of the

demography of livestock.

In 1936 Frank Knight published an article in The Quarterly Journal of

Economics entitled ‘The Theory of Investment Once More: Mr Boulding and

the Austrians’, which put me in such good company that I managed to get

away with not having a Ph.D.

In August 1937, I went to a Quaker world conference in Philadelphia.

While I was there one of my old Chicago friends got hold of me, saying that

there was a job going at a little college in upstate New York, Colgate Univer-

sity. After the conference I went up there, we looked each other over, I

accepted the job and emigrated with one suitcase and an unused return ticket.

The realization of how one’s whole life can hang on a single telephone call

perhaps aroused my interest in the extreme importance of improbable events.

While at Colgate University I wrote Economic Analysis, an intermediate

textbook of great respectability, which actually went through four editions,

lasting for more than 25 years. I have sometimes said that Economic Analysis

was so respectable that I have been able to be disreputable ever since. The

fourth edition in 1966 perhaps edged enough towards dissent to make it a

failure.

I had read Keynes’s General Theory before I wrote the first edition of

Economic Analysis. It had not really penetrated my mind very much and the

monetary theory in Economic Analysis in 1941 was essentially that of Irving

Fisher. It is interesting, perhaps, that by 1948, when the second edition

appeared, I had at least established my own image of what the General

Theory was all about and included it.

In May 1941 I met Elise Bjorn-Hansen; we were engaged in 18 days,

married in three months and continue to have a wonderful life together. The

next year I was in Princeton, working for the League of Nations Economic

and Financial Section on problems of economic adjustment after the First

World War, particularly in European agriculture. Then there was a year at

Fisk University, a black college in Nashville, Tennessee. In 1943 I went to

Iowa State College at Ames where Theodore Schultz invited me to convert

myself into a labour economist.
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During this period I wrote a paper on ‘A Liquidity Preference Theory of

Market Prices’ in which, going back again to capital theory, I argued that

the relative price structure, especially in organized commodity and security

markets, depended on the stocks of the commodities, money and other

exchangeables in the hands of the marketers, and on what proportion of

their assets the marketers wished to hold in the form of these various

exchangeables. The formula is market price equals the quantity of money in

the market multiplied by the commodity preference ratio, divided by the

quantity of commodity in the market, multiplied by the liquidity preference

ratio. The commodity preference ratio is the preferred level of the money

value of the commodity held, divided by the money value of all assets

including money. Similarly, the liquidity preference ratio is the preferred

level of the quantity of money held, divided by the total value of all ex-

changeable assets held in the market. In the market it is assumed that there is

no production or consumption of commodities or money. If there is no

change in asset preferences, changes in the market price structure occur when

there are changes in the quantity of exchangeables, including money, held in

the market, which happens when any one item is more produced than con-

sumed. This leads to the general statement that the relative price structure in a

market is that at which people are willing to hold what is there to be held.

I regard this article as one of my most important contributions to econom-

ics and yet to my knowledge it has never received much attention, perhaps

because it was published during the war and people’s minds were busy with

other things. This theory of market price also leads into the principle that

there is an equilibrium structure of normal prices at any one time such that if

the market price is less than the normal price for any commodity, its produc-

tion will be relatively less advantageous and production will fall as resources

move to the production of more advantageous goods. Consumption will also

rise, so stocks of the commodity will fall. In the absence of changes in

preferences, the market price will rise towards the normal price. This essen-

tially is Adam Smith’s theory. I am not sure it has been improved on much

since.

The move to Ames was a very critical one in my intellectual development.

The year that I spent studying the labour movement convinced me that if one

were going to study any section of the real social world, one could not do this

with just economics. One had to have political science, sociology, anthropol-

ogy and psychology. This convinced me that all the social sciences were

essentially studying the same thing, which was the total social system, from

different vantage points. These considerations got me interested in the inte-

gration of the social sciences. When I went to the University of Michigan in

1949 I exercised a little bargaining power to be able to teach a seminar on the

integration of the social sciences. I found that the social sciences did not want
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to be integrated very much, so the seminar turned into one on the integration

of anybody I could integrate, which led into general systems.

Each year I would select a general topic, like conflict or growth, get

together a group of people from the physical, biological and social sciences

to see what each had to say about it. This led me into correspondence with

Ludwig von Bertalanffy, the founder of general systems, and in the autumn of

1953, at the Center for Advanced Study in the Behavioral Sciences at Stanford,

a little group of four of us around a lunch table founded what was then called

the Society for the Advancement of General Systems, an organization which

still flourishes under the title of the International Society for the Systems

Sciences. With a few exceptions, general systems has not established itself in

the role structures of universities, still less in high schools, where there is a

great opportunity for it. Perhaps this is an idea whose time has not quite

come. In the original ‘manifesto’ we defined a general system very broadly as

any theoretical system which was relevant to more than one discipline.

The years in Ames also saw the writing of what I still feel is perhaps my

major work in economics as such, my Reconstruction of Economics (1950).

Following my early convictions that economics had suffered from a failure to

distinguish stocks from flows and their relationships, I tried to reconstruct

economics around the concept of the balance sheet rather than the income

statement which I regard as a derivative – descriptive of changes in balance

sheets. This applied both at the micro level in the theory of the firm and at the

macro level in the theory of macrodistribution, which is what determines the

distribution of national income, or something like it, as between profit, inter-

est, rent and wages. At the micro level I argued that the simplest first

approximation of the theory of the firm, or even of the household, is that of

the homeostasis of the balance sheet or position statement, a process not

dissimilar to that by which living organisms retain their health and vigour.

Depreciation and consumption have to be offset by a corresponding produc-

tion; money spent on inputs has to be offset by money received from the sale

of outputs, and so on. Profit then emerges as the gross growth in net worth

and arises from the ability to sell products for more than their costs, costs

being the subtraction from net worth. Revenue, of course, can only be re-

ceived from the sale of the product.

This view suggests that there is an element of truth in the Marxist concept

of surplus value, though it is not necessarily or even usually derived from

anything that could be called the ‘exploitation of labour’. These considera-

tions led into a macro theory of distribution which I have called the ‘K

Theory’ (1985b). It was anticipated in some sense by Keynes in the ‘widow’s

cruse’ theory in the Treatise on Money, and by Kalecki in his famous remark,

which seems to be part of oral tradition, that ‘workers spend what they get

and capitalists get what they spend’. It is implicit in some of Kaldor’s models 70 Kenneth E. BOULDING

 

and, of course, has been propagated by myself. The central question is, how

does the value of the product get to be greater than the money spent on costs?

The answer here must be that it comes partly from household expenditures,

out of income received in the form of profit if interest payments are regarded

as a cost.

Another source of profit is investment itself in real capital or inventory.

Initially this may simply appear as an increase in things like machines,

buildings and inventories in the balance sheet, offset by a similar decrease in

the money stock. The money stock, however, goes to households and comes

back to the firm in the purchase of final goods or household goods at a price

higher than their cost, thus creating profit. Another source of profit, some-

what related, is the shift in money stock from households into businesses,

such as takes place at Christmas. This is a fluctuating shift. We see the money

stock as a shifting cargo: sometimes it is shifting from households into

businesses, sometimes from businesses into households.

It seems to me that some processes like these must be called into play in

order to account for a phenomenon like the Great Depression of the 1930s. In

1932 and 1933 in the US and most of the capitalist world, profits were

negative, interest as a proportion of national income had almost doubled

since 1929, the proportion of national income going to labour had increased

sharply and, of course, unemployment was 25 per cent. The conventional

marginal productivity theory has to suppose that in 1932 and 1933 capital

became fantastically plentiful and that labour was rather scarce, which seems

implausible to the point of absurdity. This is not to say that marginal theory

may not have some value in explaining shifts at the micro level within the

capital structure, but at the macro level it simply breaks down. This is per-

haps my major source of dissidence.

Another element in the situation which I developed rather later is that of

the relation of unemployment to the gap between profit and interest rates. I

have argued that when somebody is employed, the employer sacrifices the

interest that could have been earned on the money spent on his wage in the

hope of profit from the product of his work. In a situation like that of 1932

and 1933, it is almost literally true that anybody who hired anybody was

either a philanthropist or a fool, or perhaps just a creature of habit. It is not

surprising that unemployment was 25 per cent. The surprising thing is that it

did not rise to 50 per cent and that the whole economy did not break down.

Perhaps the only thing that kept us from total catastrophe was irrational

expectations. Of all the factors that might affect unemployment, the most

dramatic connection is that between unemployment and the ratio of profit to

profit plus interest. This is, of course, particularly striking in the Great De-

pression and the recovery from it, but it is also evident in the years from 1950

onwards, with their mysteriously rising interest rates and increasing indebt-
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edness. The present situation of the American economy is particularly threat-

ening, with high interest rates, a continuing budget deficit and a private debt

situation with the savings and loans banks that is almost getting out of hand.

We have become a usurious society. Interest as a proportion of national

income has gone from about 1 per cent in 1950 to about 9 per cent today. This

is an intolerable burden which economists have completely neglected. There

is a strange tendency in conventional economics to assume that profit and

interest are much the same thing. Nothing could be further from the truth.

Another line of thought which came rather late in my life is the application

of evolutionary theory to social systems, and especially to the economy. This

interest can perhaps be traced to the year we spent in Japan at the Interna-

tional Christian University in 1963–64. My students were mostly Marxists,

believing strongly in dialectics. I kept asking them, granted there are dialecti-

cal processes in history, but what about the non-dialectical ones? At the end

of my stay there I gave some lectures on ‘Dialectical and Non-Dialectical

Elements in the Interpretation of History’, which became a book entitled A

Primer on Social Dynamics, expanded later into Ecodynamics. In its simplest

form the argument is that evolution, whether biological or social, is funda-

mentally a kind of learning process and that learning is not very dialectical,

though it may sometimes have dialectical elements in it.

This led me to the view that economics had got the factors of production

wrong – that land, labour and capital were hopelessly heterogeneous aggre-

gates, about as useful as earth, air, fire and water for chemistry. All processes

of production essentially involve getting from the genotype to the phenotype;

that is, they originate in some genetic structure involving know-how, whether

this is in the fertilized egg or in the plan for a building or an automobile. For

the potential of this know-how to be realized it has to be able to capture

energy in specific forms in order to select, transport and transform materials

into the structure of the phenotype. My wisecrack on this is that the automo-

bile is a species much like the horse – it just has a more complicated sex life.

The genotypes of human artefacts are not contained in the artefacts them-

selves, as they are in biological species, but are contained in human minds,

records, plans, computers and so on. Information in its complex forms – like

know-how, know-what and know-whether – is then seen as the essential

driving force behind both biological evolution and economic development.

Capital is simply human know-how embodied in human artefacts. Then, of

course, one sees the economy as an ecosystem of human artefacts, with a

selective system based to a considerable extent on demand.

Land, labour and capital have some validity as categories of distribution,

but what I have sometimes called the ‘cookbook theory of production’ – that

we mix together land, labour and capital and out come potatoes – seems to

me hopelessly inadequate. Production always starts with a genotype, whether 72 Kenneth E. BOULDING

 

of the fertilized egg or an idea. For the potential of the genotype to be

realized, however, there must be access to what I have called the ‘limiting

factors’ of energy, materials, space and time. Then it is the most limiting

factor that is most significant, as when we are climbing a hill it is the first

fence that stops us. In both biological and societal evolution this may be

energy in some form, as on the tundra. Sometimes it is materials, as with the

absence of water in the Sahara, or even trace elements in agriculture. Some-

times the limiting factor may be space, as it seems to be in tropical forests.

Sometimes it may even be time, particularly when change in the environment

is very rapid and there is no time to adjust to it. Both evolution in the

biosphere and economic development are processes in the learning of com-

plexity through genetic mutation and ecological selection. I suggest here the

importance of the concept of the ‘empty niche’; that is, a species that would

have a niche in an ecosystem if it existed, the way Australia had an empty

niche for rabbits. Once we discovered rather accidentally how to make gaso-

line from newly discovered oil wells, we created an empty niche for the

internal combustion engine which had not existed previously.

Another aspect of my intellectual life, which I can only mention briefly

here, is my concern for peace research as a very high intellectual priority in a

world that is threatened with extinction by the institution of war. Peace I

would almost define as the low-cost management of conflict. I wrote Conflict

and Defense during a year spent in Jamaica (1959–60). There is a certain

element in it of what I have sometimes called ‘economics imperialism’, an

attempt to take the structures of economics, particularly in this case oligopoly

theory, and apply them to the larger area of human conflict. My book on

Stable Peace, written when I was the Tom Slick Distinguished Visiting Pro-

fessor of World Peace at the LBJ School at the University of Texas in 1977, is

also an attempt to look at what might be called ‘development’ in the field of

conflict management. Even though my interest in general systems (The World

as a Total System) and human betterment (Human Betterment) has carried me

far beyond economics (Beyond Economics), a careful intellectual geneticist

will spot genes in these activities that come from my training as an econo-

mist, just as they may detect the little boy from Liverpool inside the

white-haired, not-very-retired professor who writes these sentences. I must

confess I have enjoyed my life enormously. I may have a twinge of regret that

my ideas have not been taken more seriously, but I am neither the first nor the

last prophet to have had this experience.

 

Kenneth Boulding died 19 March 1993. Appreciations of his life and work

are given in Solo (1994) and Mott (2000).
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Samuel BOWLES (born 1939)

The first year I taught introductory economics, one of my students asked me

something like this: in view of the fact that scientific knowledge is freely

available and people’s biology is relatively similar around the world, why is it

that some nations are so rich and others so poor? Another wanted to know

whether this came about because ‘they’ were incompetent or because ‘we’

exploited ‘them’. I had no answer; my training in neoclassical economics had

left me totally unprepared to address these questions.

My students were surprised and mildly annoyed when I professed igno-

rance on issues which seemed to them exceptionally important and obviously

economic in nature. They continued to press me, but they were leaning on an

open door. It was 1965. With the civil rights movement in full swing, the

Vietnam war escalating, and student power struggles erupting at schools and

universities around the world, the chasm between the important issues of the

day and what economists taught was simply too gaping for many of my

generation to tolerate. I decided that I could not face my students unless I re-

educated myself.
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The problems of human agency, learning and the concentration of eco-

nomic power and privilege became and have remained the primary foci of my

research, from my early work on the economics of education in the mid-

1960s to my current writing on agency theory and economic democracy. The

resulting publications, most of them undertaken jointly with my colleague

and friend Herbert Gintis, are united by a conviction that the concentration of

power and privilege in the capitalist economy is an impediment to democ-

racy: the authoritarian political structure of the enterprise, economic insecurity,

as well as the unequal economic rewards characteristic of the capitalist

economy make a mockery of political equality and obstruct the free and

equal development of the individual. A major concern in this research has

been to provide a coherent microeconomic foundation for a political economy

committed to both democracy and economic justice. Gintis’s and my recent

research has developed an agency theoretic post-Walrasian value theory –

which we term the ‘theory of contested exchange’ – an approach we have

used to explore democratic alternatives to capitalism.

My political concerns have also led me to pursue research and popular

writing on questions of macroeconomic theory, economic policy and the

structure of the US economy. With David M. Gordon and Thomas E.

Weisskopf, I have sought to understand the underlying dynamic propelling

the evolution of the post-World War II US economy, to explore the logic and

consequences of right-wing economic policies, and to amend macroeco-

nomic theory to take account of the role of class and other institutional

relationships in the determination of productivity growth, profitability and

investment. With Robert Boyer I have developed macroeconomic models of

both Keynesian and Marxian inspiration to explore the relationship between

the distribution of income, labour relations, class conflict, aggregate demand

and the demand for labour.

With these and other co-authors I have sought to contribute to the develop-

ment of democratic and egalitarian alternatives to right-wing economic policy

and to identify steps leading towards distributive justice and popular partici-

pation in economic decision-making. These would enhance opportunities for

human development, extend free time and provide a better quality of life

through the elimination of the waste entailed by the enforcement of authori-

tarian and unfair social relationships.

This research has been essential to my political work which started with a

modest project writing background papers for Dr Martin Luther King’s poor

people’s march in 1968. More recent work has been with labour, peace,

feminist and environmental activists through the Center for Popular Econom-

ics (which I helped to found in 1979), as well as involvement in Reverend

Jesse Jackson’s 1988 campaign for the Democratic party’s presidential nomi-

nation. The relationship between my research and politics has been a two-way
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street: these political involvements, along with the questions of my students,

have been the most important impetuses to the direction of my research and

writing.

One cannot claim to understand fully the influences on one’s political and

professional trajectory, but for me the following stand out. My parents were

exemplars of the democratic liberal political tradition – politically active,

fair-minded and tolerant. They accepted unquestioningly the capitalist

economy, while opposed to racism, sexism and the great power domination

of the Third World. Early in my university studies at Yale I began to suspect

that their implicit support of capitalism might make their convictions contra-

dictory.

My varied political education included an upbringing in rural New Eng-

land as well as in India in the early 1950s. Thomas Paine and Mahatma

Gandhi, not Marx or Lenin, were the political heroes of my early life; I

worshipped Rosa Parks before I had even heard of Rosa Luxemburg. Though

Marxism was not part of my childhood education, I rejected early on the Cold

War politics of the 1950s, in part under the influence of friendships with

Russians whom I met while touring the Soviet Union as a (not very good)

musician in 1958 and 1959. Other lessons in my early political education

included three years in Nigeria (teaching high school as a civil servant of the

government of Northern Nigeria); involvement in the civil rights movement

in the early 1960s; my firing from Harvard University (where I was a newly

hired member of the economics faculty) for my refusal to sign an oath of

loyalty to the US constitution, and the successful legal campaign to overturn

both the firing and the oath; community organizing and other activism against

the US intervention in Vietnam; and raising my children (for many years as a

single parent).

Among the most important influences was my good fortune as a doctoral

candidate and later as a faculty member at Harvard University to find as

colleagues a remarkable group of leftist economists – among them Arthur

MacEwan, Thomas Weisskopf, Richard Edwards, Michael Reich, Stephen

Marglin, Herbert Gintis and Paddy Quick. Like others around the country

who joined to found the Union for Radical Political Economics in 1968, we

sought in seemingly endless seminars and conversations to develop an ap-

proach to economics which, unlike the dominant neoclassical paradigm, could

illuminate rather than ignore or obfuscate our political concerns with racism,

sexism, imperialism, injustice and the alienation of labour. Not surprisingly,

Marxism was an important intellectual guidepost in this quest. Ironically, I

was teaching at this time a thoroughly neoclassical course in advanced

microeconomic theory to doctoral candidates at Harvard, the notes for which

I published with David Kendrick as Notes and Problems in Microeconomic

Theory (second edition with Peter Dixon, North-Holland, 1980). 76 Samuel BOWLES

 

I began my collaboration with Herbert Gintis during the late 1960s, our

first project being to fashion a neo-Marxian approach to the economics of

education. Our research produced a series of econometric and other studies

published singly and jointly (1972, 1974). This collaboration eventually re-

sulted in the publication of Schooling in Capitalist America (1976), in which

we explored the relationship between the evolution of capitalist class struc-

ture and the school system. In this work we empirically documented what we

termed the ‘correspondence principle’: the tendency of the school system to

adopt an hierarchical structure, class inequality and alienated systems of

motivation characteristic of the capitalist economy. We also sought to under-

stand the mechanisms underlying the correspondence principle through a

reinterpretation of the history of US education. The correspondence principle

became the basis for our critique of liberal educational philosophy: we ar-

gued, in short, that given the hierarchical and alienated nature of the labour

process, the goals of free and equal human development and preparation for

work were inconsistent in a capitalist society.

In 1973 I left Harvard, having been denied tenure (some thought on politi-

cal grounds) and, with Herbert Gintis, Richard Edwards, Stephen Resnick

and Richard Wolff, I relocated at the University of Massachusetts in Amherst.

With Leonard Rapping, James Crotty, Michael Best, Jane Humphries and our

other new colleagues, we established an unusual doctoral programme offer-

ing students a variety of perspectives including post-Keynesian and Marxian

economics, institutionalism and other variants of political economy in addi-

tion to neoclassical economics.

In 1979 I began working with David Gordon and Thomas Weisskopf,

initially brought together at the request of a coalition of labour unions and

progressive political groups to suggest a response by labour to the instability

and stagnation of the US economy in the 1970s and to the drift to the right in

public policy. Our first project, a theoretical and econometric explanation of

the post-1965 productivity slowdown (using a microeconomic model of class

relationships in the production process) appeared in 1983. Later studies built

on the concept of a social structure of accumulation, earlier developed by

Gordon in conjunction with Michael Reich and Richard Edwards, to model

and econometrically explain long-term movements in the profit rate and the

rate of accumulation, as well as trends in the cyclical variability of wages.

A central concept in this work was the cost of job loss – the income loss

experienced by a worker as the result of the termination of his or her job. We

used the cost of job loss as a measure of the effective threat exercised by

employers over employees and, with Juliet Schor, documented its covariation

over time with the rate of unemployment and the level of unemployment

insurance and other income-replacing government transfers. In addition to

being a robust predictor of movements in labour productivity and profitabil-
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ity, the cost of job loss also provided a compelling econometric account of

the incidence of strikes (1987).

As well as a series of academic publications, Gordon Weisskopf and I also

developed for the US what might be described as a left-social democratic

programme with a strong element of workplace democracy, published in two

volumes entitled Beyond the Waste Land and After the Waste Land.

After publication of Schooling in Capitalist America, Gintis and I turned to

what became a decade-long study of the relationship between liberalism,

Marxism and democratic theory, resulting in the publication of Democracy

and Capitalism (1986). In this work we explored the difficulties of grounding

democratic theory on either liberalism (due to its tendency to overlook power

relations in the economy and the family, and its pre-social concept of the

individual endowed with exogenously given wants and capacities) or Marx-

ism (due to its tendency to underrate the despotic potential of the state, and

its underdeveloped theory of individual choice). We proposed instead a ground-

ing for democratic theory based on a political conception of markets and

economic organizations and a model of individual action and human develop-

ment in which both choice and social influences on individual development

are given prominence. Our book may be considered a political critique of the

capitalist economy and an argument for the radical potential of democratic

(rather than specifically socialist) demands in a capitalist society.

Since the completion of this project, we have returned to the study of

microeconomic theory more narrowly construed, building on Gintis’s earlier

work on the labour exchange and my research on the production process

(1985) to propose a new microeconomic foundation for the political economy

of capitalism. Crucial to this work is the notion that, contrary to the usual

Walrasian assumption, contracts are not generally costlessly enforceable –

notably those in labour markets and credit markets – and for this reason

endogenous enforcement is ubiquitous in the capitalist economy. The result

we show is that markets generally do not clear even in competitive equilib-

rium and that economic agents located on the short side of non-clearing

markets – employers in the labour market, the wealthy in the credit market –

exercise a well-defined type of power over their exchange partners, which we

term ‘short side power’. This model may be distinguished from recent theo-

retical developments in Marxian economics (such as the pioneering work of

John Roemer) which rely on Walrasian market-clearing assumptions. We

have used this model as the basis for a critique of the undemocratic and

inefficient nature of the capitalist. We have also investigated the commonalities

and distinctions between contested exchange and other approaches to post-

Walrasian economics such as transactions costs analysis, so-called efficiency

wage theory, optimal contracting theory and principal–agent theory in ‘The

Revenge of Homo Economicus’ (1993).
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In the mid-1980s I began a collaboration with Robert Boyer. Integrating

the insights of the French regulation school with those of the social structure

of accumulation approach, we developed a macroeconomic approach which

integrates the microeconomic modelling of the labour process by US radical

economics with a treatment of aggregate demand derived from the work of

Nicolas Kaldor and Michal ⁄ Kalecki. In a series of recent theoretical papers

we have analysed the high employment profit squeeze and its impact on

employment and macroeconomic stability; the effect of egalitarian redistribu-

tion on equilibrium employment levels; the impact of state redistribution on

growth and employment: and, finally, the relationship between labour market

flexibility, employer collusion, union wage bargaining and equilibrium em-

ployment. An objective of this work is to explore the possibility that higher

wages and more effective collective bargaining institutions may foster greater

employment security (see 1988).

In the early 1990s I briefly campaigned for a seat in the US House of

Representatives. I subsequently began two major research projects. First,

Gintis and I returned to our longstanding interest in the relationship between

economic institutions and the evolution of norms and preferences (1998a). As

part of a research team of anthropologists, experimental economists psy-

chologists, and others we are also reconsidering the behavioural foundations

of economics with particular attention to the importance of other regarding

and process regarding preferences such as reciprocity and altruism. Second,

Pranab Bardhan and I formed an international research team to consider the

effects of inequality in wealth, pay, rights and status on the economic

performance of firms, farms, communities and entire national economies

(1998b, 2000). Much of this work consists of models and empirical field

studies of the allocative inefficiencies arising from the combination of

unequal wealth and incomplete contracts. Throughout much of the 1990s I

participated in a number of trade union and other groups in South Africa

including serving on the Presidential Commission on the Labour Market,

charged by President Mandela to design policies to overcome the legacy of

apartheid.
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Harry BRAVERMAN (1920–1976) Ugo Pagano

Born in New York City into a working class family, Braverman was forced to

terminate his college education after only one year. He worked in the Brooklyn

Navy Yard for seven years primarily as a coppersmith. After the decline of the

coppersmith trade due to the substitution of new processes and materials for

traditional methods, Braverman worked in the steel industry, undertaking a

wide range of skilled jobs; as he said, ‘the trade of working copper provided

the foundation in the elements of a number of other trades’ (1974, p. 5).

At the same time Braverman was deeply involved in trade union activities

and in the socialist movement. He was co-editor of the American Socialist

from its foundation in 1954. After this ceased publication in 1959, he started

working as an editor at Grove Press where he became vice-president and

general business manager. In 1967, he became managing director of Monthly

Review Press where he worked until his death on the 2 August 1976 in

Honesdale, Pennsylvania.

In some respects Braverman’s book, Labour and Monopoly Capital: The

Degradation of Work in the Twentieth Century, contains an autobiographic

element which, according to Braverman himself, may make readers conclude

that he has been influenced ‘by a sentimental attachment to the outworn

conditions, to now archaic modes of labour’ (1974, p. 6). Braverman’s pas-

sionate rejection of this possibility reflects an admirable and rare attempt of

finding a balance between life and science based on the awareness of the

particular angle from which social reality has been observed.

The central place occupied in Braverman’s creative work is immediately

evident in the first chapter of Labour and Monopoly Capitalism where he 80 Harry BRAVERMAN

 

restates the Marxian view that ‘work as purposive action guided by intelli-

gence is the special product of humankind’ (1974, p. 49). Unlike animals,

men first conceive ideas and then execute them. Along with the greatness of

humankind there is also the potential of being alienated and deprived of

creativity. Since in humans conception and execution are autonomous, their

unity in the activities of a single individual may be dissolved: an idea con-

ceived by one person may be executed by another.

The possibility of dissolving the unity between conception and execution

is exploited in the employment contract, which is the typical social relation of

capitalism. By itself, the employment contract involves the sale of labour

power or ‘the power to labour over an agreed period of time’ (1974, p. 54). In

other words, in the employment contract one agent accepts to execute, within

certain limits, the actions conceived by another agent.

In the context of the employment relationship, the aim of management is to

minimize the cost of labour power per unit of product. This has two aspects:

the first is to pay as little as possible for the skills of the workers; the second

is to make them work as hard as possible. Both aims are clearly evident in the

principles according to which the division of labour is organized under capi-

talism.

The division of labour introduced in any capitalist firm destroys occupa-

tions and trades, subdividing them into meaningless and repetitive operations.

This requires an explanation different from the maximization of ‘learning by

doing’ involved in the Smithian principles of the division of labour. Such an

explanation was given by Babbage and Taylor, and a great merit of Braverman

has been to bring it to more general attention.

Whereas the Smithian principles of the division of labour rely on the

maximization of ‘learning acquired by doing’, the Babbage principle is based

on the idea that the division of labour should be organized to minimize the

‘learning and the [strength] required for doing’: the more detailed the divi-

sion of labour, the lower is the skill requirement for each operation.

Labour-power can be made cheaper by a comprehensive division of labour

involving job de-skilling. According to Braverman, ‘applied first to handicrafts

and then to mechanical crafts, Babbage’s principle eventually becomes the

underlying force governing all forms of work in capitalist society, no matter

in what setting or at what hierarchical level’ (1974, pp. 81–2).

As to Taylor, he realized that the traditional system of management was

badly suited to increasing workers’ efforts. It relied on the knowledge of the

workers in the sense that the managers believed that the workers knew better

than they did how to perform their jobs. Under traditional management,

employees could work less than ‘fairly’ by exaggerating the time required to

perform a certain job. The situation of ‘asymmetric information’ existing

under traditional management implied that the managers had no means of
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challenging that sort of statement. Taylor’s solution to this problem was

straightforward: the managers and not the workers should know how the jobs

could be best performed, plan how they should be carried out and give the

workers detailed instructions about their execution. It was only by gaining

the control of the labour process that the managers could invert the situation

of asymmetric information and control the workers.

Braverman summarizes the content of Taylorism in three different princi-

ples:

 

1.   dissociation of the labour process from the skills of the workers;

2.   separation of conception from execution;

3. use of this monopoly over knowledge to control each step of the labour

process and its mode of execution.

 

Observe that the principles of Babbage and Taylor lead to the same conclu-

sion. The dissociation of the labour process from the skills of the workers not

only allows for greater capitalist control but also, following Babbage, cheap-

ens labour by decreasing learning time. In the same way, the separation of

conception and execution implies greater capitalist control. It also means that

fewer people should learn how to conceive and more should become cheap

executors of others’ decisions – this, again, being another implication of the

Babbage principle. The same detailed division of labour cheapens labour-

power and increases capitalists’ control over labour and, consequently, workers’

effort. For this double reason, according to Braverman, de-skilling jobs is a

fundamental tendency of capitalism.

According to Braverman, the analysis of Taylorism is essential to the

understanding of the real-life capitalist economy because in Taylor’s work

‘lies a theory which is nothing else than an explicit verbalization of the

capitalist mode of production’ (1974, p. 86). This fundamental role of

Taylorism is contrasted with the influence of schools of management which

teach human relations and industrial psychology; according to Braverman,

these have offered little more than cosmetic adjustments to the underlying

principles of capitalist organization. Braverman observes how ‘Taylorism

dominates the world of production; the practitioners of “human relations”

and “industrial psychology” are the maintenance crew for human machinery’

(1974, p. 87).

The state of ‘human machinery’ under capitalism is contrasted by Braverman

with that of non-human machinery. He points out how capitalism is charac-

terized ‘by the incessant drive to enlarge and perfect machinery on the one

hand, and to diminish the worker on the other’ (1974, p. 228).

The history of machinery is in striking contrast with the history of workers.

Machines first acquire ‘skills’ specific to certain production processes. Then, 82 Harry BRAVERMAN

 

especially after the electronic revolution, they tend also to acquire ‘general

purpose’ abilities. By contrast the workers, deprived of traditional, craft-

specific skills, become ‘general purpose’ not because their abilities are enlarged

but because the scope of their jobs is narrowed. In other words, the worker

becomes ‘general purpose’ because of job de-skilling: the tasks which he is

required to perform have been divided into such detail and are so simple that

each worker can be moved from one job to another without substantial

training costs. In this sense, according to Braverman, the worker becomes ‘a

general-purpose machine operated by management’ (1974, p. 180). Machin-

ery is also used to control the worker indirectly through the machine. By

setting the pace of the machine the manager can control the effort and the

tasks performed by the worker. Conception and execution even become physi-

cally separated: management makes machines execute tasks which require

the execution of other tasks by the workers. De-skilled workers are increas-

ingly controlled by means of ‘skilled’ machines.

According to Braverman, the drive of capitalists to cheapen labour and

increase control over it is not limited to a particular sector or to a particular

type of job. The job de-skilling consequences of the principles of Babbage

and Taylor (as well as of the capitalist use of machinery) are also perfectly

visible beyond the shop floor and outside industrial production. The service

sector, the sales departments of industrial firms, secretarial work, the engi-

neering profession and even the activity of management itself all come within

the wide field of application of these principles. This field is not limited by

the physical definitions of jobs and sectors. Its extension can go as far as

capitalist property rights and can shape technology and the organization of

work.

Because of the proletarization of large numbers of clerical and service

sector workers, between two-thirds to three-quarters of all employees appear

readily ‘to conform to the dispossessed condition of a proletariat’ (1974,

p. 403). However, Braverman admits that a considerable number of workers

do not easily conform to this definition. Under modern monopoly capitalism

we have a mass of people who do not fit into a polar conception of the class

structure of society. The new ‘middle class’ of monopoly capitalism is quali-

tatively different from the petty bourgeoisie of pre-monopolist capitalism,

which has largely disappeared. It was middle class in the sense that it was

outside the process of capital accumulation: its members were neither capi-

talists nor workers. The new middle class of monopoly capitalism occupies a

middle position within the process of capitalist accumulation in the sense that

its members share characteristics of both capitalists and workers. ‘Not only

does it receive its petty share in the prerogatives and rewards of capital, but it

also bears the mark of the proletarian conditions’ (1974, p. 406). The class

structure of capitalism is continuously changing. New middle strata of em-
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ployees emerge as a consequence of technological and organizational change.

At a later stage, the same employees can be subjected to a process of ‘ration-

alization’ which implies cheapening of labour power and increasing control

over workers on the lines suggested by Babbage and Taylor.

Braverman’s work has been criticized for three interdependent reasons.

First was his identification of Taylorism as the only typical form of organiza-

tion under capitalism. Other authors have limited the field of application of

Taylorism either to an historical phase of capitalism (Edwards, 1979; Gordon,

Edwards and Reich, 1982), and/or to a certain country (Elbaum and Wilkinson,

1979; Littler, 1982), or to certain sections of the working class (for a survey

see Sawyer, 1989, part 2). This point is strictly related to the second criti-

cism: Braverman has ignored the fact that workers have successfully resisted

Taylorism and that as a result, or even independently, of this resistance,

capitalists themselves have found ways of controlling workers which are

more efficient than Taylorism (Edwards, 1979; Friedman, 1977). Finally,

Braverman has been criticized for his thesis that de-skilling has actually

occurred in reality. It has been pointed out that, if some skills have disap-

peared, new skills have been created in the course of the development of

capitalism. ‘The sheer extension of formal training for the majority of work-

ers seems to prove that re-skilling has occurred (Wood, 1982). I will start by

considering this last objection and will return later to the first two criticisms.

It is an open issue whether de-skilling has occurred during the develop-

ment of capitalism. Evidence for both de-skilling and re-skilling has been

produced, but this is somewhat beside the point. Braverman’s de-skilling

hypothesis could be defended by saying that capitalism has a tendency to de-

skill jobs. This tendency may be continuously operating even if technological

change and other forces may act in the opposite direction (Sawyer, 1989,

p. 64).

This argument can be reinforced if one can show that capitalism has a

tendency to de-skill jobs excessively in comparison with a society defined by

a different system of property rights. The first step is to define this alternative

society – a task which is implicitly attempted in Braverman’s work. Although

Labour and Monopoly Capitalism is about the development of capitalism and

not about alternatives, it is largely inspired by the belief that it is possible

(even if not easy) to create an alternative society where workers can develop

their skills and where their needs as producers are taken into account. Ac-

cording to Braverman this requires something more than formal democracy

at the workplace. ‘Without the return of requisite technical knowledge to the

mass of the workers and the reshaping of the organization of labour – with-

out, in a word, a new and truly collective mode of production – balloting

within factories and offices does not alter the fact the workers remain as
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vote for alternatives presented by them. Thus genuine workers’ control has as

its prerequisite the demystifying of technology and the reorganization of the

mode of production. This does not mean, of course, that the seizure of power

within industry through demands for workers’ control is not a revolutionary

act. It means rather that the true workers’ democracy cannot subsist on a

purely formal democratic scheme’ (1974, p. 445). Or, in other words, a differ-

ent social system comes into being when the rights acquired by the workers

can express themselves in a different technology and organization of work

which takes into account their needs as human producers. Here is a funda-

mental reason for which Braverman must be considered a major dissenting

economist.

Braverman’s view of a ‘good society’ contrasts with the Pareto-optimal

world described in orthodox welfare economics. Commenting upon the ‘tech-

nical conditions’ realized under capitalism, he observes that they are ‘best

adapted to everything but the needs of the people. These needs are, however,

in the world of economists, “externalities” a notion that is absolutely incom-

prehensible from the human point of view, but from the capitalist point of

view is perfectly clear and precise, since it simply means external to the

balance sheet’ (1974, pp. 205–6). Under capitalism productivity becomes an

end in itself: ‘It is a measure of the manner in which capitalist standards have

diverged from human standards that this situation is seen as representing a

high degree of “economic efficiency” ’ (1974, p. 206). Orthodox economics is

not neutral. ‘Only one who is the master of the labour of others will confuse

labour power with any other agency for performing a task, because to him,

steam, horse, water or human muscle which turns his mill are viewed as

equivalents, as “factors of production”. For individuals who allocate their

own labour power (or a community which does the same) the difference

between using labour power as against any other power is a difference upon

which the entire “economy” turns’ (1974, p. 51).

Braverman’s criticism can be developed by observing that in orthodox

welfare economics, leisure – and not directly different uses of labour-power –

enters the utility function of the individuals. It follows that individuals are

implicitly assumed to be indifferent among different tasks and that their

labour-power can be allocated in a way similar to that of steel and iron. If

workers’ preferences do not matter, then technological efficiency or maxi-

mum output per unit input is a necessary condition for maximizing social

welfare. By contrast, if workers’ preferences are taken into account, then less

output may be preferable to more output if this is associated with more

enjoyable work. Similarly, profit maximization is an optimal criterion for

allocating work within the firm only if we assume that workers’ preferences

for their own work do not matter. Finally, if the workers are implicitly

assumed to be indifferent to alternative allocations of their labour-power, it is
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even possible to show that job de-skilling is necessarily required to maximize

social welfare (Pagano, 1985). In other words the optimal world of neoclassi-

cal economics is alien to Braverman’s description of capitalism because it

ignores workers’ preferences for their own work; Braverman’s ideal society is

very far from both because it takes full account of these preferences. Still, the

optimal world of neoclassical economics could be reformulated by the usual

trick of introducing more markets; in particular, by assuming that there is a

(possibly equilibrium) price for each use of labour. This solution is formally

possible but it implies that firms, defined à la Coase (1937), or the employ-

ment contract, defined à la Simon (1957), do not exist. If firms exist in the

sense that an internal allocation of labour is carried out within them, then

they should internalize workers’ preferences – an internalization which re-

quires that workers have rights and, consequently, voice and power in the

organization (Pagano, 1985).

Indeed recent mainstream economics, and in particular ‘New Institutional

Economics’, justifies the efficiency of capitalism by the argument that, in a

world of incomplete markets, capitalist ownership of firms can be optimal.

Alchian and Demsetz (1972) maintain that in a market economy the property

of the firm is efficiently acquired by the ‘difficult-to-monitor factors’ because

it can save more on monitoring costs. Efficiency entitles difficult-to-monitor

capital and managers to own and manage the firm. Alchian (1984, 1987) and

Williamson (1985) develop a similar argument by using the concept of asset-

specificity. In a market economy the property of the firm is efficiently acquired

by ‘specific factors’. Unlike the owners of ‘general purpose factors’, the

owners of ‘firm-specific factors’ can save more on costs which should other-

wise be sustained to safeguard them, in an uncertain world, from the possible

opportunism of the other partners. Managers and capitalists own and manage

the firm because they own the relatively more specific factors. Workers will

own and manage firms or, at least, will have some rights in the firm only

when labour power is a ‘difficult-to-monitor and/or specific factor’.

Harry Braverman’s book contains a working hypothesis dissenting from

that of New Institutional Economics. Whereas in the latter the workers have

no rights in the firms where they work because they are ‘easy to monitor’

and/or ‘general purpose’ factors, in Braverman’s book the workers become

‘easy to monitor’ and ‘general purpose’ factors because, under capitalism,

they have no rights in the firm where they work. According to Braverman, it

is because of capitalist property rights that the detailed division of labour on

the lines suggested by Babbage and Taylor is implemented, with the result

that the workers perform simple tasks which are easy to control and require

only general purpose skills. Under capitalism the development of difficult-to-

monitor human resources is inhibited by the fact that the workers have no

rights in and attachment to the organization where they work. Similarly, the 86 Harry BRAVERMAN

 

development of firm-specific skills, as well as the development of assets

specific to the preferences of the present workers, are inhibited by the fact

that, under capitalism, the rights to these assets are ill-defined. They belong

neither to the employers (who can lose them if the workers quit) nor to the

workers (who can lose them if fired).

It is no wonder that under the system of property rights of ‘classical’

capitalism the principle of minimizing the learning required for doing is over-

applied, whereas the principles of maximizing the learning acquired by doing

and of job satisfaction are under-applied. Unlike the latter two principles, the

former decreases the cost of control and does not favour the development of

human firm-specific resources. Under ‘classical’ capitalism, these resources

are, in Braverman’s words, externalities in the sense that they are external to

the balance sheet, and the principles favouring their development are con-

strained by the appropriability conditions existing under the property rights

of ‘classical’ capitalism (Pagano, 1991).

Finally let us now consider the objections to Braverman concerning the

prominence he gives to Taylorism and the fact that he ignores workers’

resistance. If workers can acquire new rights that entitle them to have greater

control of their jobs, then we obtain a system of property rights different from

that of ‘classical capitalism’. Under this system of rights, the tendency to de-

skill jobs excessively may well be reduced. For instance consider job security,

which changes the worker from a simple seller of labour-power into a holder

of a right in a particular job. The consequent absence of the threat of unem-

ployment and attachment to the organization may mean that motivation can

be increased by making the job more interesting – a task to which Taylorism

is badly suited. Moreover, the existence of workers’ rights in the firm implies

that both workers and employers will not regard as an externality the devel-

opment of firm-specific assets which enhance learning by doing and job

satisfaction.

The fact that, in some important cases, workers have acquired rights differ-

ent from the very limited ones which they have under the model of ‘classical

capitalism’ considered by Braverman implies that his conclusions are less

universal than they were intended to be. Still, this limit makes his message

even more relevant. It is only by acquiring and/or defending rights at the

workplace that workers can defend themselves against the tendency, built

into ‘classical capitalism’, to expropriate them of their capacity for idealiza-

tion and control and that they can acquire skills and a working environment

consistent with their needs as workers.

 

Braverman’s Major Writings

(1974), Labour and Monopoly Capital, New York: Monthly Review Press.
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Nikolai Ivanovich BUKHARIN (1888–1938) John E. King

Nikolai Bukharin was born into a middle-class family in Moscow, where he

went to school. A student radical in 1905, he became a Bolshevik in the

following year and worked as a propagandist and industrial organizer. Al-

though he attended Moscow University between 1907 and 1910 he studied

little, devoting most of his time to the political activities for which he was

repeatedly arrested and eventually exiled. Bukharin fled to Germany in 1911,

spending the next six years in a number of European countries and, finally, in

the United States before returning to Russia in May 1917.

As an economist Bukharin was almost entirely self-educated, in the public

libraries of various European capitals and of New York, though he did sit in

on Böhm-Bawerk’s lectures at the University of Vienna in 1913. For a Bol-

shevik, he took an unusually strong interest in contemporary non-Marxian

social theory, and for a time inclined towards Bogdanov’s heretical philo-

sophical ideas. Bukharin began to write on economic theory while still in his

early twenties, completing a major analysis of neoclassical value theory in

1914 and a path-breaking study of imperialism in the following year. Later

writings included a lengthy critique of Rosa Luxemburg’s and Otto Bauer’s 88 Nikolai Ivanovich BUKHARIN

 

thinking on imperialism, and several important texts on the economics of

communism and the transition to a post-capitalist society.

Bukharin was elected to the Bolshevik central committee in July 1917. He

held no formal state office, but for a decade after the revolution was the

party’s leading theorist. In 1917 he became editor of Pravda, a post which he

retained, almost without a break, for the next 12 years. With Zinoviev he was

also in effective command of the Comintern during the 1920s. From his

initial position on the left of the party, Bukharin supported Lenin’s early

maximalism, breaking with the official line over the Brest–Litovsk Treaty

and becoming, temporarily, the leader of the Left Communists. At first enthu-

siastic about War Communism, he had by 1922 rethought his position and

became a defender of the New Economic Policy and the smychka, or worker–

peasant alliance. He now advocated the gradual transition to communism

which has become synonymous with Bukharinism.

His standing in the party was undermined at the end of the 1920s, first by

the grain crisis which challenged the practicality of his economic strategy

and then, fatally, by the onset of forced collectivization and Stalin’s dictator-

ship. Forced to make a public recantation in November 1929, Bukharin

remained a candidate member of the Central Committee and continued to

work in minor state posts. For two years, in 1934–36, he even achieved

partial rehabilitation as editor of the party newspaper Izvestiia. Bukharin

eventually fell victim to Stalinist terror, being arrested in 1937 and executed

in March 1938 after the most notorious of the show trials.

Bukharin’s three principal contributions to economics were his critique of

marginal utility theory, his analysis of imperialism, and his writings on the

transition to communism in the Soviet Union. On the first of these issues he

wrote a number of articles on the eve of the First World War critical of

Russian writers such as Struve and Tugan-Baranovsky. His most important

work, however, was The Economic Theory of the Leisure Class, completed in

1914 but first published five years later. Here Bukharin draws heavily on the

ideas of the Austro-Marxist Rudolf Hilferding, savaging first the methodol-

ogy and then the substantive economic theory of the neoclassical school.

Bourgeois economists adopt a subjective, unhistorical and static method which

concentrates upon consumption, while Marxists are objectivists who recog-

nize the historical specificity of political economy and focus their attention

on the dynamics of capitalist production. Marginal utility cannot offer a

satisfactory theory of price determination, Bukharin argues. It has no units of

measurement; its principle of substitution is circular, taking for granted the

market prices which are to be established; and, since it assumes supply to be

given, it can say nothing about the determination of quantities. There is no

subjective theory of the value of money, which is the most important of all

commodities. If taken seriously, the supply and demand approach to price
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theory would in fact eliminate the need for any theory of value, including

subjective ones.

Turning to the neoclassical theory of profit, Bukharin is equally severe. He

rejects Böhm-Bawerk’s mistaken definition of capital as a means of produc-

tion rather than a social relation, and denies the significance attached by

Austrian theorists to ‘waiting’, since all stages of production are undertaken

simultaneously in any actual capitalist economy (Thomas Hodgkin had made

this point almost a century earlier). Bukharin denied that either workers or

capitalists systematically undervalue their future needs. Even if they were to

do so, their subjective assessments of future as against present incomes do

not exist in a vacuum, but are socially determined. The theory of waiting is

apologetic, since it glosses over the differences in the economic position of

the social classes which underpin their subjective rates of time preference.

The entire subjective theory of value, Bukharin concludes, is ‘a mere subter-

fuge’ (p. 156), undertaken solely in order to justify the status quo.

In an appendix reviewing Tugan-Baranovsky’s Foundations of Political

Economy, Bukharin makes a general critique of contemporary Marxists who

advocated a synthesis of the labour theory of value and marginal utility

analysis. Such attempts, he maintains, are necessarily invalid since the sub-

jective and objective methods are in principle irreconcilable.

These arguments add little to those of Hilferding. Bukharin’s most original

contribution comes in the introduction to the Economic Theory of the Leisure

Class, where he approaches the marginal utility school from a ‘sociology of

knowledge’ perspective, and asserts that Austrian economics is ‘the child of

the bourgeoisie on its last legs’ (p. 23; original stress). It is the ideology of a

rentier class divorced from production and interested only in consumption.

Rentiers inevitably have an individualistic outlook on life, since they have no

contact either with the proletariat or with industrial capitalists. Their fear of

the future predisposes them to favour theories of static equilibrium. Hence,

too, the stress in marginal utility analysis on consumption and the psychology

of asocial individuals, and its rejection of historical specificity. In subjective

value theory the ‘declining bourgeois’ has ‘immortalised, in his fruitless

theory … the peculiarities of his failing psychology’ (p. 31).

This arresting hypothesis has never been adequately scrutinized, nor is it

clear what sorts of evidence might legitimately be used to assess it. It runs

into problems, as Bukharin himself acknowledged, when extended to what he

terms the ‘Anglo-American School’, led by J.B. Clark, which evidently rep-

resented a progressive rather than a declining bourgeoisie. And its exact

relationship to the ‘conscious apologetics’ hypothesis elaborated in the re-

mainder of the book is not immediately obvious. Nevertheless, Bukharin’s

hypothesis remains an ambitious and strikingly original application of Marx’s

critical economic method to orthodox theory.
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In Imperialism and World Economy Bukharin extended the existing Marxian

analysis of imperialism in an equally bold manner. More than Hilferding or

even Luxemburg, he pointed to the overriding importance of the world

economy, which presupposed a world market for commodities and money

capital that had set in motion forces tending to equalize the rate of profit and

(eventually) wage rates across the globe, and had created a single world

bourgeoisie and a world proletariat. This world economy was subject to no

regulating agency, any more than the individual national economies had been

in the nineteenth century. The anarchic nature of the world economy found its

expression, Bukharin argued, in world economic crises and in wars; the

recurrence of armed conflict between nation-states was ‘an immanent law’ of

contemporary capitalism (p. 54).

Within each country competition had been suppressed by the operation of

monopolies, trusts and cartels. The processes of concentration and centraliza-

tion of capital, which Marx was first to identify and Hilferding to elaborate

upon, had now developed to the point where each national economy was

virtually ‘one gigantic combined enterprise under the tutelage of the financial

kings and the capitalist state’ (p. 74). Bukharin claimed that government

interference in economic life had progressed far enough that a new economic

form had emerged which he termed ‘state capitalism’. Secure in their control

of the state, capitalists encouraged this process and invoked the active assist-

ance of the state to promote their interests at the expense of their foreign

competitors.

Here Bukharin reaches the crux of his argument. The acute contradictions

of the world economy are the result of the overcoming of competitive anar-

chy within the individual nation-states. State capitalism involves the elimination

of economic crises at the national level, only to transpose all the contradic-

tions of the capitalist mode of production to the world economy. The conflict

between nation-states which has replaced competition among individual capi-

talists is evidenced in tariff policy and in the struggle for the enlargement of

national territory to protect markets, sources of raw materials, and outlets for

surplus capital. Hence the massive expansion of armaments expenditures

before 1914 and the onset of what Bukharin believed to be the first of a series

of imperialist wars.

There was, he conceded, a counteracting tendency for the concentration

and centralization of capital to overstep national boundaries, with the forma-

tion of international cartels and worldwide agreements between national

monopolies. It was even conceivable that a single world trust might emerge,

regulated by a world government and constituting a genuinely new economic

form which would resemble slavery more closely than traditional capitalism.

In practice, however, such a development was impossible, and Karl Kautsky’s

notion of a peaceful and monolithic ‘ultra-imperialism’ was merely a Utopian
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dream. The various national state capitalisms were unequal in both economic

and military power; their stages of development and hence their costs of

production differed, as did the strength of the armed forces at their disposal.

This offered the stronger state capitalisms the prospect of defeating their

rivals, making war inevitable. The human cost would be so immense, Bukharin

concluded, that the proletariat would intervene to prevent imperialist war by

the revolutionary overthrow of the capitalist world economy.

Many of these arguments would have been familiar to readers of Hilferding

and Luxemburg. However, Bukharin was much less hesitant than Hilferding

in asserting the unavoidability of war, and more confident than either writer

that competition within the nation-state was at an end. Greatly influenced by

the war economy measures of the belligerent powers, Bukharin was the first

Marxist to emphasize the concept of state capitalism, which would feature

prominently in subsequent Marxian analysis of capitalist evolution. His vi-

sion of a world divided between a few highly developed capitalist powers on

one hand, and ‘a periphery of undeveloped countries with a semi-agrarian or

agrarian system on the other’ (p. 74), would find an echo in the work of later

theorists of imperialism like Paul Baran. Bukharin’s analysis of the world

economy influenced the thinking of Andre Gunder Frank and Immanuel

Wallerstein, while Lenin himself wrote an appreciative introduction to Impe-

rialism and World Economy and – while remaining critical of Bukharin on

several key points – borrowed heavily from him in his own, much more

famous, pamphlet on imperialism.

As already noted, war was for Bukharin only one of the two contradictions

of imperialism, the other being the occurrence of crises in the world economy.

Few clues are given in Imperialism and World Economy as to the precise

theory of economic crisis that he had in mind. Bukharin rectified the omis-

sion in 1926 in Imperialism and the Accumulation of Capital, an ill-tempered

polemic against Luxemburg and Mikhail Tugan-Baranovsky. Repudiating all

theories of capitalist breakdown, he argued instead for a model of cyclical

crises based on the inability of the capitalist system to maintain the correct

proportion between total output and total consumption. This was, in effect, an

underconsumptionist theory of crisis thinly disguised in terms of

disproportionality. Tugan-Baranovsky had been wrong, Bukharin alleged, to

deny that growing consumption spending was at all relevant to profitable

accumulation, while Luxemburg, for her part, was hopelessly confused in her

analysis of the sources of increased demand during expanded reproduction.

Criticism of Tugan-Baranovsky also played a part in the third area of

economics to which Bukharin contributed. At first his views on the transition

from capitalism to communism were those of the Bolshevik left. In The

Economics of the Transformation Period, which Cohen describes as ‘his
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identified a ‘process of decay’ of the capitalist economy in which the social

surplus was swallowed up by a regressive process of ‘extended negative

reproduction’ (p. 54). In such circumstances of disequilibrium and chaos,

economic laws no longer applied. They must be replaced by extra-economic

measures of revolutionary coercion under the dictatorship of the proletariat.

A similar perspective is apparent in The ABC of Communism, written jointly

with Evgeny Preobrazhensky, in which central planning is regarded as virtu-

ally synonymous with communist economic organization.

By 1923 it was Bukharin’s ideas which had been transformed. In a series

of articles (there is no single comprehensive text), he now argued that the

transition to communism must be a gradual one, based on the continued

acceptance of peasant agriculture (coupled with encouragement of coopera-

tives) and the maintenance of market relations.

At the political level, this was essential to preserve the alliance between

the Russian peasantry and the working class, without which the Revolution

itself was doomed. Economically, there was simply no alternative to a slower

pace of industrial development than his former allies on the left were de-

manding. Bukharin became a vigorous critic of the programme of ‘primitive

socialist accumulation’ proposed by Preobrazhensky, according to whom

rapid industrialization was to be financed by the extraction from the peasants

of their surplus product through systematically unequal exchange with state-

owned industry.

For Bukharin, this was doubly mistaken. In the first place, the peasants

would respond to a deterioration in their terms of trade by cutting back on the

sale of their produce; fewer resources, not more, would be released to the

socialist sector of the economy. Thus successful industrialization required

that higher prices be paid for agricultural output, while the prices of manu-

factured goods must be reduced. Secondly, Preobrazhensky’s ideas revealed

the pernicious influence of Tugan-Baranovsky, who had mistakenly con-

cluded that economic growth could proceed independently of increased

consumption. To impoverish the peasants, Bukharin maintained, would sim-

ply retard development by restricting the expansion of demand for the output

of Soviet industry.

Bukharin was never a ‘market socialist’, if by this is meant support for

market relations as a permanent feature of a post-capitalist economy; the

elimination of the market remained his ultimate goal. Nor can he be regarded

as a democratic socialist, since he was opposed both to a multiparty system

and to workers’ self-management of industry. But Bukharin did offer a coher-

ent alternative to what soon became infamous as the Stalinist road to Soviet

industrialization. It is this, much more than his writings on value theory or

even on imperialism, which makes him relevant to the world economy of the

twenty-first century.
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Sukhamoy CHAKRAVARTY (1934–1990)

It is perhaps best to begin this essay with a brief statement on how I look at

the intellectual enterprise called economics.

Economics as a discipline appears to me to be located at the edge of

‘history’ and ‘theory’, a point that John Hicks used to stress with increasing

frequency in the closing years of his life. I have no doubt that there are many

eminent proponents of mainstream theorizing in economics who take the

view that a knowledge of economic history is a necessary ingredient in the

training of an economist. But they are quite clearly unable to accept the

centrality of history to economic theorizing or, more importantly, to indicate

precisely how history enters into economics. Clearly one could be a physicist

or a theoretical chemist without being interested in the history of the earth or

for that matter of the universe, although there are important points of contact

between recent work in cosmology and elementary particle physics. Geolo-

gists and evolutionary biologists have, of course, maintained an interest in

history. But it is rather uncommon these days to come across economic

theorists who accept ‘geology’ as their model discipline. An exception is a

pronouncement by Arrow (1986); however it would be difficult to discern any

trace of historical thinking in his published work or, for that matter, in the

work that he has so eminently inspired. Absence of evolutionary thinking in

economics was strongly deplored by Veblen, but he has been outside the pale

for most neoclassical economists who set the trend of research. Alfred Marshall

was obviously very influential as a neoclassical theorist in his day. Although

he noted in several places that economists would have to turn increasingly to

biology to understand economic phenomena, he hardly provided any serious

intellectual lead in this respect. Moreover the recognition of the essential role

for an evolutionary viewpoint largely disappeared from the writings of his

direct disciples, notably A.C. Pigou.

It is only very recently that an evolutionary point of view has gained

adherents amongst contemporary economists. It is not without reason that the

obiter dicta of great minds, even when they happen to be suggestive, do not

find much resonance with economists. It is true to say that the ‘hard core’ of

modern neoclassical reasoning was profoundly shaped by the paradigm of

‘classical mechanics’, a point greatly stressed by Georgescu-Roegen in nu-

merous places and taken to great lengths by Philip Mirowski in his book

More Heat than Light. While few would deny that classical mechanics is a

very powerful and elegant body of thought, and as an ‘analytical simile’ has

its uses within economics, in my opinion, it would undoubtedly distort the

nature and scope of economic theory if mechanics were to be held as the

prototype for all significant theorizing. To a certain extent, this is because

economists cannot be satisfied with conceptualizing ‘time’ and ‘motion’ in

the way classical mechanics looks at these problems. This point was made by
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Joan Robinson when she distinguished between ‘logical time’ and ‘historical

time’ and stressed the significance of the latter for economics. While I find

her terminology infelicitous, I have always assumed that she wanted to point

out the essential importance of irreversible phenomena for economists, not

merely as a fact of life but also for defining their core concepts. It is worth

mentioning here that there are no ‘constants’ in economics remotely compa-

rable with fundamental physical constants which could make predictions

reliable exercises.

Historically, if we consider William Petty as the first modern economist,

the genesis of classical economics and modern physics took place around the

same time. Historians of ideas could easily discern some influence of Newton

even on Smith’s major work in economics since he was well versed in the

history of astronomy. Nevertheless, while modern physics could be regarded

as a fundamental rejection of Aristotle’s concept of ‘motion’, the same could

not be maintained of classical economics in relation to the Greek philoso-

phers. In my opinion, an economist could still read with profit Aristotle’s

writings on politics and ethics although he would find that institutional differ-

ences between a Greek Polis and a modern nation-state would require a

distinctly different articulation of certain basic economic categories. Also,

the concept of a ‘good life’ was different for the ancient philosophers. How-

ever, Adam Smith himself was a philosopher first before he was an economist.

So was his friend David Hume who made some notable contributions to

economics. The greatness of Smith as an economist consisted in the way he

conceptualized the historically emerging new socio-economic formation, the

‘commercial society’ as he called it. It would, however, be wrong to think that

the rich texture of the institutional dimensions of Smith’s reasoning, which

profoundly shaped his thinking, can be seriously appreciated by looking at

‘institutions’ as solutions of suitably defined repeated games, a practice that

is increasingly popular in presentday neoclassical economics (just as proving

mathematical theorems regarding the efficacy of the invisible hand was a few

decades ago). It is nonetheless interesting to observe that studying agrarian

institutions in pre-industrial societies by using sophisticated arguments from

‘principal–agent’ theory and other similar related exercises has become the

principal staple of the so-called microeconomics of development in main-

stream economics. At the same time, insights of social anthropologists,

background knowledge provided by ecologists, not to speak of cultural his-

tory, are often dismissed as little more than amusing stories, having little or

no explanatory power.

The main reason for this widely shared practice would appear to lie in a

highly restrictive concept of ‘explanation’. An explanation in economics

these days tends to be an explicit (preferably mathematical) deduction from
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reversible, expectations are fairly stable (preferably ‘rational’) and human

beings are disembodied ‘agents’ who optimize without incurring any costs of

computation, be it in the classical set-up of constrained extrema or in terms

of a rapidly growing language of game theoretic origin.

While I admire the logical ingenuity of some of these exercises, and would

not be unwilling to use some of the techniques in well-specified contempo-

rary contexts for understanding major problems facing us today (especially

those that are most acute in developing countries), I cannot avoid feeling that

these baroque constructions cannot take us far, regardless of how prestigious

they may appear to moulders of current professional opinion.

How I arrived at this position is a matter that may need some explanation.

But before that, I feel that certain basic facts about my training and experi-

ence as an economist may be told, more so because it is a biographical entry

that I am presenting here.

I took to the study of economics when I was working for an undergraduate

honours degree at the Presidency College, Calcutta. This was a fine teaching

institution, where ‘standard’ (or mainstream) economics was taught with

competence. There was, however, nothing much to distinguish economics as

taught there from economics taught anywhere else in the Anglo-Saxon world,

apart from the fact that we had to study a paper specially devoted to the

analysis of Indian economic problems. The M.A. programme was in the same

mould but included a course on the history of economic thought, taught

straight from standard histories of the subject (prior to the appearance of

Schumpeter’s posthumous opus). Nevertheless, it provided one with an expo-

sure to the thinking of classical economists, including Marx.

The major event of my student days was the publication of the First Five-

Year Plan document in 1951, which stimulated all of us to look at Indian

economic problems in a fresh perspective. The initial impact deepened

when I personally came to know the late Professor P.C. Mahalanobis who

was the main architect of the Second Five-Year Plan which started in the

year I took my M.A. degree (1955). Professor Mahalanobis was, of course,

not an economist at all. By training he was a physicist, and by vocation a

statistician. Methodologically he was a ‘Kelvinist’ in the sense that, like

Lord Kelvin, he believed that science was measurement. The difference

between Mahalanobis and the rest of our teachers was that he appreciated

the importance of operationally meaningful models of economic relation-

ships which could be filled in with the relevant Indian data. His primary

interest was in influencing the formulation of economic policies. He moti-

vated me strongly to look at Indian economic problems within a

well-specified analytical frame. While I have never been able to accept his

version of the Kelvinist dogma, I believe that in a basic sense, his influence

on my thinking persisted through several decades.
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Mahalanobis’s influence deepened when I went to do my Ph.D. at the

Netherlands School of Economics under the supervision of Professor Jan

Tinbergen. Like Mahalanobis, Tinbergen was also a physicist by basic train-

ing and possessed the same quantitative orientation to economics. What also

attracted me to both these men was their passionate commitment to econom-

ics as a discipline which could influence human conditions for the better.

There was nothing of ‘art for art’s sake’ in their work, nor did they believe

that the ‘market’ left to itself would solve all pressing problems confronting

society. Their approach may seem rather ‘mechanistic’, but it cannot be

denied that they were always looking at concrete problems and searching for

socially meaningful solutions.

Tinbergen’s theory of economic policy had a powerful impact on my

thinking during the late 1950s, as did some of the contemporaneous work of

R. Frisch. My first book, The Logic of Investment Planning (first accepted as

a Ph.D. thesis in 1958 and published a year later in a slightly expanded form)

dealt with the classical issues of investment planning using a dynamic input–

output framework with lags. It could be regarded as a multisectoral dynamic

generalization of Mahalanobis’s ‘four-sector model’ which formed the theo-

retical underpinning of India’s Second Five-Year Plan. The policy analysis

was cast in Tinbergen’s ‘fixed targets’ framework. Apart from the discussion

of gestation lags involved in capital formation, another notable feature of the

book was the treatment of ‘structural breaks’, identified as a key problem in

the context of planning for an underdeveloped country.

I followed up the initial research done under the supervision of Tinbergen

with further work on planning at the Massachusetts Institute of Technology,

where I developed a close working relationship with P.N. Rosenstein-Rodan.

As early as 1943, Rosenstein-Rodan had written a brilliant essay which

provided the analytical basis of development planning. At the time I knew

him, his point of view could be described as ‘structuralist’. Although initially

trained at Vienna under F. Von Wieser, his approach had very little in com-

mon with many of the émigré Austrian economists such as Hayek. A close

collaborator and friend of R. Prebisch in the 1950s, he delighted in emphasiz-

ing the importance of indivisibilities, various forms of threshold phenomenon

– to the evident displeasure of his eminent Austrian contemporaries such as

Gottfried Haberler.

My work at MIT proceeded along two lines. At one level, it extended my

earlier research on disaggregated plan models into an optimizing frame-

work. At a somewhat more abstract level, I tried to explore the logical

foundations of Frank Ramsey’s brilliant 1928 article on ‘optimal savings’,

because I could not find a satisfactory answer to the question of how much

a nation should save. My principal concern was with decision-making at

the national level and not with explicating the savings behaviour of indi-98 Sukhamoy CHAKRAVARTY

 

viduals in a utility-maximizing framework. In connection with the latter

work, I had intellectual contacts with Paul A. Samuelson and Robert M.

Solow, especially the former. One of the two papers I published at this time

(1962a) dealt with the ‘existence problem’ in a Ramsey model, while the

second (1962b) considered the characteristic features of optimal growth

paths in finite horizon plan models. While the latter used different math-

ematical techniques and a somewhat more general formulation of social

utility function, it was similar to a paper published by Richard Goodwin in

1961. It appeared that Goodwin and I had been pursuing somewhat similar

lines of enquiry independently of each other. Not surprisingly, Goodwin

was at that time greatly interested in planning questions and had also spent

some time in India helping Mahalanobis prepare the nation’s first input–

output table.

It should be quite clear from this account that my principal motivation to

pursue research work in economics came largely from a youthful impulse to

do something relevant for the development of India. If the First Five-Year

Plan had not been published in 1951, the year when I opted to study econom-

ics, I would probably have chosen philosophy. But I went in for economics as

I believed that it combined practical relevance with rigour. I have always

maintained an interest in philosophy, independent of its use in economics.

During the 1960s I also made fairly extensive use of mathematics in my

work. But towards the end of the decade, I began to feel that I required closer

exposure to real-life situations if some relevance was to be breathed into the

abstract planning models I was engaged in exploring. After completing my

book Capital and Development Planning in 1969, I turned towards applied

work which kept me occupied for nearly a decade. In 1971, the Indian

Planning Commission was reconstituted and I was appointed a member, with

wide-ranging responsibilities starting with Perspective Planning and ending

with the preparation of annual budgets.

I spent a lot of time working on computable planning models as well as on

various other policy-related issues. The work at the Planning Commission not

merely deepened my understanding of the Indian economy, but also showed

me that economic policy was only partly determined by economists. The

work in the Planning Commission taught me some important lessons which

are worth stating. First, that the proper sequence of decisions in time mat-

tered a great deal, since movements in time were not like those in space, a

point touched upon already. Second, it indicated the influence of social classes

in shaping the outcome of policy decisions in an essential way, a point not

obvious from abstract plan models. Third, it was apparent that ‘optimization’

was no more than an algorithmic device and not necessarily a very robust one

in many situations. Finally, the importance of historical conjunctures became

quite apparent in showing the appropriateness or otherwise of analytical
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constructs. (I have analysed Indian planning in my book Development

Planning: The Indian Experience.)

In 1977, I went back to teaching at the Delhi School of Economics, a job I

have maintained since 1963 except for occasional visits abroad, including the

year 1984–85 which I spent at Cambridge (UK). I have also been engaged in

recent years in debates about the teaching of economics in India, a subject of

great importance in my opinion. In the area of international collaboration, I

have served on the Executive Council of the Econometric Society, to which I

was elected a Fellow in 1970, and more recently as Vice-President of the

International Economic Association (1983–86). With occasional interrup-

tions I have also been involved in a policy advisory capacity to the Government

of India. Nevertheless, my principal occupations have been teaching and

research, especially in the areas of development economics and in the history

of economic theory.

I have stated in the first section my basic approach to economics which has

no doubt been shaped in part by my exposure to planning and policy-making

in real-life situations. It may be of some interest to state in this concluding

section my current research endeavours.

I can describe myself primarily as a development economist. Issues in

development theory that particularly interest me are best indicated by the

work done by Allyn Young in the 1920s and by Nicholas Kaldor in the 1970s

(especially his Further Essays on Economic Theory and Policy). I believe

that the Young–Kaldor tradition of theorizing in economics is a very pro-

found one, providing an indispensable guide to the understanding of

development processes. By locating them in specific historical contexts, this

line of thinking can yield substantial insights into why development has

proceeded at such uneven rates amongst countries and regions.

Both for pursuing my researches into development problems and for pro-

viding a rich quarry of researchable ideas in economics, I have turned to

classical economists including Marx, and in particular in recent years to

Schumpeter (see my Alternative Approaches to a Theory of Economic Growth).

Schumpeterian dynamics has engaged my attention especially over the last

decade. More recently, my interest has linked up with the work done by

Richard Goodwin (1989) on disaggregated models of cyclical growth under

capitalism.

My principal source of disagreement with current trends of research in

‘mainstream’ economics rests on some methodological considerations. Meth-

odological individualism, which constitutes the theoretical underpinning of

mainstream economists, is in my opinion an insufficient and often misleading

basis for understanding economic phenomena, as I believe that economy has

always been embedded in ‘society’. I would, of course, admit that the con-
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But I believe that earlier economists such as Smith, Marx and Keynes were

basically correct in regarding economic behaviour as an aspect of social

behaviour. Each had viewed capitalism in a distinctive way, which revealed a

great deal more about its functioning than could be summed up in the bare

logic of atomistic decision-making in a full competitive market economy. I

also think that treatment of ‘uncertainty’ which is often used in contemporary

theorizing has little more than tractability to commend it – a point that finds

considerable support in Keynes’s approach towards uncertainty.

I believe that those of us who object to methodological individualism as

the basic credo of theorizing are not necessarily committed to a ‘holistic’

position in a mystical sense. Even in a subject like biology, highly fruitful

research is currently taking place both on the molecular level and on the level

of population as units of study. In a subject like economics, a simple

reductionist position which treats the ‘individual’ as the ultimate unit can

prove very misleading, since important patterns of economic behaviour arise

on higher levels of organization. These get articulated through institutions

which neoclassical analysis can at best handle in a very ad hoc way. History

becomes essential to economists, primarily because it can provide us with

important insights into the emergence of institutions over time. It is precisely

because history is an open-ended process that the ambition of constructing an

over-arching deductive system for economics appears to me a somewhat

misplaced enterprise, even though it is regarded as the dominant research

programme for those claiming to be active in the area of high theory.

 

Sukhamoy Chakravarty died on 22 August 1990. His last major publication

was in 1991. Harcourt and Singh (1991) provide an appreciation of his work.

 

Chakravarty’s Major Writings

(1959), ‘The Logic of Investment Planning’ in Contributions to Economic Analysis, 18, Amster-

dam: North-Holland.

(1962a), ‘The Existence of Optimum Savings Programme’, Econometrica, 30.

(1962b), ‘Optimal Savings with Finite Planning Horizon’, International Economic Review, 3. (1982), Alternative Approaches to a Theory of Economic Growth – Marx, Marshall, Schumpeter,

R.C. Dutt Memorial Lectures in Political Economy, Calcutta: Orient Longman.

(1987), Development Planning: The Indian Experience, Oxford: The Clarendon Press. (1991), ‘Development Planning: A Reappraisal’, Cambridge Journal of Economics, 5 (1).

 

Other References

Arrow, K.J. (1986), in W.N. Parker, Economic History and the Modern Economist, Oxford:

Basil Blackwell.

Goodwin, R.M. (1961), ‘The Optimal Growth Path for an Underdeveloped Economy’, Eco-

nomic Journal, 71.

Goodwin, R.M. (1989), Essays in Nonlinear Economic Dynamics, Frankfurt and New York:

Peter Lang.

Harcourt, G.C. and Singh, A. (1991), ‘Sukhamoy Chakravarty, 26 July 1934–22 August 1990’,

Cambridge Journal of Economics, 15 (1), 1–3.

Victoria CHICK 101

 

Kaldor, N. (1989), Further Essays on Economic Theory and Policy, London: Duckworth. Mirowski, P. (1989), More Heat Than Light, Cambridge: Cambridge University Press.

 

Victoria CHICK (born 1936)

I was born in Berkeley, California. Berkeley is a wonderful place for an

intelligent child to grow up. At the age of 14 I obtained reference privileges at

the university library. My experience there gave me the feeling that I could

always find out anything I really wanted to know: curiosity, backed up with a

little effort, was always rewarded. I had learned intellectual independence at

an early age, for my family, though well-educated, was conventional and did

not really explore the reasons for things. In some sense all this just pushes the

question of the origin of dissent one stage further back, for some children ask

for reasons and others accept the conventions. I have to conclude that tem-

perament is at the core of the matter.

My enquiring temperament was reinforced when I was 11 or so by a

remarkable science teacher, a man who loved challenge, readily admitted

when he was wrong and rewarded us for wit and humour. Making us partners

in the game of learning, he was enormous fun and established in me a

lifelong interest in science. In any case, science was what was happening in

Berkeley at that time: E.O. Lawrence was a close neighbour, and in the local

paper I read about the new elements, berkelium and californium, constructed

in the cyclotron always visible at the top of the hills.

At 13 I went to the Anna Head School, a private girls’ school a stone’s

throw from the university, run by a classicist and his archaeologist wife in a

most humane and stimulating way. Academic excellence was at the centre of

the school’s values. Every girl was encouraged in her own particular strengths,

and enthusiasm and eccentricity were regarded as evidence of character and

treated as resources rather than attributes to be discouraged. Head’s was a

marvellous experience but it was, in a way, a rather bad preparation for life in

the real world, particularly in those decidedly pre-feminist days.

After Anna Head, the first two years of undergraduate life at Berkeley were

either not very exciting or, in the case of science courses, sexist in a way

which would be actionable today (though I am told that the chemists are still

pretty dreadful). Eventually the anti-feminism and my poor aptitude for math-

ematics led me out of science and into economics. When I entered postgraduate

work, I felt at home again, as I had done at school. The department at

Berkeley in those days was first rate. Amongst the staff were Irma Adelman,

Dick Caves, Carlo Cipolla, Howard Ellis, Aaron Gordon, Dale Jorgenson,

David Landis, Harvey Leibenstein, Abba Lerner, Roy Radner, Henry Rosovsky,

Ben Ward and, most enduring in my life, Hyman Minsky. This eclectic band

was held together (with difficulty I understand) by the iron hand in the velvet 102 Victoria CHICK

 

glove, Andreas Papandreou. June Flanders, Peter and Jean Gray, Joen Green-

wood and Eugene Savin were fellow students. David Alhadeff from the

business school, Minsky, Cipolla and the Grays remain friends.

I specialized in international trade. Philip Bell, just returned from a year in

England, gave us James Meade’s Geometry of International Trade to cut our

teeth on; I have been drawing fiendish diagrams ever since. At this stage I

treated economics as an intellectual toy; the ideology and politics that lay

behind it left me cold. (Politics still leaves me cold.)

After a while I had had enough of Berkeley, wrote a Master’s thesis on

Canada’s experience with flexible exchange rates in the 1950s and, after a

brief spell of ‘real work’, went to the London School of Economics to a

similarly high-powered and eclectic department. Lionel Robbins was still

head, and younger staff included Chris Archibald, Bernard Corry, Kelvin

Lancaster, Dick Lipsey and Bill Phillips. David Laidler was there for one

year as a temporary lecturer in the middle of his graduate studies. These

people were the core of Economics Analytical and Descriptive (‘A and D’) as

the main economics department was called. I was attached to Richard Sayers’s

department of Monetary Economics.

It is a curious fact that the LSE, to this day, is structured along the lines of

the classical dichotomy. In those days, the early 1960s, which Bernard Corry

calls the Keynesian Terror, anyone attached to ‘A and D’ believed that money

did not matter and that it was infra dig to study it. I was studying the

determinants of central bank holdings of international reserves, a topic which

was becoming obsolete even as I worked on it.

One’s education at LSE was watching economists at work – in the Robbins

seminar and in the Three Tuns pub until closing time and beyond. What I had

learned at Berkeley began to take shape, as the method of working from first

principles, which I had learned from David Alhadeff and Philip Bell, was

reinforced.

Working from first principles, combined with an instinct to run results

through time, led me gradually away from the neoclassical fastness of inter-

national trade to Keynes and post-Keynesian economics. It was a long and

painstaking business for, despite my eclectic background, I had no training in

or sensitivity to schools of thought in economics, except on the most superfi-

cial levels of pure technique (such as the quantity theory versus liquidity

preference) or pure ideology (which beclouded the study of Marx). Amongst

my teachers, only Minsky had made explicit the hidden agenda in economics,

but his method of tossing out ideas as epigrams and leaving the student to fill

in the gaps was too advanced for me at the time. Minsky had also tried to

teach me The General Theory but, again, it was too early in my career.

In 1963 I went to University College London as an Assistant Lecturer, to

teach monetary theory and macroeconomics. UCL has been my permanent
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home ever since. I was promoted to Lecturer the following year, to Reader in

1984 and to Professor in 1993.

I began to try to impose an order on monetary theory which, compared

with international economics, was in great disarray at the time. It seemed

obvious to me that all transactions in a money economy involve a transfer or

creation of money as a counterpart. This fact, so central to international

economics in the balance of payments, seemed completely lacking in macro-

economics, where money was just an element in a system of equations, ‘a

good like any other’. How odd that the mere insistence on double-entry

bookkeeping could put one into the position of being a dissenting economist!

But through it I was led to question the very foundations of macroeconomics

as it then was – IS-LM, Patinkin’s formulation of the real balance effect, and

Tobin and Brainard’s integration of portfolio theory with macro-flows. And

thus I was forced to confront the problem of time in macroeconomics and the

inadequacy of the neo-Walrasian method.

My attempts to raise these questions were formed into articles which met

with incomprehension on the part of my colleagues and rejection from editors.

I was persuaded that only a book would succeed. I published The Theory of

Monetary Policy (TMP) in 1973, after thinking about its contents for about ten

years. In it the Keynesian-monetarist debate was taken beyond the level of

policy, even of theory, to the level of method, where I made the uncomfortable

point that Tobin and Friedman stood together against the Radcliffe report, a

document which had not been well received but in which I saw much virtue.

The means by which money was generated, the connection between portfolios

and flow decisions, and the link between money and the interest rate – espe-

cially through speculation – were singled out in TMP as key issues which have

continued to occupy me. (I published two further pieces emphasizing method

in the context of the monetary policy debate: 1978a and 1981.)

At the same time I found a home for one of my early papers attacking the

structure of IS-LM analysis (1973). The sensation of finally getting into print

on these issues was a strange one. It was one thing to dissent verbally in

lectures and seminars, but I was now publicly committed. Had I still been

working in a solitary way, the pressure by this time would have been hard to

bear. But in 1968 or so I had been lucky in meeting Jan Kregel, then a

graduate student in Cambridge, and through him other people of a similar

persuasion. I had met Geoff Harcourt earlier, in 1962 or 1963, and liked him

instantly, but my work was so underdeveloped then, and I was so diffident

about it, that we hardly connected as fellow-dissenters until we met again in

Australia in 1975. He has been a rock of support since then, and it is a delight

to have him back in England.

With Jan’s encouragement I went to the American Economic Association
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organized a gathering of non-mainstream economists to discuss bias in eco-

nomic journals. Things were beginning to make sense, although it was

unnerving to find that propositions which I had discovered by dint of consid-

erable effort – for example that comparative statics cannot cope with change

or that neoclassical economics used an exchange model to analyse produc-

tion – had been known by Cambridge-trained economists for years.

Having thoroughly undermined conventional macroeconomics, at least to

my own satisfaction, I returned to The General Theory, to which I had been

introduced by Minsky at Berkeley. It had been our text for a whole term, but I

had only grasped the basic ideas, rather like reading a novel simply for its

plot. At the same time, browsing, I stumbled on Myrdal’s Monetary Equilib-

rium, of which I had never heard, and Shackle’s Expectations, Investment and

Income. My education as a post-Keynesian economist was begun.

When Leijonhufvud’s book (1968) was given to me as a birthday present, I

felt I had been ‘scooped’. It had been obvious to me from work I had done for

The Theory of Monetary Policy that Keynes and Keynesians were worlds

apart. But after some reflection I realized that even the critiques of Clower

and Leijonhufvud, which are at the level of theory, were based on the neo-

Walrasian method which was inappropriate for understanding Keynes. (For

the profession at large, the ‘Keynesian Revolution’ represents a policy con-

clusion – a view of pathetic shallowness which the ‘new Keynesians’

perpetuate; see Rotheim, 1998.) While on secondment at the Reserve Bank of

Australia (1975–76), I finally succeeded in getting accepted for publication

(1978b) my methodological critique of Clower’s famous 1965 paper.

I predicted that the recession then beginning in Europe was the result of a

long period of capital accumulation and was likely to be resistant to the fine-

tuning and harmonization being widely prescribed. It was one of the few

economic predictions I have ever made. It was right, but in the Bank I was the

messenger who brings bad news, and although my view came straight from

The General Theory’s Chapter 17, it was controversial even to post-Keynesians

(1978c). I also applied the theory of speculative demand, shown in TMP to be

so central, to the international sphere (1976).

Four further, briefer secondments followed, to the Universities of South-

ampton, California at Santa Cruz, Aarhus (Denmark) and McGill (Montreal)

before my view of The General Theory was published (1983b). I portrayed

the Keynesian Revolution as one of method, forced by taking money, time

and uncertainty seriously. Since then, the work of Carabelli (1988),

Fitzgibbons (1989), O’Donnell (1989) and Vercelli (1991) has shown how

radical Keynes’s method was – and is. From the shift in method, the revolu-

tion in theory followed naturally – as Keynes himself said. My work on

method since then has explored the possibility of combining the supposed

opposites of history and equilibrium (1985, 1998a), the theory of the small
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firm under uncertainty (1992b) and the necessity of compromise in the con-

struction of macroeconomics (2001), all relating to Keynes’s work.

As one acquires a bit of history, one understands better that history shapes

economic theory. Again this represents dissent, for mainstream theory prides

itself on being ‘institution free’. ‘A Question of Relevance’ (1983) shows the

relation of The General Theory to the stylized facts of Keynes’s time, while

‘Monetary Increases’ (1984) and ‘Evolution’ (1986) continue the task which

Hicks began in 1967 of making explicit the interplay between monetary institu-

tions and monetary theory. The latter article has had three ‘offspring’, the most

promising of which was written with Sheila Dow, bringing the evolving bank-

ing system to bear on theories of regional development (1988). This work and

the influence of a group of Brazilian graduate students and colleagues has

drawn me into the underdeveloped area of finance and development.

The face of economics has changed enormously since I began in it. At one

level, mainstream economics has closed ranks and defended itself far more

vigorously. (That is a compliment in a way, as it indicates a perceived threat.)

But the level of consciousness at which dissenters are working has been

transformed by work on methodology, modes of thought and the philosophi-

cal underpinnings not only of economics but also of science, from which

economics draws so much inspiration. The philosophy of science which

informs mainstream economics is out of date by at least 60 years! (In ‘Some

Methodological Considerations in the Theory of Speculation’, 1990, I drew

analogies between changes in the philosophy of science and different ap-

proaches to the theory of speculation, claiming Keynes was the most modern.)

There is now a critical army of post-Keynesian economists who are firmly

setting their faces towards the future, working to build the positive alterna-

tive. The period of criticism and exegesis has served its purpose of establishing

solid foundations on which we can build.

The launching of the Journal of Post Keynesian Economics by Paul Davidson

and Sidney Weintraub marked a tremendous advance through which one dis-

covered so many like-minded people, and work benefited from sympathetic

(though rigorous) rather than hostile criticism. Philip Arestis and I established a

Post-Keynesian Economics Study Group in 1988 with a similar effect, while

the Cambridge Journal of Economics, the Post-Keynesian Thought website and

the  Review of Political Economy have been additional favourable influences.

Today few people could stumble into being dissenting economists as I did,

simply by following arguments where they seemed to lead.
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John Rogers COMMONS (1862–1945) Yngve Ramstad

Founder of the ‘Wisconsin School’ of institutional economics, John R. Commons

authored or co-authored 17 books and more than 50 articles on a broad range

of practical and theoretical subjects and also served as a member of countless

public bodies. A creative and original thinker, Commons took a unique ap-

proach both to issues of public policy and economic theory. Seeking to ‘make

Capitalism good’, Commons, individually or through his students, was in-

strumental in designing most of the social legislation instituted in the United

States during the New Deal era of the 1930s. Near the end of his career, while

reflecting on the meaning of his own experiences, Commons concluded that

the role of institutions – defined by him as ‘collective action in control,

liberation and expansion of individual action’ – in the conduct of economic

life has been both neglected and misunderstood by economic theorists. He

devoted his final years to the task of working out a ‘rounded-out theory of

political economy’ in which institutions are accorded their rightful place. The

product of that effort – Commons’s ‘institutional economics’ – reflects a

philosophical and theoretical posture inconsistent with mainstream econom-

ics. Thus Commons may be said to have developed an alternative to the

theoretical standpoint reflected in the classical and neoclassical tradition.

Unfortunately, Commons’s convoluted and idiosyncratic writing style, as

well as his own repeated insistence that his ideas were not fundamentally in

conflict with mainstream theory, obscured the radical ‘gestalt shift’ his ‘voli-

tional’ reinterpretation of market processes in fact mandates. As a result,

there are few who have comprehended the significance of Commons’s thought

or even that his work is an exercise in economic (meta?)theory.

Commons’s early achievements gave little notice of the prominent place he

was to carve out for himself within American society and the economics

profession. Born in Indiana, Commons reported in his autobiography, Myself 108 John Rogers COMMONS

 

(1934), that he ‘was brought up on Hoosierism, Republicanism, Presbyterian-

ism and Spencerism’. After graduating, without distinction, from Oberlin

College at the relatively advanced age of 26, Commons moved on to graduate

work at Johns Hopkins University, where he took courses from, among

others, Richard T. Ely. Performing poorly on his exams, he lost his fellowship

after two years and left Johns Hopkins without his Ph.D., which he never

obtained. From 1890 to 1899, Commons held a succession of teaching posi-

tions at Wesleyan, Oberlin, Indiana and Syracuse universities. After his first

year of teaching, Commons concluded he was a complete failure as a lecturer

on orthodox economic theory and adopted the practice, one he followed

throughout his career, of using class time to discuss his own ‘doubts’ about

economic theory and to explain the (substitute) insights he was gleaning from

his own research.

During these early years, Commons published on a broad range of sub-

jects. Having associated himself while at Johns Hopkins with the Social

Gospel movement, Commons was particularly interested in issues relating to

the amelioration of poverty and its attendant problems. Accordingly in his

first work, The Distribution of Wealth, Commons attempted to explore issues

relating to the ‘imperfect’ distribution of wealth he discerned to obtain in the

American economy due to the rights enjoyed by various classes of property

owners. Perhaps chastened by highly critical reviews, Commons judged the

attempt to explore a concrete social problem through the lens provided by

conventional theory – in this case, marginal productivity theory – a mistake.

In fact, even though he took great pains to emphasize that he accepted as

valid many of the insights worked into conventional theory, Commons never

again used the ‘orthodox’ framework to structure his own analysis of a

concrete issue. Commons argued forcefully in his collection of essays, Social

Reform and the Church, that ministers and other Christians have a duty to

promote the reforms needed to eliminate poverty and thereby to ‘elevate the

character’ of the industrial worker. In his next book, Proportional Represen-

tation, Commons further argued that the required reforms would likely not be

enacted unless a system of proportional representation for parties organized

around the particular economic interests of different members of the body

politic was substituted for the existing system of representation based on

geographical boundaries (Commons later came to believe that industry-wide

collective bargaining was a workable alternative to this drastic reform). Fi-

nally, in a series of seven articles under the title ‘A Sociological View of

Sovereignty’, Commons sketched out a conjectural history of social evolu-

tion in which coercive ‘institutions’, enforced ultimately through the sanction

of violence, were discerned to be the indispensable and pivotal elements of

economic life. This insight later became a central tenet of Commons’s ‘insti-

tutional economics’.
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Commons’s academic career was suddenly disrupted when he lost his

position at Syracuse for speaking at a rally in support of Sunday baseball for

industrial workers (who at that time worked six days per week). Over the next

five years (1899–1904) came a succession of temporary jobs. Commons first

took on an assignment to construct what was apparently the first weekly

index of wholesale prices in the US. He next undertook to write a report on

immigration for the US Industrial Commission and ultimately produced a

book based on his findings, Races and Immigrants in America. Upon finish-

ing his work with the Industrial Commission, Commons took a position with

the National Civic Federation, where he worked first on taxation and then on

labour conciliation.

There is no evidence that Commons’s published writings during these pre-

Wisconsin years had any influence at all on practical affairs, yet it was during

this stage of his career that four convictions took root which later jointly gave

form to his unique approach to public policy issues. The first relates to the

inherent tendencies of laissez-faire competition. Probably while still at Johns

Hopkins, Commons came to accept unequivocally Henry Carter Adams’s

contention that unregulated competition degenerates inexorably into ‘destruc-

tive competition’ in which the ‘least ethical competitors’ are able to force

‘down to their own low level’ those who would prefer to be more ethical. He

concluded that only by proscribing practices judged unacceptable can society

ensure that the ‘plane of competition’ is maintained at an ethical level.

A second conviction pertains to the class nature of economic progress.

Commons understood class dominance to be a conspicuous reality of eco-

nomic life in the US. He further understood that in the turn-of-the-century

American setting, property-owners were the dominant class and wage work-

ers the ‘excluded’ class. Holding that ‘class is the temporary means of bringing

about the permanent welfare of all’, Commons concluded that the economist

who truly seeks to serve society as a whole must ‘strive to give the excluded

classes a larger and more just legal share in government and industry’. To be

neutral, he maintained, meant in fact to assist the dominant class in the

maintenance of the rules through which their dominance was effected. As

Commons saw things, then, in the specific historical setting confronting him,

it was the obligation of the economist seeking to serve the general welfare to

associate himself with the strivings of the labour movement.

A third conviction relates to the role of so-called ‘experts’ in the determi-

nation of policy objectives. While carrying out his conciliation assignments

for the National Civic Federation, Commons came to admire ‘good’ capital-

ists and to distrust intellectuals as leaders in the labour movement (on grounds

similar to those outlined later by Selig Perlman, Commons’s most famous

student, in his Theory of the Labor Movement). Commons eventually gener-

alized this distrust into a denunciation of all experts (such as economists) 110 John Rogers COMMONS

 

who seek to influence public policy by specifying for others the abstract

objectives that they should be pursuing (such as economic efficiency or free

trade). Commons ultimately concluded that ‘reasonable’ solutions to concrete

problems emanating from ‘scarcity’ (what he referred to as ‘reasonable prac-

tices’) do not exist in the abstract and are in concrete circumstances whatever

bargaining reveals to be – for now – an appropriate compromise between the

conflicting purposes embraced by the principals. The bargaining should be

between spokespersons possessing reasonably equal ‘power to withhold’ (what

the other wants but cannot command) who have been collectively self-se-

lected by the principals themselves. Market values consistent with such ‘good

practices’ was clearly Commons’s own normative desideratum.

A final conviction relates to the question of the most effective tactic for

labour to use in pursuit of its class goals. While working on the immigration

project, Commons travelled the country to investigate firsthand the condi-

tions of labour experienced by immigrants and visited the headquarters of

roughly half of the national trade unions. Based on his own experience and

research, he concluded that the interests of the working class could be best

advanced by collective bargaining, not socialism.

These four convictions help explain Commons’s lifelong commitment to a

strategy of ‘practical idealism’ in which he worked to further the class inter-

ests of workers through a stabilization of employment and a raising of the

‘plane of competition’ in the labour market. It was Commons’s quest, in other

words, first, to discover policies that would stabilize employment and, sec-

ond, to discover and implement practical institutional innovations through

which the ‘good practices’ (practices favoured by workers themselves) al-

ready adopted by ‘good employers’ who nonetheless managed to remain

competitive could be identified and made mandatory for all. Either that or

innovations that would allow industrial wage workers to participate as equals

in determining the ‘working rules’ through which the ‘burdens and benefits of

collective wealth production’ are apportioned (that is, to participate as equals

in ‘rationing transactions’ as explained below).

During Commons’s lifetime, the resolution of conflicts through collective

bargaining had not yet become a feature of the American landscape. The

unavoidable task of making the necessary compromises between conflicting

purposes went by default to the legislatures and courts and ultimately, with

respect to the constitutionality of such compromises, to the Supreme Court.

But the Supreme Court of Commons’s time (as of now) was not constituted

of individuals who in some meaningful way had been self-selected by com-

peting economic interests or who were even ‘of’ the major competing interests.

Commons thus always advocated institutional innovations that would substi-

tute for Court adjudication administrative structures – the Wisconsin Industrial

Commission is the best example – within which the aforementioned bargain-
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ing could take place and through which practices ensuring genuinely ‘reason-

able’ values (outcomes), those closer to Commons’s desideratum, could thereby

be agreed upon.

In 1904, Commons, to use his own words, was ‘born again’ when Ely

brought him to the University of Wisconsin to teach and take charge of a

project to prepare a history of the American labour movement, the latter

resulting ultimately in a ten-volume A Documentary History of American

Industrial Society and a four-volume History of Labor in the United States.

After arriving at Wisconsin, Commons’s involvement in practical affairs only

accelerated. He was requested almost immediately to draft a new civil service

law for the state of Wisconsin. In 1905, he participated in a comparative

study of municipal ownership in the US and Great Britain, after which he

helped draft a new public utility law for the state. Next he participated in the

Pittsburgh Survey, where he investigated labour conditions in the steel indus-

try in the Pittsburgh area. In 1910, upon request by its recently elected

socialist administration, he developed an elaborate scheme for administering

the municipal affairs of Milwaukee. And in 1911, he drafted a Workmen’s

Compensation and Industrial Commission Act for Wisconsin. In 1913, he

was appointed to the US Commission on Industrial Relations. After having

become interested in monetary policy, due to his belief that stabilization of

the wholesale price level is the precondition for the stabilization of employ-

ment, he was elected to the presidency of the National Monetary Association

in 1922. The next year he helped develop the case against the US Steel

Corporation in the famous Pittsburgh-Plus case. In 1924 he accepted an

appointment from the Amalgamated Clothing Workers of America as admin-

istrator of a voluntary unemployment insurance scheme established in Chicago.

Finally, in 1932, he assisted with the drafting of the nation’s first unemploy-

ment insurance legislation, the Wisconsin Unemployment Compensation Act.

As this partial recapitulation shows, Commons’s involvement with, and

influence on, the formulation of public policy were clearly momentous. Yet

somehow he continued to write, publishing an edited collection in 1905,

Trade Unionism and Labor Problems; a collection of his articles in 1913

under the title Labor and Administration; a textbook in 1916, with John B.

Andrews, outlining the details of labour law in various countries, Principles

of Labor Legislation (revised in 1920 and 1927); a monograph in 1919,

Industrial Goodwill, summarizing his own findings regarding the role of

‘goodwill’ in the workplace gleaned from his own investigations; and in 1921

another monograph, Industrial Government (with his students) about indus-

try-wide collective bargaining.

Several of Commons’s articles during this period also merit mention. In

‘Tariff Revision and Protection for American Labor’, Commons advocated

protectionist measures to prevent deterioration of labour standards in the US. 112 John Rogers COMMONS

 

In ‘American Shoemakers, 1648–1895: A Sketch of Industrial Evolution’,

Commons traced out how labour organization evolved in the US in response

to changes in the organization of work precipitated by new forms of product

competition, Commons obviously wrote this piece in part as a ‘refutation’ of

what he understood, probably inaccurately, to be Marx’s ‘technological deter-

minism’ (relations of production as a consequence of changing forces of

production). In ‘Secular Trend and Business Cycles: A Classification of

Theories’, he described the leading business cycle theories of his day, ex-

plained their shortcomings and proposed as a replacement his own

‘profit-margin theory’ based on expectations about cyclical movements in the

narrow per-unit gap between prices and costs of production (the ‘profit-

margin’). Based on this theory, Commons was an early advocate of

discretionary monetary policy, actually drafting a bill in 1927 requiring the

Federal Reserve to stabilize the wholesale price level (and hence the expected

profit-margin).

As he grappled with the many problems he was investigating personally,

Commons gradually came to believe that conventional economics embodied

a distorted understanding of economic processes in a market system. He

maintained, in particular, that economists had erred in apprehending eco-

nomic life through mechanistic conceptions rooted in physical science and in

embracing an excessively rationalistic and voluntaristic interpretation of be-

haviour. Held to be especially unfortunate was the practice of treating economic

competition as a ‘natural’ means of economic interaction rooted in human

nature. Equally objectionable was the presumption that, in the context of

mutual dependence and in the face of conflicts of interest over the disposition

of scarce things, order is obtained automatically through the workings of the

‘price mechanism’.

In contrast, Commons understood unstructured competition – competition as

a ‘natural’ process – to be inherently disorderly and degenerative (as reflected

in the concept ‘destructive competition’). In his view, it is only through the

adoption and enforcement of mandatory ‘working rules’ and their adjustment

by a sovereign-empowered authority (whenever concrete disputes threaten to

undermine the security of expectations upon which forward-looking coopera-

tive activity is dependent) that a reasonable degree of order can be maintained

as individuals with conflicting interests compete with one another to obtain

scarce things. It is of course a principal function of ‘working rules’ to specify

how the burdens and benefits of cooperative activity are to be apportioned. In

related fashion, Commons understood ‘competition’ to be nothing more than

the set of behaviours prescribed or authorized by the set of working rules

presently in effect. Since he perceived ‘competition’ to have no ‘natural’ char-

acter, Commons understood the further modification of those rules – that is, the

further adjustment of ‘competition’ – to be solely a matter of human volition.
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These insights gradually came into focus for Commons after he and his

students had launched into a detailed and comprehensive study of the devel-

opment of the concept of property in American law. In drafting new legislation

restricting the activities of businesses, Commons recognized that ultimately

the courts would have to decide whether or not those restrictions were consti-

tutional; that is, whether they represented a ‘reasonable’ taking of ‘property’

in accordance with the constitutional requirement of ‘due process’. In order

to predict what the courts would do, Commons deemed it necessary to deter-

mine exactly what it meant by these legal terms. Tracing the manner in which

the all-encompassing sovereignty of William the Conqueror had been trans-

formed over many centuries into a system of diffused private holdings of

‘property’, Commons made the astonishing discovery that ‘competition’ and

‘property rights’ had been instituted in England through the same process of

judicial resolution of disputes. In this process, moreover, he discovered that

the judges had thus consecutively implanted into ‘competition’ their own

purpose of trying to resolve the disputes by being as ‘fair’ as possible to all

parties involved, thereby establishing the common law notion of ‘reasonable

value’.

Equally significant to Commons was his discovery that ‘property’ is en-

tirely a socially-constructed concept whose content in fact boils down to

whatever the state (through its agency, the courts) allows one person (or

group) to withhold from another who needs or wants it. Alternatively, the

term ‘property rights’ boils down to ‘all those things a person can, may or

must do or not do with respect to those things that are scarce’. ‘Competition’,

in turn, is simply the behaviour produced by a given set of property rights

(and correlative duties) and has no meaning without those specific rights.

What Commons had discerned was that, contrary to the ‘natural law’ concep-

tions implicit in Adam Smith’s The Wealth of Nations (as reflected in the

‘invisible hand’ metaphor) and in all succeeding theories of market behav-

iour, the ‘market mechanism’ is actually a product of Darwinian ‘artificial

selection’. Through this ‘competition’ over centuries has been purposefully

constructed by judges who, in their efforts to resolve conflicts of interest in a

manner that would advance the public interest as effectively as possible, took

over what they considered to be the ‘good’ practices of private parties and

gave them the physical sanctions of sovereignty. In short, according to Com-

mons, collective action lies at the heart of the ‘market mechanism’. It is

therefore in a knowledge of the actual ‘working rules’ of which that ‘mecha-

nism’ is but the expression – not in a knowledge of abstract logic – that the

principles of its operation can be discovered.

In beginning his study of the evolution of property rights, Commons was

seeking to discover a way of effectuating the policy standpoint outlined

earlier. This required that his concrete proposals infringing on the existing 114 John Rogers COMMONS

 

rights of employers be deemed by the Courts to be ‘reasonable’; that is, to be

found consistent with the Court’s current stance toward ‘property’ and ‘due

process’. And here Commons saw an opening for, in 1890, the Supreme

Court had substantively changed the constitutional meaning of the word

property ‘from physical things having only use-value to the exchange value

of anything’. In a word, the legal meaning of property was extended to

include ‘intangible property’, including the ownership of expected opportuni-

ties to earn income (via trademarks, copyrights, patents and so on). The

assignment of ownership rights in jobs was obviously a possibility under this

extended conception of property.

Commons’s attempt to summarize his findings and to articulate the logic of

his alternative understanding of market phenomena – what he referred to

initially as a ‘volitional theory of value’ – is contained in the first of his two

major theoretical treatises, Legal Foundations of Capitalism. In it, he under-

took (i) to develop a genetic analysis of the principal ‘working rules’ (property

rights) patterning ‘competition’ in the American economy; (ii) to show how

legal principles and other ‘working rules’, such as custom, can fit into the

core of economic theory; and (iii) to indicate how the ‘volitional theory of

value’ revealed in his genetic analysis of the US economy – a ‘theory of

reasonable value’ – can be used to guide the ongoing process of authoritative

institutional adjustment. In the second theoretical treatise, his magnum opus,

Institutional Economics: Its Place in Political Economy, Commons sought to

explain how his generalizations about the role of conflicts of interest and

collective action (or ‘institutions’) in economic life – a standpoint he by now

referred to simply as ‘institutional economics’ – can be synthesized with the

‘magnificent insights’ of earlier theorists so as to produce a truly comprehen-

sive theory of political economy. Commons also attempted in this second

work to delineate the (unconventional) methodological ‘preconceptions’ – an

orientation subsequently characterized as ‘holism’ – through which he devel-

oped and sought to explain the structure of his ‘institutional economics’. In a

final, posthumous, theoretical work, The Economics of Collective Action,

Commons attempted to reformulate his argument so that it could be more

easily understood by the non-specialist. Unfortunately, this effort was not

particularly successful.

Commons’s theoretical reformulation of economic affairs grew out of his

insight that economists had failed to grasp the significance of the dual nature

of the term ‘property’ as materials (use-values or wealth) and as their owner-

ship (exchange-values or assets). As he saw it, economists have focused

exclusively on the first meaning of property and hence have emphasized the

relationship between individual and materials (as in the theory of diminishing

marginal utility) and ignored the fact that individuals must first acquire own-

ership before something can be used. Thus the fundamental relationship –
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acquiring and alienating rights of ownership – is one between individual and

individual (or group). Accordingly, Commons argued that what is required of

a valid economics is a ‘negotiational psychology … of persuasion, coercion,

duress, command, obedience, fear [and] hope’ relating to the exchange of

ownership rights by individuals who are for the most part ‘being[s] of stupid-

ity, passion and ignorance’. Even more important, the ‘fundamental unit of

analysis’ of such an economics must itself be a ‘unit of transfer of legal

control’ through which the right is acquired to own or control the use of

something currently owned by another. This ‘fundamental unit’, Commons

maintained, is the ‘transaction’.

Three quite distinct types of transactions were identified by Commons: the

bargaining transaction between legal equals in which a voluntary transfer of

the ownership of wealth is negotiated (as when people negotiate the exchange

of title to a car); the managerial transaction between legal superior and

inferior through which production is effected and thereby wealth created (as

when a foreman commands that a particular task be undertaken); and the

rationing transaction between legal superior and inferior through which the

burdens and benefits of cooperative wealth-creating activity are apportioned

(as when government commands that a minimum wage be paid). In addition,

five interacting factors were isolated by Commons as ‘running through all

economic behaviour as a limiting and complementary interdependent rela-

tionship’ and hence as fundamental to the explanation of every transaction:

scarcity (availability relative to demand); efficiency (average productivity);

working rule and custom (‘collective action in control of individual action’);

sovereignty (‘the changing process of authorizing, prohibiting and regulating

the use of physical force in human affairs’); and futurity (anticipation of the

future).

Thus Commons brought in collective action (through working rules and

custom) and the state (through sovereignty) as explanatory factors for each

transaction. Indeed, the state can be seen to be an implicit participant in

every transaction, for it is the only agency with the power to transfer

property rights. Commons also emphasized that embodied in the transac-

tions are the three fundamental ‘social relations’ revealed in economic

activity: conflict of interests (in ownership rights), dependence (on the

actions of others) and order (security of expectations). Recalling Com-

mons’s belief that ‘competition’ is a socially-constructed process of

interaction in which the purposeful action of the courts has been decisive in

determining its concrete character, it is significant that law (through the

influence of ‘working rules’ and ‘sovereignty’), economics (through the

influence of ‘scarcity’, ‘efficiency’ and ‘futurity’) and ethics (through the

purposes reflected in judicial decisions) are seen by him as joined into an

inseparable whole in the transaction.
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In spite of his theoretical and practical achievements, Commons has had

virtually no impact on the subsequent development of economic theory. The

reason is not difficult to discern. Setting out initially only to discover ways of

‘making capitalism good’, Commons ultimately pointed to a total reconstruc-

tion of economics. For despite Commons’s own insistence that he sought

only ‘to give collective action, in all its varieties … its due place in economic

theory – not to create a different kind of economics divorced from preceding

schools’, acceptance of Commons’s ‘institutional economics’ does in fact

require a concomitant repudiation of the belief structure underlying neoclas-

sical (as well as Marxian) economics. Moreover, his framework does not lend

itself to formalization. Without an ‘invisible college’ of dedicated disciples

seeking to carry on his research programme (and he produced no such cadre),

it was inevitable that Commons’s ‘institutional economics’ would be still-

born. Yet it would seem that Commons’s approach to ‘raising the plane of

competition’ has been tested and validated in the ‘negotiated economies’ of

the Scandinavian nations and Holland. Perhaps the European nations racing

towards economic integration, as well as the former Warsaw Pact nations

presently endeavouring to institute market processes, would do well to recon-

sider the ideas of this neglected pragmatist.
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John CORNWALL (born 1928)

I was born in Spencer, Iowa, in 1928, the fifth child of Morgan and Inez

Cornwall, and lived there until I finished secondary school. I was an avid

reader but had little interest in school work, concentrating instead on sports. I

attended the University of Iowa, as had my parents, with the expectation of

taking a Bachelor of Arts degree followed by a law degree and then settling

down as a small town Iowa lawyer like my father and both of my grand-

fathers.

During the 1930s and 1940s the president of the University of Iowa ac-

tively recruited European academics who had become political refugees. As a

result I was fortunate to study with Kurt Schafer from Berlin and Gustav

Bergman from Vienna. This was the turning point in my life. Through them I

was introduced to the writings of social scientists such as Marx and Engels,

Max Weber, Tawney and Keynes. As a result I developed a keen interest in

the process of transformation of capitalist societies and the forces generating

social and economic change, an interest that I have retained throughout my

career. By the time I had completed my first degree I had definitely decided

on an academic career. I was advised by my undergraduate mentors to tempo-118 John CORNWALL

 

rarily escape from the American Middle West and take an advanced degree at

a European university ‘in order to gain self-confidence’. As my father was a

man of means as well as a generous person, he willingly financed my two-

year study at the London School of Economics.

I was accepted into the master’s degree programme in economics under the

supervision of Lionel Robbins in 1950 although I had little training in Eco-

nomics. After attending classes for approximately one month, I concluded

that most of economic theory as taught at the graduate level was rather silly

and irrelevant, being largely static or comparative static microtheory devoid

of a sense of history and the importance of institutions. As a result, I attended

few economics classes, instead finding much pleasure in the philosophy

classes and seminars of Karl Popper, in A.W. Phillips’s classes on difference

and differential equations and in reading Chekhov at the School of Slavonic

Studies (London University).

Even though I learned little in the way of conventional economic theory

during this period, I was awarded the master’s degree largely, I suspect,

because I used the written and oral exams to point out to my chief examiner

the shortcomings of some of his major works. I enrolled in the Ph.D. pro-

gramme at Harvard in 1953 in spite of my conviction that conventional

economic theory was of little value. Economic theory as taught at Harvard

greatly reinforced this opinion and I found it very difficult to take my studies

seriously. Fortunately at the time there was a Harvard economist with a

strong interest in macrotheory, James Duesenberry, who convinced me that

the proper endeavour for a serious economist is to search for that limited part

of economic theory that is of value. Writing my thesis under his guidance was

sheer delight. He was the first economist I had known who understood the

need for economic theory to have explanatory power.

Following the completion of my Ph.D. programme in 1958 I took an

appointment at Tufts University where I remained for 13 years. During the

early years of this appointment I worked with Duesenberry on an economet-

ric study of the flow of funds through commercial banks, but the intended

book failed to materialize. Throughout this period I retained my interest in

the historical transformation of capitalism and began what was to be a lengthy

study of capitalist development. This was at the time of the ascendancy of

neoclassical growth theory with its assumptions of full employment and

balanced and steady growth tendencies, none of which were consistent with

the historical record. I set as my task the discovery of the reasons why

developed capitalist economies had (until then) experienced only one period

of both prolonged and severe recession (a problem first posed by Duesenberry).

An important part of my explanation considered how in the real world the

supply-side of the economy adjusted to demand (in contrast to the main-

stream view that supply is exogenously determined), a position that was to
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become a common theme in most of my writings. I had great difficulty in

finding an American publisher for Growth and Stability in a Mature Economy,

but was successful on my first try in Britain.

While at Tufts, I received post-doctoral fellowships allowing me to spend a

year at Cambridge University in 1963–64 and a year at the Copenhagen

School of Economics in 1966–67. The year in Denmark taught me that a

capitalist system can modernize without large disparities in income, large-

scale poverty or imperial ambitions. In fact my stay provided a practical

demonstration that the benefits of capitalism can be harnessed for the com-

mon good. Humane capitalism is an attainable goal.

During the 1960s I was becoming increasingly concerned about the rising

levels of violence and corruption under the American version of capitalism.

As a result I accepted an offer to join the faculty at Southern Illinois Univer-

sity in 1970, hoping that a small university town in the American Middle

West would be a more congenial place to work and raise a family. When this

proved to be incorrect I accepted an offer from Dalhousie University and in

1976 moved to Canada.

By the second half of the 1970s my research efforts had shifted from the

‘one paper – one idea’ form of discourse to that of the longer treatise. What

short papers I have published since settling in Canada have tended to be

conference papers, usually outlining themes for books that I was in the

process of writing. This change arose partly out of my long-term desire to

develop theoretical models that would explain actual historical processes.

Such a research agenda did not lend itself at all well to the production of

‘snappy’ journal articles. The feeling that conventional dynamic macrotheory

could give only a partial explanation of historical developments reinforced

the need to convey my ideas through books. With each successive research

project I have undertaken, and especially with each book I have written, I

found myself relying more and more on historical and institutional tech-

niques to supplement the more conventional analytical ones. I have also felt

an increasing need to work within a framework that incorporated other spe-

cialized fields in economics and other social sciences in order to develop

fully my own ideas.

In my second book (Modern Capitalism: Its Growth and Transformation) I

used a non-neoclassical model of growth to explain the high growth rates

throughout the OECD economies in the post-World War II period up to the

mid-1970s, as well as differences in growth rates across countries. I viewed

institutional features of the labour and product markets as constraints on the

way in which economic activities can be carried out, and as important forces

accounting for differences in growth rates across countries and over time.

The ability and willingness to borrow technology from the industrial leader

played the central role in my account of why growth rates differ between 120 John CORNWALL

 

economies. The book also stressed that neoclassical growth theory was ill-

suited to explain these differences, partly as it was in error in maintaining that

differences in investment rates were an unimportant influence, and partly

because of its balanced growth framework.

In the process of writing this book, I experienced a growing sense of

guilt from studying the macrodynamics of output when the overriding macro

problem of the time had become inflation. Rather than extend the study as I

had originally planned, I published a shorter book and shifted my research

interests to the conditions required for controlling inflation while maintain-

ing full employment. By the mid-1970s it was clear to me that most

governments had concluded that inflation could only be controlled by creat-

ing large-scale unemployment. My immediate interest was to explain the

causes of the high and often accelerating rates of inflation of the late

1960s–early 1970s and to develop policies to contain inflation at full em-

ployment, allowing a return to the ‘golden age’. The result was my third

book (The Conditions for Economic Recovery: A Post-Keynesian Analysis).

While building on the framework adopted in the first two books, in this

study I emphasized not only the impact of institutions on performance but

also the ability of economic performance to alter the institutions of a

society. Although I was not aware of the expression at the time, it later

became clear to me that I was groping with the idea of hysteresis and its

importance in capitalist development. In a manner similar to my first book,

I emphasized the endogenous nature of the (allegedly) exogenous supply

constraints, this time by emphasizing the influence of economic perform-

ance on institutions. The multi-country approach of the study also made

clear to me most dramatically another feature of capitalism: that it comes in

many diverse forms, and that model building must take account of this

diversity as well as of hysteresis.

Following the publication of my next book, jointly authored with my wife

Wendy Maclean (Economic Recovery for Canada), I returned to some of the

themes first considered in The Conditions for Economic Recovery. I was now

able to see more clearly how important was the role of hysteresis or path

dependence in the development process of economies and how important the

need to formalize this role explicitly. This was particularly true when hyster-

esis is formulated in terms of a causal chain involving institutions. At any

point in time a given institutional framework will constrain and therefore

influence both performance and the policy options open to the authorities.

Whichever option is chosen will, in turn, have a particular impact on the

future institutional framework and therefore on future performance, includ-

ing the future policy options available. Hence the importance of the choices

made today. Instead of the economy moving towards some future predeter-

mined by a set of institutions and the usual state variables given from outside
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the system, in this formulation the future is indeterminate until past and

current performances have been specified.

In addition I also began to recognize the importance of economic and

political power and the way in which changes in the distribution of power

will affect the policies adopted and therefore performance. This resulted in a

book (The Theory of Economic Breakdown: An Institutional-Analytical Ap-

proach) in which the causal chain considered the full employment and welfare

policies adopted following World War II as an induced policy response to the

Great Depression of the 1930s. The ‘Great Inflation’ of the late 1960s–early

1970s was then interpreted as the result of changes in the labour market,

themselves induced by the exceptional macro performances of the 1950s and

1960s. I concluded that the current restrictive aggregate demand policies,

originally introduced in response to the Great Inflation, are even now induc-

ing further (adverse) institutional changes.

In between these projects, I edited and contributed to two volumes dealing

with the current difficulties and recovery programmes and then wrote Eco-

nomic Breakdown and Recovery: Theory and Policy, an expanded and updated

version of my previous book. My current research, undertaken with my wife,

uses the framework of joint interaction between performances and institu-

tions to explain macro developments over the past century in the developed

capitalist economies and to provide conditional forecasts of likely future

macroeconomic trends. In this latter endeavour, the continued pronounced

shift in economic and political power to corporate business plays a critical

role in an evolving ‘Age of Decline’.

Looking back over my career to my days as a graduate student, I can only

conclude that my initial appraisal of economic theory was essentially correct.

If anything the trend towards ‘high tech’ methods of analysis in macrotheory

and the increased use of the competitive model leads me to conclude that the

proportion of useful theory now taught in economic theory courses is even

less than when I formed my original highly intuitive view in graduate school.

Recent developments have greatly increased formalism in macrotheory and

substantially reduced its economic content and explanatory value, develop-

ments that have now reached undergraduate texts. Like the more fashionable

micro version, macrotheory is now also dominated by logical exercises, with

little allowance for either institutional constraints on economic behaviour or

structural change, as theorists seek to catch the latest trend. Little interest is

shown in model building along the lines of Marx and Schumpeter in which

institutions both limit activities in the short run and evolve over time. Instead

macro processes are modelled within an equilibrium framework in which

performance over time is seen as interaction between economic variables

which are constrained by a very limited unchanging set of forces given from

outside the system. Equilibrium analysts then focus their attention on the 122 John CORNWALL

 

convergence properties and equilibrium values of the economic variables, the

latter being independent of the actual path the economy takes and uniquely

determined once the unchanging exogenous forces are specified. Neoclassical

growth theory, both old and new, exemplifies this form of analysis quite well.

In addition to its neglect of hysteresis effects in the real world, I have

found the equilibrium framework inadequate for other reasons. As stated,

economists who employ this framework often assume a frictionless world

with few, if any, constraints on economic activity other than fixed tastes,

technologies and endowments. Norms or conventions dictating acceptable

behaviour, and therefore constraining market activities, are simply ignored.

Nor does equilibrium analysis deal with the relative speed with which the

assumed exogenous forces change in the real world compared with the speed

with which the economic variables converge on the equilibrium. Yet in mod-

ern capitalist economies changes in tastes, technologies and institutional

features are very rapid relative to the rate at which the economy can adjust, so

much so that the convergence properties of the model take on much less

interest and importance for me than the institutional changes themselves.

Recent developments in macrotheory are all the more difficult to compre-

hend given the events of the past two decades. Thus just as events since 1973

reveal that there is no self-correcting mechanism automatically bringing a

capitalist system back towards some full-employment equilibrium with ac-

ceptable rates of inflation, developments in macrotheory spanning a similar

period indicate that there is no feedback from real-world events to theory that

could correct errors in the way macroeconomists have modelled these events.

Unemployment may rise from approximately 10 million in 1973 to a pre-

dicted level of 31 million in 1998 in the OECD but this does not apparently

require discarding the automatic full-employment assumption now built into

so much of macrotheory. Rather it requires a recognition that 21 million more

workers have decided to substitute leisure for work, as the currently popular

new classical macroeconomics would have it.

This lack of self-correcting mechanism within macrotheory, to bring our

models more into line with reality, has been the biggest disappointment in my

career. For if traumatic events such as those that have occurred over the past

quarter of a century do not lead to a recognition that capitalism is not self-

regulating, then there is little guarantee that the economics profession will

ever get it right on important macro issues.

My greatest satisfaction, looking at the period as a whole, has been per-

sonal friendships I have had with economists who ‘got it right’. I feel quite

fortunate to have known and worked with the Duesenberrys, Kaldors,

Lundbergs and Sundrums of the profession.
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Keith COWLING (born 1936)

As a grammar schoolboy in Scunthorpe, Lincolnshire, I was quite clear what

I wanted to do at university. Agriculture was my overwhelming interest and I

duly proceeded to a degree in agricultural sciences at Wye College, Univer-

sity of London. (I remember, in my interview for admission, making an

argument about relieving Third World poverty by introducing modern tech-

niques of food production.) Whilst at Wye my interests shifted away from the

physical sciences towards economics, and I moved on to the University of

Illinois to do graduate work in agricultural economics. At Illinois I got a

reasonably good grounding in economics – the agricultural economists did

all the core graduate courses in the economics department and were generally

well trained on the quantitative side. I went on to an Assistant Lectureship at

Manchester (UK) where the focus of my research shifted from the estimation

of agricultural supply functions (which had been the basis of my doctoral

thesis) towards the factor markets serving agriculture. This had two important

consequences for me; it led me into broader labour market issues and it got

me interested in oligopolistic markets.

My first move out of agriculture was in the direction of the Phillips curve;

it included some joint work with David Metcalf on the regional dimension of

the curve and a monograph on Ireland written whilst visiting the Economic

Research Institute in Dublin. As part of the latter work I discovered that

industries in Ireland fell into two groups: one group where wage inflation was

quite closely related to unemployment, and the second group where it ap-

peared unaffected by unemployment, but was clearly influenced by price

inflation and profitability. The first group of industries were characterized by

rather open labour markets while the second appeared much more restricted.

Being a monograph from Ireland, this research did not attract much attention

in Britain and, on reflection, I feel I should have sought to publish the results

in Economica which had printed Lipsey’s much-quoted article on the subject. 124 Keith COWLING

 

He compared the efficacy of the simplistic Phillips curve with the Kaldorian

alternative based on profitability. What my work suggested was the existence

of two sectors of the economy: one in which the simplistic curve may have

some credibility and a second in which Kaldor’s argument may hold sway. Of

course it may have been significant that I was working in Ireland where rather

more industries may have retained the relatively open-market characteristics

required for the Phillips curve to work. I did not take my excursion into

labour economics any further at that time, but my interest in Phillips curves

resurfaced in the rather unlikely context of my book on Monopoly Capitalism

where I developed the outlines of an inter-industry Phillips curve based on a

varying degree of product market monopoly (Chapter 5).

My research on the factor markets serving agriculture also propelled me in

the direction of oligopolistic markets; I already knew how the giants of the

engineering and chemical industries dominated the markets for inputs into

agriculture. My early research was concentrated on generating quality-ad-

justed price indexes – so called hedonic indexes – for use in demand estimation

at the level of the aggregate market for the factor in question. However, I

quickly became interested in the relevance of these indexes to disentangling

the market power of the seller. The hedonic work provided estimates of

quality-corrected prices for each firm which were used to generate estimates

of the price elasticity of demand associated with specific firms. Generally this

work on hedonic adjustment, done with Tony Rayner and John Cubbin,

received considerable recognition, but its relevance for the assessment of

market power was largely ignored.

It seemed quite natural that the above research should lead into an interest

in advertising. Moving into markets for consumer goods, any attempt to

capture firm elasticities of demand required some recognition of the role of

advertising. By this time, 1969, I had progressed to the University of War-

wick and was promoted to the new Chair in Industrial Economics – reflecting

the shortage of candidates then in the field! In 1972 I organized a symposium

on industrial economics at Warwick which was meant to be a launchpad for a

new industrial economics in Britain – one constructed on a strong theoretical

and econometric base. My own contribution to this symposium was a piece

on advertising which aimed to test the Dorfman–Steiner theorem in an

oligopoly context. Subsequently, the Department of Trade and Industry com-

missioned a report on advertising and a book, based on this report, was

published in 1975. This had little impact in Britain and no coverage in the

US. Nevertheless I believed then, and continue to believe now, that advertis-

ing is an important issue – a vital mechanism whereby power is accumulated

and maintained. We had completed a systematic, econometric investigation

of both its importance and its multi-faceted role within the economy, but our

conclusions were far too low key. Much more recently I had the opportunity
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of offering my views on advertising in the Economic Review (1985) where

my conclusions show a rather sharper edge:

 

I have suggested that advertising can best be understood in terms of producers attempting to influence or manipulate consumers’ preferences. This view provides a criticism of the notion of consumer sovereignty which underpins most of stand-ard microeconomic analysis, and also offers an explanation of the strong links between advertising and monopoly power. (p. 6)

 

At about the same time as Advertising and Economic Behaviour was

published in 1975, the DTI approached John Cable, Paul Stoneman and me

about a study of mergers in the UK. I was not very keen. I could not

appreciate why examining a specific means by which power, size or control

was achieved was particularly interesting. After all GM was powerful be-

cause of its size and dominance – what did it matter how it was created?

Nevertheless I agreed and indeed I subsequently acknowledged that the sub-

ject does warrant some study. The book, Mergers and Economic Performance,

certainly commanded more attention than our opus on advertising. More

people were interested and it was seen as a significant contribution. On one

thing I was quite clear: having analysed the results of our labours I was

determined to avoid the sort of flabby conclusions we made in the case of

advertising. The mergers in Britain in the late 1960s and early 1970s had

been a national disaster and we said so.

Although some of the work mentioned above may have had radical over-

tones, nevertheless it was clearly nested within the neoclassical paradigm.

Around 1974 or 1975, I happened to read Baran and Sweezy’s Monopoly

Capital and things were never quite the same again. Needless to say I did not

agree with everything they said, and I could see huge gaps in some of their

arguments, but it allowed me to view the field of industrial economics from a

different and more revealing perspective. I was now better able to organize

my thoughts, views, insights – and I could focus more clearly on what I

already grasped. This was first, and imperfectly, reflected in a paper on

‘Oligopoly and the Distribution of Income’ which I wrote in 1975. Although

an important paper for me, editors/reviewers considered it either not fully

developed (a view with which I had to concur) or no advance on Cowling and

Waterson’s ‘Price-Cost Margins and Market Structure’ (Economica, 1976) or

Cowling’s ‘On the Theoretical Specification of Industrial Structure-Perform-

ance Relationships’ (European Economic Review, 1976). For me it was the

first faltering step in moving from an old paradigm to a new one. However

there was no stagnationist argument in the original version. I was still think-

ing of the early 1970s as being a cyclical downturn, and a stagnation thesis

appeared irrelevant to earlier post-war Britain. Subsequently I added a

stagnationist argument and a much revised version of the paper appeared in 126 Keith COWLING

 

the European Economic Review (1981) just prior to the delayed publication

of Monopoly Capitalism. The latter I felt was my most important contribution

to date, and still do.

Obviously Monopoly Capitalism relied heavily on Kalecki and Baran and

Sweezy. Writing this book helped me a lot – it allowed me to put things into

perspective and to develop my view of the whole system. Before I was just

dabbling in different facets of the whole and was failing to see the wood for

the trees. Unfortunately, many people seemed to see the book’s central con-

tribution, if they saw any, as tying down the Kaleckian model’s link between

structure and mark-up more rigorously, when in fact that contribution had

already been made in Cowling and Waterson and in other places by other

people. At the same time such a reaction is not all that surprising given my

approach: I was emerging from an orthodoxy which most economists, inevi-

tably, are affected by. The special contribution of the book, as I see it, was

that it allowed the flows of two literatures to merge – rather than to stand

apart, hardly recognizing each other, except briefly to shout abuse. There was

a voluminous literature in more orthodox industrial economics/organization

which provided rich pickings for anyone seriously interested in developing

the monopoly capitalist view of the world. My book offered some signposts

and some preliminary reconnaissance. I thought the interesting parts were the

more informal ideas scattered here and there, which reinforces the question

as to why the whole approach was not more formalized.

My great concern with the profession as a whole has been its general move

in the direction of formal aridity and emptiness. This is not only true of the

neoclassical core but also of the development of classical Marxist analysis.

Picking up the journals published in the 1940s, 1950s and 1960s was, and to

some degree still is, to my mind, a much more rewarding and exciting

experience than grappling with the more recent outflow. An elegant, or not so

elegant, formality seems too often to be a disguise for a lack of ideas or

insight. The conforming tendency of our profession, and its narrowing

specializations, has led to a blinkered irrelevance. People seem not to have

anything to say, or are too frightened, too repressed by the conventional

wisdom, to say it. What I tried to do was to establish a relatively holistic and

coherent framework, do some exploratory analysis and offer a few ideas

about the way the economy appeared to be moving.

In developing the link between industrial structure, price-cost margins and

thus distribution, the main thrust of the analysis was to show how the major

corporations are able to control structure via their own strategic decision-

making. On stagnation I tried to adapt Kalecki’s framework to a modern

context; in this task I was influenced by unpublished papers by Matthew

Lambrinides who had been at Warwick during an earlier period. The question

of investment remained problematic, as it had for Kalecki. My treatment of
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labour was incomplete but gave some pointers to important developments, like

the vertical disintegration and fragmentation of production as a strategic corpo-

rate response to the growth of union power in the old industrial centres. The

other part of the analysis of the position of labour which I felt was particularly

interesting related to my attempt, with John Brack, to demonstrate how the

underlying supply conditions within the labour market are significantly

influenced by advertising in the product market. Finally the analysis of interna-

tional trade continued the central theme of the strategic control by the giant

corporations over structure. Since control over trade by the transnationals is

now overwhelming, imports are no longer the competitive discipline within the

product market they were once seen to be, although they are, of course, an

increasingly effective discipline in terms of curbing the power of labour.

The analysis of the international dimension of monopoly capitalism was

subsequently developed in a book with Roger Sugden on Transnational Mo-

nopoly Capitalism. Roger had completed his doctoral work in this area with

me and we decided to join forces on a book which would be less parochial

than  Monopoly Capitalism. Rather than starting from a specific national

economy, we began with the giant corporations and their global ambit and

ambitions. We redefined the nature of the firm, developing what we saw as

the essence of the Coasian concept which dominated the transnational litera-

ture and moving towards one which saw the firm essentially as a centre of

strategic decision-making. This allowed the firm to extend itself through the

market, for example, via subcontracting relations. We examined structure–

performance links, the nature of rivalry and labour markets from this new

perspective. In a final substantial section we offered a possible way forward

for reconstructing the world order – recognizing the inefficiencies as well as

the inequities and injustices of the system and proposing remedies. However,

the book had little impact. To some extent this may have been due to a

general petering-out of the debate, but I also feel that we failed to present our

arguments in an attractive and interesting way – the very title of the book was

enough to put most people off!

Since then my main concern, alongside Roger Sugden, has been with

developing the case for local, regional, national and multinational economic

and industrial strategy-making (within the context of a system described in

the two books, and developed in a third, Beyond Capitalism: Towards a New

World Economic Order, 1994), setting out what we see as the essential

ingredients of such strategies. The efficient allocation of resources is contin-

gent on democratic choice, but efficiency is thwarted by concentrations of

power which undermine that democratic choice. If powerful agents are al-

lowed to make choices for communities, there is no reason to assume that

those choices will correspond to the community’s optimum, and thus strate-

gic failure will exist, a broader, but also deeper, concept than market failure. 128 Keith COWLING

 

This is the fundamental argument for imposing on market forces coherent,

community-based strategies within which they are allowed to operate. At the

present time in modern economies the forces of transnationalism,

centripetalism and short-termism – all interrelated and all connected to an

underlying concentration of power, and therefore decision-making – provide

the basic justification. These are not new factors, but they have currently

assumed such significance that economic policy must now be fundamentally

realigned to account fully for them.

Whilst transnationalism and short-termism will be broadly familiar, perhaps

centripetalism needs a word of explanation. It relates to the tendency for

higher-level economic activities and their associated occupations to gravitate to

the centre and to be lost to the periphery. At one and the same time the major

corporations are internationalizing production (transnationalism) and drawing

control of the use of an ever-increasing share of the world’s economic re-

sources into the ambit of the key cities of the world – the world’s command

cities. This process leads inevitably to the loss of a substantial degree of local,

regional and national autonomy. Such a withdrawal of strategic decision-mak-

ing from huge swathes of the world’s surface and population will also mean

that more and more of the world economy will be infected with short-termism.

The growth of the forces of transnationalism and centripetalism implies an

increasing failure to internalize various dynamic external economies within the

decision-making of the increasingly dominant agents of the system. Thus to

achieve efficiency in the allocation and utilization of economic resources re-

quires community-based economic strategy-making.

We have identified what we refer to as strategic failure in the market

economy, a failure to determine the strategic direction of production, and

thereby the evolution of the economy, in the interest of the community at

large. But to identify the most appropriate way forward it is not sufficient

simply to demonstrate the inefficiency of the market. It cannot be presumed

that state intervention will necessarily improve matters. Our work over recent

years has been to begin to approach the difficult questions related to the

design of appropriate institutions and mechanisms for public intervention. To

tackle the source of failure head-on we are driven to design ways of democra-

tising strategic decision-making. We have begun to explore the

multidimensional changes which have to be implemented to achieve an eco-

nomic democracy and we have examined practical possibilities in topical

areas of policy making, such as privatisation, inward investment, technology,

Europe and international trade. At the present time we are adapting our

approach to the governance of football in the context of the recent takeover

battle for Manchester United plc. It seems clear to us that the interests of the

‘football community’ are not well-represented within the structures of the

major protagonists, but also that the same or similar issues are characteristic
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of the economy at large. We have recently examined Japan’s present crisis as

a case of strategic failure linked to the behaviour of Japan’s transnationals – a

further case of corporate governance at odds with the public interest.

 

Cowling’s Major Writings

(1965), Determinants of Wage Inflation in Ireland, Dublin: Economic Research Institute. (1967), Resource Structure of the Agricultural Industry: An Economic Analysis (with D. Metcalf

and A.J. Rayner), Oxford: Pergamon.

(1970), ‘Price, Quality and Market Share’ (with A.J. Rayner), Journal of Political Economy, 78

(6) (November/December), 1292–309.

(1971), ‘Price, Quality and Advertising Competition’ (with John Cubbin), Economica, 38,

(November), 378–94.

(1975),  Advertising and Economic Behaviour (with John Cable, Michael Kelly and Tony

McGuiness), London: Macmillan.

(1976a), ‘Price-Cost Margins and Market Structure’ (with M. Waterson), Economica, 43, (Au-

gust), 267–74.

(1976b), ‘On the Theoretical Specification of Industrial Structure – Performance Relation-

ships’, European Economic Review, 8 (July), 1–14.

(1980), Mergers and Economic Performance (with others), Cambridge: Cambridge University

Press.

(1981), ‘Oligopoly, Distribution and the Rate of Profit’, European Economic Review, 15, 195–

234.

(1982), Monopoly Capitalism, London: Macmillan. Revised, Japanese edition, 1988. (1983), ‘Advertising and Labour Supply: Work Week and Work Year in U.S. Manufacturing

Industries, 1919–76’ (with John Brack), Kyklos, 36, 285–303.

(1987),  Transnational Monopoly Capitalism (with Roger Sugden), Brighton: Harvester

Wheatsheaf.

(1989), ‘Exchange Rate Adjustment and Oligopoly Pricing Behaviour’ (with Roger Sugden),

Cambridge Journal of Economics, 13 (September), 373–93.

(1990a), ‘A New Industrial Strategy: Preparing Europe for the Turn of the Century’, Presiden-

tial Address, Conference of the European Association for Research in Industrial Economics,

Budapest, August 1989, published in International Journal of Industrial Organisation, 8

(June), 165–83.

(1990b), A New Economic Policy for Britain (with Roger Sugden, eds), Manchester: Manches-

ter University Press.

(1992), ‘Norms, Sovereignty and Regulation’ (with R.A. Naylor), Metroeconomica, 43, 177–

204.

(1993), ‘Industrial Strategy: A Missing Link in British Economic Policy’ (with Roger Sugden),

Oxford Review of Economic Policy, 9, 83–100.

(1994a),  Beyond Capitalism: Towards a New World Economic Order (with Roger Sugden),

London: Pinter.

(1994b), ‘Industrial Strategy: Guiding Principles and European Context’, in P. Bianchi, K.

Cowling and R. Sugden (eds), Europe’s Economic Challenge: Analyses of Industrial Strategy

and Agenda for the 90s, London: Routledge.

(1995), ‘Reflections on the Privatisation Issue’, in H.J. Chang and P. Nolan (eds), The Transfor-

mation of the Communist Economies: Against the Mainstream, London: Macmillan, pp. 162–76.

(1998a), ‘The Essence of the Modern Corporation: Markets, Strategic Decision-Making and the

Theory of the Firm’ (with Roger Sugden), Manchester School, 66 (1) (January), 59–86.

(1998b), ‘Strategic Trade Policy Reconsidered: National Rivalry vs Free Trade vs International

Cooperation’ (with Roger Sugden), Kyklos, 51 (3).

(1999) (ed.), Industrial Policy in Europe: Theoretical Perspectives and Practical Proposals,

London: Routledge.

(2000), ‘The Japanese Crisis: A Case of Strategic Failure’ (with P.R. Tomlinson), Economic

Journal, 110, 358–81.

Paul DAVIDSON (born 1930)

Paul Davidson was born on 23 October 1930, a year less one day after the

great Stock Market Crash of 1929. He grew up in a middle-class neighbour-

hood in Brooklyn, New York. His father was a general contractor who designed

and remodelled store fronts. Despite the Great Depression and its obvious

negative effects on investments and the retail trade, Davidson’s father was

able to eke out a living by working 12 to 14 hours a day – often six or seven

days a week. Davidson’s mother remained a traditional housewife although

she kept the books for the family firm. At the beginning of the Second World

War she entered the regular labour market and continued to work as a book-

keeper until she retired in the 1970s. As a teenager Davidson worked in his

father’s business during the summer when school was not in session.

Davidson’s family put a great stress on education and wanted him to

become a ‘professional’ – preferably a medical doctor. Davidson did attend

Brooklyn College, where tuition and fees averaged less than $25 per year,

graduating in 1950 with majors in Chemistry and Biology. From 1950 to

1952 he was a graduate student in biochemistry at the University of Pennsyl-

vania, completing most of the course work for the Ph.D. degree while working

as an instructor in biochemistry at the university’s Medical and Dental Schools.

He had decided to do a Ph.D. thesis regarding DNA (this was before the

discovery of the ‘double helix’). Although he enjoyed his teaching duties, he

quickly lost interest in biochemical research and withdrew from the pro-

gramme.

Not knowing what to ‘do’ for a living, he returned to New York and

enrolled at City University for a business programme to prepare for the world

of commerce. While there he was required to take a course in basic econom-

ics. As a biochemist trained in the questions of experimental design and

statistical inference, he was appalled by the misuse of empirical data by

economists. It was then that he decided how he could both make a mark for

himself and a contribution to society and the economics profession.

Just before entering military service during the Korean war, Davidson

married his wife, Louise, who became a lifelong partner in his professional

economics activities. After military service (as an enlisted man on a bio-

chemical research team), Davidson completed his graduate work for the

M.B.A. degree. His Master’s thesis was on ‘The Statistical Analysis of Eco-

nomic Times Series’.

Davidson applied to various graduate programmes at Harvard, MIT,

Berkeley, Brown and the University of Pennsylvania. The programme at MIT

particularly interested him, since it was based on a science background, but

he finally chose the University of Pennsylvania, which offered him signifi-

cantly greater financial support than the others. This higher income permitted

Davidson and his wife to start a family. Their first son, Robert, was born in
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the spring of 1956. Davidson’s decision to attend Pennsylvania, determined

in large part by ‘the invisible hand’, shunted him from a programme of

orthodox neoclassical training to one with more heretical components. At

Pennsylvania, Davidson came under the influence of Sidney Weintraub who

was just completing his masterpiece, An Approach to the Theory of Income

Distribution. Weintraub became the dominating intellectual influence in

Davidson’s early career as he worked on his doctoral dissertation, ‘Theories

of Relative Shares’. This explains Davidson’s early interest in Keynes’s brand

of macroeconomics, and also in the distribution of income. Although Weintraub

had an important influence on his thinking over the years, they collaborated

on only one published paper, ‘Money as Cause and Effect’ (1973b), and one

unpublished paper, ‘Theory of Monetary Policy under Wage Inflation’.

Davidson successfully defended his Ph.D. thesis in August 1958, only a

few days after his second child, Diane, was born. His first job was as an

Assistant Professor at Rutgers University. His first article, ‘A Clarification of

the Ricardian Rent Share’ (1959), in the area of functional distribution was

soon published. However, Davidson’s salary at Rutgers did not keep up with

the increasing demands of his growing family. Believing he could combine a

non-academic job with his professional research interests, he joined Conti-

nental Oil Company, heading a small group of staff economists who were

primarily involved in providing economic projections and evaluating invest-

ment projects for the Management Executive Committee of the corporation.

The experience of participating in managerial decisions of a large corporation

was invaluable in clarifying the fundamental flaws of the neoclassical theory

of entrepreneurial expectation formation and decision-making.

Davidson was also able to bring his knowledge of Keynes’s user cost

analysis to bear on the economic problems of the oil industry. His ‘Public

Policy Problems of the Domestic Crude Oil Industry’ (1963) was a result of

his research and of interaction with management of the oil company.

Within a few months of joining the oil company, Davidson felt that his

talents were not being fully employed. Furthermore, he and his wife felt

uncomfortable with the conservative politics espoused by their newly-made

friends and associates in Texas. Accordingly, Davidson resigned and accepted

a position as Assistant Professor at the University of Pennsylvania. Returning

to academic life permitted Davidson to switch his attention back to macro-

economics, as evidenced by his article ‘Employment and Income Multipliers

and the Price Level’ (1962).

The connection between inflation, income distribution and money now

became his central interest. It was not until Davidson ‘cracked the nut’ of

Keynes’s Finance Motive analysis and showed his results to an enthusiastic

Roy Harrod (who happened to be visiting Pennsylvania at the time) that he

got a glimmer of the true role of money in the Keynesian Revolution. It was 132 Paul DAVIDSON

 

the publication of his ‘Keynes’s Finance Motive’ article (1965) which pro-

vided Davidson with the confidence to strike out on his own in attempting to

integrate monetary analysis into Keynes’s revolutionary general theory.

‘Money, Portfolio Balance, Capital Accumulation and Economic Growth’,

written in 1965, was a criticism of Tobin’s article in Econometrica earlier that

year on a ‘money and growth’ model; it also presented an alternative ap-

proach to money and capital accumulation more in tune with Keynes’s General

Theory and Treatise on Money. This alternative to Tobin’s 1965 accumulation

analysis involved utilizing the ratio of the spot market to the forward market

price for capital (that is, the market price of existing real capital relative to

the cost of producing new capital) as the relevant ‘invisible hand’ ratio

directing the entrepreneurial determination of the rate of investment or disin-

vestment in real capital. This ratio is, of course, the equivalent of the famous

q-ratio that Tobin was to discover in 1968.

The story of this paper’s history from submission until its publication may

have a moral for fledgling economists. Nine months after submission, on 6

January 1967, the editor of Econometrica sent back two referees’ reports

indicating that ‘Both referees have found much in the paper of merit, but both

feel that it falls short of being publishable in its present form … [because it]

is not precise enough in its analytic content.’ Davidson duly revised the paper

by merely introducing a simple algebraic equation in the text just before the

verbal description of each supply or demand relationship that was discussed

– a total of 14 equations added. Otherwise the textual exposition remained

virtually unchanged. Three months later this revised version of the manu-

script was accepted for publication!

Davidson hoped the paper would appear with a rejoinder from Tobin. He

thought a response from such an eminent economist – even if very critical –

would be extremely useful in promoting discussion of the Keynes’s alterna-

tive developed by Davidson. The paper was published in the April 1968

issue without any comment from Tobin and it apparently failed to create

any stir in the profession. It was then that Davidson decided that he must

write a book which would tie all his thoughts on money and employment

together in a bundle that could not be overlooked. That book, which was

written during his stay at Cambridge University in 1970–71, was Money

and the Real World.

Davidson’s visit to Cambridge was one of the most productive investments

of his life. He gained tremendously from the almost daily interactions with

Basil Moore (who was also visiting) as well as from less frequent, but still

fruitful, discussions with Nicholas Kaldor, Richard Kahn, Michael Posner

and Ken Galbraith (also visiting). Most important was his relationship with

Joan Robinson. Davidson and Robinson immediately embarked on heated

discussions regarding drafts of various chapters of his manuscript. She was
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clearly unhappy with his arguments regarding the Cambridge post-Keynesian

approach and was particularly distressed with his criticisms of Kaldor’s neo-

Pasinetti theorem. After a few weeks of such discussions, she finally refused

to speak to him about the book.

Nevertheless, almost every morning when Davidson arrived at the office he

shared with Richard Kahn, he would find a blank sheet of paper with a

handwritten question on the top. Robinson was setting him an essay to write.

He would diligently compose his answer and when Joan Robinson went up

for morning coffee, he would place the paper on her desk. After lunch

Davidson would find the paper back on his desk with her easily recognizable

scrawl indicating why the various points made were either wrong-headed or

just plain wrong.

Davidson learned a tremendous amount from these daily essay exercises.

In the years following his visit to Cambridge, he would often receive notes

from Joan Robinson indicating when she especially liked something he’d

published. For example, on 3 July 1978 she wrote about his paper ‘Money

and General Equilibrium’: ‘I much enjoyed your piece in ISMEA. I hope you

will put the same points where they will be read in the USA.’ And on 13

September 1978 regarding his paper ‘Why Money Matters’ Joan wrote: ‘I

like your piece about “crowding out”. This ought to settle the matter.’

Davidson’s friendship with John Hicks began after they met at the Interna-

tional Economics Association conference on ‘The Microfoundations of

Macroeconomics’ in 1975 at S’Agora (Spain) where neoclassical Keynesians,

monetarists, general equilibrium theorists and the emerging group of what

was to be called post-Keynesians met. All the participants apparently agreed

that the conference was a failure. Hicks recognized this in his introduction to

the final session when he stated that ‘our discussions had so far not done what

we had set out to do. We had met to discuss a rather central issue in econom-

ics; but it had been shown that economists were not in a good state to discuss

central issues … . We were each shooting off on our own paths, and we were

lucky if we could keep in sight even our closest neighbor.’ Nevertheless, after

hearing his ‘Discussion of Leijonhufuvd’s “Social Consequences of Inflation”’

Hicks told Davidson that he believed that their views on the microfoundations

of macroeconomics were not dissimilar.

After this S’Agora conference, Hicks and Davidson kept in touch. Davidson

believed he had some impact on Hicks changing his view regarding the

importance of ISLM (see J. Hicks, ‘ISLM: An Explanation’, Journal of Post

Keynesian Economics, 3, 1980–81). In their continuing correspondence and

at several meetings in London and at his home in Blockley during these

years, Sir John provided Davidson with some very useful insights; though

difficult to specify completely, these no doubt had an influence on his devel-

oping thought, especially with regard to time, liquidity, contracts and 134 Paul DAVIDSON

 

expectations. Hicks’s influence is especially noticeable in Chapter 3 of

Davidson’s 1982 book International Money and the Real World.

On 13 February 1983, Hicks wrote regarding Davidson’s ‘Rational Expec-

tations: A Fallacious Foundation’ (1983) paper: ‘I do like it very much. I have

never been through that RE literature; you know that I don’t have proper

access to journals; but I had just enough to be put off by the smell of it. You

have now rationalized my suspicions, and have shown me that I have missed

my chance, of labelling my own point of view as non-ergodic. One needs a

name like that to ram a point home.’

Davidson’s interest in resource economics developed from the brief inter-

lude mentioned above as an oil company economist. The 1963 article ‘Public

Policy Problems of the Domestic Crude Oil Industry’ represented the distilla-

tion of analytical arguments that he developed in order to try to influence the

decision-making of the Conoco management and the positions it should take

relative to the new economic policy approach of President Kennedy. Al-

though Davidson was not very successful in changing management’s strategies,

the President of the firm was apparently sufficiently impressed to ask Davidson

to help him write his public speeches – which were, in those days, numerous.

This ‘Domestic Crude’ paper was apparently quite well regarded in the

profession. Several well-known scholars in the field (A.F. Kahn, M.A.

Adelman, R.H. Heflebower) initiated some further ‘correspondence’ discus-

sion with him regarding resource economics. One of these persons

recommended Davidson to Allen Kneese, of Resources For the Future, as a

potential principal investigator on the demand for water recreational activi-

ties. Kneese and RFF provided a grant to study ‘The Social Value of Water

Recreational Facilities resulting from an Improvement in Water Quality in an

Estuary: The Delare – A Case Study’ (1966). The success of this initial water

recreation study brought forth new invitations to take on additional ‘resource’

analysis, including ‘Scenic Enhancement of Highways’ (1967) and ‘Recrea-

tional Use of TVA’ (1968). A further massive study of two national recreation

surveys for the US Bureau of Outdoor Recreation resulted in a book entitled

The Demand and Supply for Outdoor Recreation (1969).

In 1973, with the OPEC embargo, the question of crude oil and energy was

again on the nation’s mind. Arthur Okun asked Davidson to do a study for

Brookings regarding President Nixon’s ‘Project Independence’. At approxi-

mately the same time, people at the Ford Foundation’s Energy Policy Project

requested a study regarding incentives and the oil industry. These studies for

Ford and Brookings emerged as ‘The Relations of Economic Rent and Price

Incentives to Oil and Gas Supplies’ and ‘Oil: Its Time Allocation and Project

Independence’.

 During the 1970s, the ‘energy problem’ was continually on the public’s

mind. Between 1973 and 1979, Davidson was asked to testify 19 times before
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various Congressional Committees on some aspect of this problem. He tried

to carry his professional analysis over to the arena of actual policy decision-

making.

In 1978, Davidson and Sidney Weintraub co-founded the Journal of Post

Keynesian Economics. The ‘Statement of Purposes’ of this publication indi-

cated that the journal’s

 

aim is to encourage evolving analysis and empirical study to contest the conform-ist orthodoxy that now suffuses economic journals in the United States. The Journal of Post Keynesian Economics will be committed to the principle that the cumulative development of economic theory is possible only when the theory is continuously subject to challenge, in terms of its ability both to explain the real world and to provide a reliable guide to public policy.

 

Here, then, was a journal created to encourage and provide a platform for

‘dissenting economists’ while trying to maintain a dialogue with those in the

mainstream.

In the 1980s Davidson worked primarily in two areas: (i) expectations and

non-probabilistic outcomes, and (ii) international financial relations. His 1983

article on ‘Rational Expectations: A Fallacious Foundation for Studying Cru-

cial Decision-Making Processes’ linked the term non-ergodic processes with

the earlier Keynes–Knight concept of uncertainty. The resulting discussion

was capped by an article entitled ‘Is Probability Theory Relevant?: A Post

Keynesian Perspective’.

With his 1982 book International Money and the Real World, Davidson’s

attention turned to the financial relationships among open economics. He

developed the concept of unionized monetary systems where all contracts

were denominated in the same monetary unit, and non-unionized monetary

systems where different contracts are denominated in different nominal units.

This emphasis on contracts and the civil law led to the 1988 book Economics

for a Civilized Society which Davidson co-authored with his third child, Greg

Davidson. In recent years this has led to policy-orientated papers dealing

with international debt (1987 and 1990).

In 1986, after 22 years at Rutgers, Davidson accepted the J.F. Holly Chair

of Excellence in Political Economy at the University of Tennessee in Knoxville.

This has provided Davidson with additional resources to help him to continue

as a productive ‘dissenting economist’.

In the 1990s Davidson turned his attentions primarily to the question of

international monetary relationships and volatile financial markets. In an

article in the May 1997 Economic Journal Davidson exposed an error that

negated the claims that Professor James Tobin had made in promoting his

‘Tobin tax’ as a policy to reduce disruptive speculation in foreign exchange

markets. In 1998, Davidson presented the Economic Issues lecture to a 136 Paul DAVIDSON

 

plenary session of the Royal Economic Society in which he exposed the

logical inconsistency underlying mainstream arguments that speculation in

financial markets was due to the existence of ‘noise traders’. In this lecture

Davidson showed that if the mainstream claim that it was the irrationality

of noise traders that caused disruptive speculation in financial markets were

applicable to the mainstream theories, then, logical consistency required

them to recognize that in all product markets for durable goods, there

would be similar noise traders who would affect market prices and hence

free markets for producible durable goods would not achieve a Pareto-

efficient solution.

Finally in 1998 in an article in The Economic Journal, Davidson dem-

onstrated that all natural rate theories of unemployment equilibrium involved

an ignoratio elenchi, that is, providing proofs about labour market outcomes

that were not applicable to the macroeconomic problems of unemployment

that faced money-using, market-oriented economics.

 

Davidson’s Major Writings

Most of Davidson’s papers have been published in two volumes entitled Money and Employ-ment and Inflation, Open Economies and Resources, both published London: Macmillan, 1991. (1959), ‘A Clarification of the Ricardian Rent Share’, Canadian Journal of Economics and

Political Science, 25, May.

(1962), ‘Employment and Income Multipliers and the Price Level’, American Economic Re-

view, 52, September.

(1963), ‘Public Policy Problems of the Domestic Crude Oil Industry’, American Economic

Review, 53, March.

(1965), ‘Keynes’s Finance Motive’, Oxford Economic Papers, 17, March.

(1968), ‘Money, Portfolio Balance, Capital Accumulation and Economic Growth’, Econometrica,

36, April.

(1969),  The Demand and Supply for Outdoor Recreation (with C.J. Cicchetti and J.J. Seneca),

Bureau of Economic Research.

(1973a), Money and the Real World, London: Macmillan and Halsted Press.

(1973b), ‘Money as Cause and Effect’ (with S. Weintraub), Economic Journal, 83, December. (1977), ‘Money and General Equilibrium’, Economic Appliance, 4.

(1978), ‘Why Money Matters: Some Lessons of the Past Half Century of Monetary Theory’,

Journal of Post Keynesian Economics, 1, Fall.

(1982),  International Money and the Real World, London: Macmillan, Halsted Press, John

Wiley.

(1983), ‘Rational Expectations: A Fallacious Foundation for Studying Crucial Decision-Making

Processes’, Journal of Post Keynesian Economics, Winter.

(1987), ‘A Modest Set of Proposals for Resolving the International Debt Problem’, Journal of

Post Keynesian Economics, 10, Winter.

(1988),  Economics for a Civilized Society (with G. Davidson), London: Macmillan, W.W.

Norton.

(1990), ‘Is Probability Theory Relevant?: A Post Keynesian Perspective’, Journal of Economic

Perspectives, 5, Winter.
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First Century?’ in P. Davidson and J. Kregel (eds), Economic Problems of the 1990s: Europe,
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(1994),  Post Keynesian Macroeconomic Theory: A Foundation for Successful Economic Poli-

cies for the Twenty-First Century, Cheltenham: Edward Elgar.
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(1997), ‘Are Grains of Sand in the Wheels of International Finance Sufficient When Boulders

Are Often Required?’, Economic Journal, 107, May.

(1998a), ‘A Post Keynesian Explanation of Persistent High OECD Unemployment’, Economic

Journal, 108, May.
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Meghnad DESAI (born 1940)

I was born in Baroda in western India in 1940. Baroda was a ‘native state’; that

is, it was ruled by a King, the Gaekwar of Baroda. The town of Baroda was the

capital of the state. It was well built with wide roads, good public sanitation and

fine public buildings – all due to an enlightened King who had ruled for a long

time and died just before 1940. But native states were passé and Baroda was

absorbed into the Indian Republic in 1948. We moved to Bombay in 1950

where I went to school and later did my B.A. and M.A. degrees.

At school, I began to hate mathematics and although with my marks at the

school-leaving examinations I could have opted for a Science degree leading

to medicine or engineering, I chose an Arts degree as I could then avoid

mathematics. But an Arts degree was a passport to unemployment except if

you specialized in economics. My preferred desires were Sanskrit or history,

but wisdom (the law of value?) prevailed and I chose economics.

Our education was liberal; libraries were good and you could spend a lot of

the afternoon (after classes in the morning) in the library. Thus did I misspend

my youth, in the Bombay University library round the year rather than just at

exam time. I got by with reasonably good results and managed to be admitted

as a Ph.D. candidate. While doing my M.A. I met Charles Whittlesey who

was Professor of Money and Banking at the University of Pennsylvania and

who was the Ford Foundation Visiting Professor. He encouraged me to take

the Graduate Record Examination and apply to US universities. I applied

only to Pennsylvania but luckily got a Ford Foundation Fellowship; thus I left

Bombay in August 1961 to arrive in Philadelphia to do a Ph.D. There I was

assigned as a Research Assistant to Lawrence Klein on the mistaken impres-

sion that, as an Indian, I must be good at Statistics. However Klein was very

helpful and I was able to learn my econometrics in weekly individual ses-

sions with him while working on ‘An Econometric Model of the World Tin

Economy’ which became my Ph.D. thesis and was published in 1966.

My first job was in the Agricultural Economics Department at the Univer-

sity of California, Berkeley. It was as a Research Officer since I had decided

that I did not fancy teaching. As my thesis had been on a commodity model I

was assigned the task of finding out whether the price of milk in California

was ‘too high’ as a result of producer capture of the market regulator. I did a

massive micro simulation on an IBM 1620 and was able to answer ‘yes’ to

the question and even derive alternative prices.
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I could have stayed in the US, but it was 1965 and the Vietnam war. My

Indian upbringing had made me somewhat radical anyway but the Free Speech

Movement at Berkeley, which I supported financially and in other ways,

strengthened this radicalism. (My previous reading of Marx put me in a rare

category on the left – a leftist who had read Marx!) To stay on in the US

meant applying for immigrant status (the Green Card) and that made me

eligible for the draft. Being 25, single, non-white, and not a student anymore,

I was prime meat. So I decided to go elsewhere and again, with fortune

smiling, I landed a job at the LSE.

I arrived in London in September 1965. This was the beginning of the

LSE’s golden period of econometrics and mathematical economics. Denis

Sargan was already there and Hahn and Gorman were expected soon. I was,

however, only an applied econometrician and worried that the LSE only

cared for econometric theorists. Bill Phillips and Denis Sargan put me at

ease, but the pace was very hectic.

However, I had no wish to stay a commodity model builder. I wanted to be

a general applied econometrician, if not an economist. At Penn, although I

started my early career as a number cruncher, the influence of Klein and of

Sidney Weintraub made me forever suspicious of neoclassical economics.

Weintraub gave me a taste for Fundamental [Paleo] Keynesianism. He in-

sisted we read The General Theory and Joan Robinson’s Accumulation of

Capital, but avoid Patinkin’s Money, Interest and Prices like the plague and

ignore most of the ‘Recent Developments in Economic Theory’ (the title of

his graduate course which I took).

Earlier in Bombay, I had the benefit of access to a superb library; we were

also encouraged to read the originals. Marx one could not but read growing

up in India in those days; Schumpeter, Hayek and Keynes we also read. In

lieu of Marshall, I read the entire value debate in the Economic Journal

starting with Clapham’s ‘Empty Economic Boxes’ up to 1932.

All this helped as I began to shape my professional life, teaching and

working in applied econometrics. At that time cliometrics had just come into

being; I made contact with economic historians and gave a seminar on quan-

titative economic history which started my longlasting interest in that area

(1968). I was also trying to break into macroeconomics and began modelling

the stop–go problem with Brian Henry (1970b and 1975a). When the student

rebellion of 1968 led to demands to learn Marxist economics, I began teach-

ing it informally. This led to my first published book Marxian Economic

Theory (1974). The book is noteworthy for perhaps three innovations: the

emphasis on values being unobservable due to fetishism and hence the cen-

trality of price value transformation; the need to integrate the three circuits of

capital, especially money capital; and the lack of a proper theory of accumu-

lation as evidenced by the debacle of Marx’s Schemes of Reproduction. I
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pursued the last as a research theme through the mid-1970s but was discour-

aged by the total incomprehension with which my efforts were greeted by

Marxists, neoclassicals and post-Keynesians. Some of this did, however, get

into Marxian Economics which was published in 1979.

The other theme that I pursued (with the encouragement of the late Professor

Sukhamoy Chakravarty) was the Goodwin model of the class struggle (1973).

This led to the insight that the Phillips curve is misunderstood: it is not a

short-run causal relationship but a long-run equilibrium removed from the

time domain (1975b). I cannot say that much notice was taken of this then or

subsequently, but I think this insight is quite profound. Some of this spilled

over into applied econometrics and subliminally may have helped in the

construction of the LSE’s econometric methodology. The idea was developed

in Chapter 7 of my Applied Econometrics (1976).

By the mid-1970s, I had therefore established my main academic interests

– applied econometrics, Keynesian macroeconomics, Marxian economics

and economic history. I could not avoid writing on Indian political economy

either and contributed to the New Left Review a long analysis of the Indian

political situation (1970a). I visited CORE in 1976–77. It was here that I had

the time to pursue some writing on monetary theory. This work was avowedly

non-neoclassical (the influence of Sidney Weintraub) and although my papers

on this area have not yet been published, I learnt a great deal about what I

should like economics to be.

The homogeneity postulate is for me the central problem in economics –

classical, Marxian, neoclassical or Keynesian. ‘Real’ variables can only be

defined ex post in a monetary economy and are hence meaningless for a

behavioural theory of capitalist economy. Chapter 4 of The General Theory

and Chapter 19 are thus for me central. Myrdal’s Monetary Equilibrium

expresses this even better than Keynes does. Of recent authors only Minsky

and Victoria Chick seem to me to have followed this difficult path. At the

same time long-run equilibria and steady states are also snares in my view.

Ricardo is thus one of my least favourite authors though I recognize his

strength as the principal enemy. The world has to be modelled, if at all, as a

dynamic, monetary disequilibrium.

Towards the middle of the 1970s I also became alarmed at the rise of

monetarism. Starting with an attempt to test Jerome Stein’s model of the

choice between monetarism and Keynesianism, I wrote Testing Monetarism

in 1981, in which my interests in econometrics, the history of thought and my

commitment to paleo Keynesianism are combined. In the 1980s I pursued

this further as part of anti-monetarism/anti-Thatcherist economics, conclud-

ing this phase with a paper jointly with Guglieimo Weber, entitled ‘A Keynesian

Econometric Model of the UK Economy’ (1988a). Many of my articles on

money and macroeconomics have been brought together, in (1995a).
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In the last five years, I have spent much time thinking about globalization.

The phenomenon, perhaps a return to the late nineteenth century capitalism,

though at a higher technological level, is in my view a vindication of Marx’s

theory as against all the subsequent attempts to revise him. Capital mobility

renders ‘Keynesianism in the one country’ obsolete. We lack tools to build up

the macroeconomics in a disequilibrium dynamic global economy. I find

myself going back to Marx and the notion of profitability as the key variable

around which a macroeconomic theory will have to be constructed (1998).

More recently my work has been on the issues of poverty, famine and

human development, the major influence here being Amartya Sen (Desai,

1995b). This ties in with my interests in political economy as well as eco-

nomic history, helps me develop operational non-neoclassical models, although

I haven’t yet integrated this work with the monetary theory that I hope to

develop.

The collapse of socialism in 1989–90 has coincided with a plan I previ-

ously formulated to write a book on Hayek. I regard Hayek as a model for

anyone who is serious about his/her political views. Hayek abandoned tech-

nical economics in 1945 and spent the next 30 years perfecting the

philosophical foundations of liberalism. If we are serious about socialism, a

similar effort is needed, although I am not sure that personally I have the self-

denial to abandon economics and take up the task of investigating the

foundations of socialism. I do, however, find myself much attracted by the

Utopian socialists and by real dissenting economists such as John Ruskin.

The late Joan Robinson once said to me, not as a compliment, that I was a

splittist. I now realize what she meant. I am Keynesian but not post-Keynesian,

neo- or new-Keynesian; Marxist but not Leninist, neo-Ricardian, Sraffian or

Trotskyist; anti-neoclassical but that means Marshall as well as, if not more

than, Walras. I suppose I must like being out on my own.
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Carlos F. DIAZ-ALEJANDRO (1937–1985) J. Gabriel Palma

Carlos Diaz-Alejandro was born on the 18 July 1937 in Havana and died one

day short of his forty-eighth birthday in New York City. He studied for one

year at Leicester Junior College in Massachusetts before moving to Miami

University in Oxford, Ohio, where he spent three years. In the autumn of

1957 he joined the doctorate programme at MIT and in 1961, at the age of 24,

he finished his well-known Ph.D. thesis on Argentina’s 1955–61 exchange-

rate devaluation experience.

His first academic post was at Yale’s Growth Center. After three years he

moved to Minnesota where he remained for five years. In 1969, at the age of

32, he went back to Yale, becoming the youngest Full Professor ever at the

Faculty of Economics there. In 1983 he accepted a new position at Columbia

University, and his sudden death in July 1985 found him in the process of

moving to a new appointment at Harvard.

During his sabbatical leaves he visited many universities outside the US;

he was a frequent guest in many Latin American research centres, and he also

advised many institutions including CEPAL (ECLA), UNCTAD, ILO, the

Group of 24 and the World Bank. Among many other numerous activities he

was a (dissenting) member of the Kissinger Commission on Central America.

He made his presence in this Commission famous by his strong and open

criticism of US support for the ‘Contras’ in Nicaragua, and by his insistence

that the best way in which the US could contribute to Central American

economic development was by fully tying economic assistance to human

rights and by allowing free and unlimited access of their exports into the US

market. Needless to say, this and other quixotic attempts to influence US

foreign policy in Central America were never among his greatest successes!

From a professional point of view I have always admired both his out-

standing intellect and his capacity to relate professionally and personally to a

wide variety of people. The former gave us powerful insights into Latin

America’s trade and development, its economic and financial history, includ-

ing its many financial crises. The latter was a quality unique in a profession

filled with political and personal differences. From a personal point of view I

admired his sense of humour and wit, his approachability, his ‘bridge-build-142 Carlos F. DIAZ-ALEJANDRO

 

ing’ capacity, his aversion to positions of administrative power, his inde-

pendence of mind and his common sense.

One general characteristic of all his work was his constant concern with

the real world; he was continuously addressing, with an impeccable analyti-

cal rigour, some of the most important and controversial issues of Latin

America’s economic development. His contributions were also characterized

by a rare capacity to weave together history and theory, abstract economic

theory with Latin American socio-political life, reality and ideas, analytic and

synthetic work. He certainly learnt from his mentors Kindleberger, Prebisch,

Hirschman and Lewis. Finally, his work was also characterized by attempts

to make contributions to subjects that had been virtually exhausted theoreti-

cally but which very much needed empirical research, and by his political

economy approach to these subjects.

In his doctoral dissertation for MIT (finished in 1961 and published in

1965), Diaz-Alejandro analysed the controversy between the ‘elasticity’ and

‘absorption’ approaches relating to the Argentinian experience of devaluation

between 1956 and 1961. According to him, on balance, this experience tended

to support the first approach to the analysis of the balance of payments more

than the second. Regarding the failure of the whole stabilization package, of

which the policy of devaluation formed a part, he concluded that what the

policy package completely failed to take into account was the transitional

period. To one situation characterized by controls and regulations, the policy

package attempted to superimpose mechanically a totally new framework

where structural problems, more permanent disequilibria, spending habits of

the capitalist class (in particular their low propensity to invest) and so on

were to be radically transformed overnight.

At the same time, he discussed in detail how one of the main mechanisms

by which devaluation influences both the balance of payments and economic

growth is through its effects on income distribution. For him the apparent

paradox of many devaluations, leading to an improvement in the trade bal-

ance and in a decrease in domestic output, can be explained by a redistributive

effect caused by the devaluation. He even suggested that in the context of a

semi-industrialized economy the latter may be more important than the effect

of devaluation on relative prices. Therefore, devaluation can be seen as an-

other instrument in the struggle between different sectors of society over their

share in the national product. He later returned to this issue in his 1963 paper

(see Selected Essays, 1988), where he argued that if devaluation redistributes

income from workers to capitalists, and the latter have a lower propensity to

consume than the former, then devaluation may turn out to be contractionary

even if it leads to an improvement in the tradeable balance. This argument

tended to contradict some aspects of the absorption approach and to support

an intuitive view of many Latin American governments. In this work he also
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distinguished the short- and long-term effects of devaluation, being more

sceptical about the latter.

As far as the likely success of a stabilization plan in a semi-industrialized

economy, his research also convinced him that:

 

In the long run, the success or failure of a stabilization effort will depend more on the capacity of governments to obtain a national consensus over the objectives and policy instruments [of the stabilization plan] than on the approval or help that they could receive from foreign investors or governments and international agencies. (Quoted in A. Bianchi et al., 1985, p. 201; my translation)

 

A by-product of his early work on Argentina was his 1970 book where he

studied some selected features of Argentina’s economic development since

1860. Firstly, he discussed the country’s remarkable pre-1930 achieve-

ments, a period in which per capita income was not only very high –

according to some estimates, at the turn of the century it was about the

same as those of Germany and Holland, and higher than those of Italy and

Sweden – but its growth was also one of the highest in the world. Diaz-

Alejandro placed this exceptional performance within the framework of a

particularly successful integration of Argentina into the world economy.

Secondly, he contrasted the pre-1930 period with post-1930, which he

found characterized by low and unstable economic growth, stagnation –

and even decline – in export quantum and a significantly dissimilar per-

formance of the various sectors of the economy. He discussed whether this

was the result of domestic policies or unfavourable exogenous circum-

stances, concluding that the Argentine experience during this period was a

dramatic example of the dangers of ignoring the necessary balance between

the production of exportables, importables and non-tradables: for him, the

most important lesson of post-war Argentine experience was that if there

had been less discrimination against exports, manufacturing expansion would

have been greater.

He then studied in greater detail the performance of the rural and industrial

sectors, attempting to explain the dissimilar performance of the economy

before and after 1930. Regarding the manufacturing sector he concluded that

the inefficiency of many Argentine manufacturing activities arose not so

much because, according to optimal resource allocation, they should never

have been set up in the first place; rather, their inefficiency was a result of a

system of protection that failed either to encourage the quick maturing of

infant activities or to promote what is usually called ‘X-efficiency’. Finally,

he discussed the history of tariffs between 1910 and 1940, the paradox of

apparently high investment rates and low growth since World War II, and the

stop–go cycles of recent years, as well as the sources and mechanism of

Argentine inflation.
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Not surprisingly, this book provoked a major controversy in Argentina by

presenting the pre-Peron period as having a far better economic performance;

the fact that his book was published shortly before Peron’s ‘Wagnerian’

return to Argentina heightened adverse reactions. In his usual manner he did

not dodge the controversy, and told his Peronist critics that:

 

I doubt that lasting social reforms can be promoted while spreading incomplete or distorted notions of the past, or that such reforms need be accompanied by inefficient economic policies. Bizarre (and slightly paranoid) notions about economic history have helped to generate many exotic policies that have neither accelerated growth nor brought Argentina closer to realizing her social and political goals. (1970, p. xv)

 

Diaz-Alejandro was always keenly interested in Latin American economic

history, writing extensively on the 1930s and 1940s. His best known article on

the subject is ‘Latin America in the 1930s’ (see Essays, 1988). In this he

attempted to identify the causes of the very dissimilar performances of various

Latin American countries during the Great Depression. He concluded that the

basic difference lay in some being ‘active’ in fighting the effects of the world

recession, while others kept faith with the traditional ‘passive’ mechanism of

adjustment. The ‘active’ countries were mainly the large ones, but included

Chile and Uruguay; they performed much better than the ‘passive’ ones – in

fact, even better than most advanced countries during this period. The ‘active’

nature of their policy response included the early abandonment of the gold

standard and some ‘intuitive’ pre-Keynesianisms such as flexible monetary and

fiscal policies, real devaluations, moratoria on their foreign debt and massive

public works programmes. For Diaz-Alejandro this heterodox reaction of some

countries came about largely because the effect of the 1929 Depression on

Latin America was not only an economic shock, but also an ideological one:

 

The emergence of a protectionist and nationalistic Center was perhaps the greatest shock to Latin American economies during the early 1930s. The memory of this betrayal of Hume and Ricardo would last longer in the Periphery than in the Center. (1981, p. 8)

 

For Diaz-Alejandro, the decade of the 1940s in Latin America was both the

golden age of import-substituting industrialization and the age where the first

seeds of decline were sown. Prosperity was widespread, but the ‘easy phase’

of import-substitution was quickly approaching and policies (like tariffs and

controls) were not adjusting. At the same time, the opportunity cost of im-

port-substitution was increasing due to the commodity boom of the Korean

war (see Essays, 1988).

Among his articles on the general subject of ‘trade and development’,

Diaz-Alejandro first discussed some key issues of Latin American import-
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substituting industrialization such as the high import intensity of import-

substitution; he then considered the problems of the transition from

import-substituting industrialization to export-led growth (see 1988). While

providing a substantial growth in manufacturing activities, post-war import-

substituting industrialization had usually failed to reduce foreign exchange

shortages and recurrent balance of payment crises; this phenomenon was the

result of the need for large quantities of imported intermediate and invest-

ment goods. Diaz-Alejandro concluded in his article that the import content

of import-substituting industrialization becomes a problem only when an

economy is attempting to increase the rate of growth of manufacturing;

otherwise, ‘the direct impact of this year’s investment on the demand for

imports should be more than offset by last year’s investment in the import-

substituting industry now coming to fruition’ (1988, p. 20).

Regarding the transition towards export-led growth, he thought that im-

port-substituting industrialization did provide an appropriate foundation for

export expansion (a substantial industrial base, know-how, skills, experience

etc.), but he did not believe that the first part of the cycle actually required the

flood of regulations and controls typical of the early 1970s in Latin America.

Nor did he think it necessary to have dramatic changes in resource allocation

(as in Chile after 1973) in order to switch from one strategy to the other. In

fact, some of the distortions associated with the ‘import-substitution syn-

drome’ (such as quantitative restrictions on imports and credit rationing with

subsidized rates) could be turned around and used to encourage and pressure

established firms to export. Finally, on the issue of whether export-led growth

would be able to achieve both more rapid and more equitable rates of growth

simultaneously, Diaz-Alejandro was particularly sceptical; for him, on this

issue, as in most others in economics, it was very difficult ‘to kill two birds

with one stone’.

He favoured export-led growth but never believed it could automatically

result from ‘getting the prices right’, nor that it was a remedy for all econom-

ic ills. It could reduce foreign exchange constraints and improve resource

allocation, but its effects on income distribution and employment were more

doubtful; then again, in an uncertain international economic environment, it

could actually increase the likelihood of ‘stop–go’ macroeconomic cycles. In

summary, for him (writing in vintage Diaz-Alejandro) the benefits of trade

‘depend (to the dismay of the lazy, the impatient or the seeker of mass-

mobilizing slogans) on the circumstances in which trade takes place’ (1988,

p. 285). Sometimes these circumstances may not be very helpful for LDCs’

export-led growth:
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countries should design their trade policies as if the state of the world economy did not matter, or as if [LDCs] were small at all times, suggests evangelical fervour rather than scientific analysis. (1980, p. 332)

 

Another issue of continuous interest within this subject of trade and devel-

opment was that of economic integration in the periphery. Although a vigorous

advocate of the need for such integration in Latin America, Diaz-Alejandro

warned against ‘too much of a good thing’; in this case it could lead towards

excessive trade diversions and increasing distortions (1988).

Diaz-Alejandro re-examined all these issues and ideas relating to trade and

development in his third book (1975a) – this time within the context of the

Colombian economy – and also in an article written in the same period

(1975b). He concentrated in depth on the analysis of the obvious proposition

that the mere liberalization of imports does not necessarily, per se, produce

an export expansion. There are problems relating to institutional constraints,

distributive effects, unemployment, resource mobility, price flexibility in both

product and factor markets, inefficiencies in the financial markets, slowness

of multinational companies to react to new investment opportunities in Latin

America, and market ‘segmentations’. All these factors could at best produce

a substantial time lag between import and export expansion (which the capi-

tal account could finance) and, at worst, economic disruptions of such

magnitude that the whole experiment of opening up the economy could fail.

Diaz-Alejandro also wrote extensively on North–South relations. His best

known articles are North–South Relations and those included in the Selected

Essays (1988). Although a strong advocate of international trade, he was

always quick to ground his views in the real world. For him, the more

competitive the international market, the more the LDCs can benefit from it

because the less the developed countries can manipulate it in their favour. On

the other hand, exaggerated pessimism regarding international markets can

lead to even less desirable situations like excessive inward-looking develop-

ment, as in Argentina:

 

With unfortunate frequency these excesses [those of import-substituting industri-alization] harm Argentine consumers and benefit ‘incipient’ foreign industrialists whose power cannot be termed ‘infant’. (1965, p. 280)

 

In his opinion, LDCs should look (and fight) for international markets

characterized by (i) unintrusiveness (do economic arrangements carry inevi-

table political burdens?); (ii) decomposibility (are the goods and services

provided in packages that can be broken up if the buyer only wants a part?);

and (iii) reversibility (can transactions and other arrangements be ended as

desired?). He discussed several concrete cases and concluded that LDCs

exporting sophisticated manufactured goods could expose themselves to a
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great degree of vulnerability. He believed that foreign direct investment by

transnationals and transactions in international capital markets should also

meet the above conditions.

In this context, he was also a critic of the IMF’s interventions in markets

which were not within its competence:

 

It is the business of the IMF to insist on balance of payments targets consistent with the repayment of its short-term loans. … It is not the business of the IMF to make loans conditional on policies whose connection to the balance of payments in the short run or even the medium run is tenuous, such as food subsidies, utility rates, controls over foreign corporations, or whether the banking system is public or private. It was a brilliant administrative stroke for the IMF staff to develop the ‘monetary approach to the balance of payments’ during the 1950s, allowing the translation of balance of payments targets into those involving domestic credit, but for many LDCs the assumptions needed to validate such translation, such as a stable demand for money, have become less and less convincing. (1988, p. 169)

 

Latin American economics of the 1970s and 1980s provided Diaz-Alejandro

with another major intellectual challenge which he accepted with vigour and

pleasure. Not since the 1930s had Latin America witnessed such dramatic

economic and political experiments as those undertaken during the 1970s and

1980s. The new military regimes of the Southern Cone applied their ‘Chi-

cago-orientated’ policies with a degree of ferocity rivalled only by their

treatment of political dissent.

As Velasco has said, Diaz-Alejandro’s wisdom was twice as useful because

it was delivered in a timely fashion. His papers of the late 1970s contain the

basic ideas which later became accepted wisdom regarding both the policy

mistakes of the pro-Chicago governments in Latin America, and the irrational

behaviour of borrowers and lenders (both private and public) in the interna-

tional capital markets. He particularly questioned the applicability of the

monetary approach to the following: the balance of payments in semi-indus-

trialized economies, the feasibility of simultaneous current and capital account

liberalization, the growth and the size of voluntary private capital inflows,

and the use of an exchange-rate policy to fight inflation.

Among his many articles of this period, his ‘Southern Cone Stabilization

Plans’ stands out (written in 1979 and first published in 1981; included in

1988). Appearing just before the Mexican moratoria which triggered the

general debt crisis, it ran completely against the tide of opinion in the North,

both in the economics profession and in financial markets. Those were the

days in which the Wall Street Journal, the Financial Times and The Econo-

mist were praising the ‘Chilean economic miracle’ of apparent liberalization,

stabilization and growth and applauding all other similar experiments in

Latin America. They seemed to forget that the missing link was a massive
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1981 were two-and-a-half times larger than in 1979, and larger than total

exports. The financial press of the North was not alone in getting it wrong

however: in that year, shortly before the Mexican crisis, Paul Volker said that

the recycling process had not yet pushed exposure of either borrowers or

lenders to an unreasonable or unsustainable point in the aggregate, especially

for US banks; the British Chancellor, Sir Geoffrey Howe, praised private

banks for the success of their recycling process; a top executive of a leading

British bank predicted that any slowdown in lending to LDCs in the 1980s

would be due more to a fall in demand than to any general unwillingness to

maintain the supply of finance; and the Director of the Western Hemisphere

Department of the IMF claimed that overborrowing was very unlikely to

happen in the LDCs’ private sector (see Marcel and Palma, 1988).

A series of external shocks compounded the domestic policy mistakes in the

early 1980s; these, together with the Centre’s abrupt cessation of lending and

drastic reduction in imports, were a recipe for disaster. A detailed analysis of

the dynamics of this crisis was the last – and probably best known – of Diaz-

Alejandro’s contributions. The originality of the titles of these papers matches

the quality of their analysis, some examples being ‘Latin American Debt: I

Don’t Think We Are in Kansas Anymore’, ‘Open Economy, Closed Polity?’

and ‘Good-bye Financial Repression, Hello Financial Crash’ (in 1988).

There can be little doubt that Carlos Diaz-Alejandro was the best Latin

American economist of his generation and one of the best economists in the

world on the subjects of trade and development. He was always intrigued to

understand how the Latin American economies really worked. Most of his

contributions originated in the examination of specific problems, invariably

those which were the most important, controversial and often most difficult.

His economics was always grounded in the real world. His work on economic

history was permeated by the idea that history, no matter what history, is

always of the present. As in the case of Prebisch, he basically belonged to the

‘markets are good servants, but bad masters’ Keynesian school of economic

thought. By studying economic problems in their historical context, he avoided

the sterility of pure formal theory that characterized so much of the econom-

ics of his own generation and the next.

He began his professional life in what must have been very difficult per-

sonal circumstances; he started his graduate programme at MIT when Fidel

Castro landed clandestinely in Cuba and finished at the time of Bay of Pigs.

Those four years, the most dramatic of Cuba’s troubled history, were very

traumatic for him; in the most difficult decision of his life, he decided to

remain as an academic in the US: courage does not always involve combat:

‘they also serve who only stand and wait’.

It was not that he was unable to take a stand on difficult political issues. In

1975, for example, he told me that if the choice was Castro or Pinochet
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(which at that time looked increasingly like the only alternatives available to

Latin America), he would not hesitate for a second in supporting Fidel Castro.

What he longed for was a social democratic alternative with what he always

called ‘social-democratic economic policies’. These would include social-

democratic stabilization policies where aggregate demand management

remained essential, but where fairer income distribution and allocation of

adjustment cost, incomes policies, export subsidies, capital controls, etc.

would all play a key role as well (see, for example, ‘IMF Conditionality:

What Kind?’ in 1988).

After his decision to remain in the US, Cuba became such a sensitive issue

that he could never write about its economy or history; it was only months

before his sudden death that he decided to break this taboo and write a paper

on Cuba for a project on Latin America’s export-led growth before 1914

organized by Rosemary Thorp, myself and other friends. His death left us all

feeling so empty that the project never took off.

We will never know whether he would have liked to be called a ‘dissent-

ing’ economist. Nevertheless, as one of his colleagues once said about him,

he was an economist who always ‘respected history, used data carefully and

theory selectively’. I think that, given the present state of our profession, one

cannot be more ‘dissenting’ than that!
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Maurice Herbert DOBB (1900–1976) B.J. McFarlane and B.H. Pollitt

Maurice H. Dobb was the foremost scholar of his day in Marxian political

economy. Books such as Political Economy and Capitalism (1937), Studies

in the Development of Capitalism (1946) and Soviet Economic Develop-

ment since 1917 (1948) were published in many editions and languages.

Through these works and through subsequent writings on the theory and

practice of planning and growth, as well as the economics of welfare, Dobb

exercised an international influence over generations of readers. The versa-

tility of Dobb’s contributions to the arena of political economy and economic

history was matched by the constancy of his interest in the historical foun-

dation and evolution of economic and social ideas. This was the subject of

his final major work, Theories of Value and Distribution since Adam Smith

(1973).

Dobb was born on 24 July 1900 in London. He was educated at Charterhouse

School and at Pembroke College, Cambridge. His lively undergraduate career

there was followed by research for his Ph.D. at the London School of

Economics. He returned to Cambridge as a Lecturer in economics in 1924

and was a Fellow of Trinity College from 1948. He retired from his university

post as Reader in economics in 1967.

Dobb’s first book, Capitalist Enterprise and Social Progress (1925), grew

out of his doctoral research on ‘The Entrepreneur’. While it laid a formal

base for his academic career in the 1920s, as well as for a number of lecture

courses, he later described this work as ‘an unsuccessful and jejune attempt

to combine the notion of surplus-value and exploitation with the theory of

Marshall’ (1978, p. 117).

Of far greater interest to him at that time was the fate of socialist develop-

ment in Soviet Russia, and in the summer of 1925 he availed himself of an

unusual opportunity to study Soviet political economy at first hand by living

and working in Moscow. A substantial account of Russian Economic Devel-

opment since the Revolution appeared under that title in 1928. Professional

studies of the Soviet economy were then virtually unknown and the informa-

tive value of the book was widely appreciated, notably by economists such as

J.M. Keynes and D.H. Robertson who had themselves made brief visits to

Moscow at that time.

Throughout the 1920s and 1930s, Dobb made original contributions to

institutional economics (such as his Cambridge economic handbook on Wages)

and to Marxist discussions of theories of value, crisis and imperialism. Of

these works, the best-known was Political Economy and Capitalism (1937).

In retrospect, Dobb regarded this book as having been too hastily written

(1978, p. 119); he felt its polemics did not adequately assimilate the chal-

lenge to orthodox economic theory then being mounted by Keynes and his

followers. For several generations of Dobb’s readers, however, it was the
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most trenchant critique of its day of the foundations of modern Western

economic theory.

In the 1940s, Dobb’s interest in economic history found expression in his

seminal contribution to what were to become internationally influential de-

bates on the transition from feudalism to capitalism. His ideas on this were

initially shaped in the discussions of a group of British Marxist historians

that included Dona Torr, Christopher Hill and Rodney Hilton. His own his-

torical writing was distinguished by his deployment of the Marxist theory of

surplus expropriation under different institutional and societal conditions,

culminating in the publication of his Studies in the Development of Capi-

talism (1946). He was fond of quoting the historian Marc Bloch’s assessment

of the feudal system as one in which the medieval lord ‘lived off the labour of

other men’. For Dobb, such a description wrote on feudalism’s face what its

essential character really was. Capitalism, by contrast, was a commodity-

producing, contractual society ruled by competition. The fact of exploitation

was less obvious and had to be explained. In Dobb’s view, Karl Marx had

successfully reconciled the existence of surplus-value (as the new form of

exploitation in capitalist society) with the rule of the market, the ‘law of

value’ and the exchange relationships of universal ‘commodity relations’.

By 1948, Dobb’s work on the theme of value and price, including the

transformation problem, had focused his attention upon Ricardo’s notion of

natural price and his ‘exceptions’ to the pure theory of value. In that same

year he was invited to assist Piero Sraffa in the preparation of the Royal

Economic Society’s edition of Ricardo’s Works. He came superbly equipped

for what was to become a major task of intellectual midwifery: he was not

only a longstanding personal friend of Sraffa’s but was also one of the few

individuals who could share with him a deep knowledge of and sympathy

with the approach to economics of both Ricardo and Marx (Pollitt, 1988).

His interest in Ricardo’s theory of economic growth (and in the fetters on

that growth that could lead to a ‘stationary state’) was apparent during a

lecture tour in India in 1950–51, most notably in lectures delivered to the

Delhi School of Economics (1951). These discussed three major dynamic

factors influencing economic growth: the division of labour, the accumula-

tion of capital, and technical progress – these last two being regarded in

reality as inseparable. He argued that new investment would generally stimu-

late qualitative improvements in the coefficients of production as well as

quantitative increases in the stock of capital. A newly-developing economy

must be assisted by policies that tapped investment-led productivity of both

the ‘widening’ and the ‘deepening’ variety. To do this it must ward off those

underlying trends towards a stationary state that had been pointed to by D.

Ricardo and J.S. Mill; that is, a low growth of productivity in agriculture,
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Dobb drew out the strong similarities to be found in the approaches of Marx

and Ricardo, and he corrected a number of misconceptions about Ricardo’s

analysis of growth and distribution. In all this the imprint of his recent joint

labours with Sraffa was very evident.

With the main volumes of Ricardo’s Works completed, Dobb turned to a

detailed study of the planned economies of the USSR and Eastern Europe.

This built on the expanded and updated treatment of the Soviet economy that

he had published in 1948 as Soviet Economic Development since 1917. Two

features of this work proved to be of special interest. Firstly, it demonstrated

the close similarity between military strategy and the processes of centralized

economic planning when the objective pursued was a rapid emergence from

industrial backwardness. Secondly, it provided an authoritative account of the

‘Great Debate’ in Soviet economics between the so-called ‘teleological’ and

‘genetic’ schools of planning. Dobb showed that the ‘teleologists’ adopted

what was essentially an engineering approach, concentrating almost exclu-

sively on the physical-technical properties of the economic system – an

outlook that was attractive to the Party leadership of the day. The ‘geneti-

cists’, by contrast, stressed the constraints upon growth imposed by structural

bottlenecks and emphasized the need for inter-sectoral balance in the growth

process. In the course of his exposition, Dobb introduced to his Western

readership many of the great names of Soviet economic literature such as

Strumilin, Sokolnikov, Feldman, Shanin and Kovalevsky, while his outline of

the debates of the 1920s manifestly influenced the approach later of writers

such as Alexander Erlich and Evsey Domar.

From the 1950s, Dobb’s writings on planning in the socialist economies

were concerned with pricing, investment planning, investment fluctuations

and the advantages and disadvantages of central planning. In his An Essay on

Economic Growth and Planning, Dobb gave quantitative precision to propo-

sitions concerning the rate of investment, the distribution of investment between

sectors, the choice of technique as well as methods of selecting investment

projects in a centrally planned economy. He attacked the neoclassical pre-

scription that an underdeveloped or socialist economy should choose a rate of

investment according to some principle of time-discount. (At this time, the

more extreme ‘anti-planners’ in the academic world and in the research

secretariats of the UN were advocating that private markets should be the

sole determinants of investment rates in society and in economic plans.) He

was also concerned to combat an influential corollary, derived from doctrines

of comparative cost and marginal productivity, according to which an under-

developed country with surplus labour must always choose techniques of

production which economize on capital. Dobb argued against the primacy of

time-discount as a criterion of the rate of growth to be pursued, stressing the

significance of other determinants of investment that were derived from the
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conditions of production. The key investment determinants developed in his

own model were, firstly, the productive capacity of the capital goods sector

and, secondly, the surplus of production of consumer goods over the self-

consumption of the producers in the consumer goods sector. A number of

academic economists not usually sympathetic to Dobb’s outlook reviewed his

Essay quite favourably and, unusually (since the Soviet Academy had gener-

ally neglected Dobb’s theoretical work), he was invited to outline his book to

Gosplan in Moscow in 1962. But his advocacy of a choice of techniques that

maximized economic surplus and growth rather than employment – a posi-

tion reflecting his sympathy for prevailing socialist strategies of development

– was a controversial one and it brought him into conflict with, among others,

Michal ⁄ Kalecki and Joan Robinson.

Dobb’s interest in growth theory prompted him to revive, in 1955, the

pioneering growth model first published in the Soviet Union by G.A. Feldman

– a model more broadly publicized among Western economists by Evsey

Domar (1957). During his frequent visits to Eastern Europe in the 1950s and

1960s, he was known to stress the richness of the Soviet literature of the

1920s on growth theory and to complain of its comparative neglect. In the

West, American economists such as Erlich and Spulber had publicized much

of this early work but had failed to evaluate it fittingly. Dobb did so, however,

in some penetrating articles on the early Soviet discussions on economic

growth (1967). In the process, he made a notable contribution of his own to

the theory of growth of socialist economies, anticipating some of what later

appeared in Michal ⁄ Kalecki’s classic work on this subject (1972).

After his formal retirement from Cambridge University in 1967, Dobb

concerned himself primarily with three areas of teaching and research. The

first was the revived interest in the British Classical school of political economy,

most notably in the methods of Adam Smith, David Ricardo and Karl Marx.

The second was a (related) preoccupation with the implications of Piero

Sraffa’s work (1960) for capital theory and for both Marxian and so-called

‘neoclassical’ economic theory. Finally, he maintained a continuing interest

in the reform movement in Eastern Europe and the USSR.

Dobb’s interest in classical economics, already evidenced in his earlier

work on Ricardo, was given fresh impetus in the late 1960s and the 1970s. In

‘Some Notes on Ricardo and his Thought’, published in a Festschrift for

Jurgen Kuczynski in 1969, he drew attention to the close affinity of Ricardo

and Marx on such issues as the significance of surplus, the uniform rate of

profit, and the distinction between market and ‘natural’ prices. Dobb under-

lined the high respect in which Ricardo was held by Marx for his scientific

honesty – his ‘errors of genius’. This restated a message made more explic-

itly in Dobb’s 1961 review of Sraffa’s Production of Commodities by Means
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which stretched from Quesnay to Ricardo to Marx. In all their approaches,

the common key question posed was: what is the origin of economic surplus?

To this were added the complementary questions as to how the surplus was

accumulated and which social classes shared in it.

Dobb’s ideas on this ‘line of development’ in the history of economic

thought featured prominently in the prestigious Marshall Lectures which he

delivered at Cambridge in 1973. His view contrasted with the more generally

received wisdom concerning a developing intellectual inheritance that had

been handed down from Smith to J.S. Mill, and from Mill to Marshall and

Jevons.

Equally prominent in these lectures was the role ascribed to ideology in the

shaping of economic theory. The kernel of the argument was expressed to W.

Brus in a letter of 25 July 1973: while it ‘manages … to have some positive

insights, and hence scientific elements (including of course purely technical

aids)’, economics, ‘since it is a study of historically-developing society is

essentially ideological, in the sense of an artifact of a particular social phi-

losophy and outlook on society …’. This view was not held with the same

force by other Marxist economists such as R.L. Meek, W. Brus and O. Lange,

but Dobb’s analysis of the writings and activities of figures like Senior and

Jevons had given him a different perspective on the vexed issue of ‘econom-

ics and ideology’ – a perspective expounded more fully in his Theories of

Value and Distribution since Adam Smith (1973).

The critique of so-called ‘neoclassical’ theory, notably stimulated by Sraffa’s

work of 1960, was a second, related, area of interest for Dobb in the final

years of his life. In a paper delivered to a seminar at Manchester in 1969, and

rewritten and published in 1970, Dobb made a vigorous entry into the so-

called ‘Cambridge Controversies’ on capital theory. He argued that neoclassical

theory was inadequate as a macroeconomic theory of production and distri-

bution, and stressed that the connection between this theory and the classical

school of economic thought was a spurious one. Dobb was later to warn

against an ‘ultra-left’ approach to Ricardo that he thought to be too negative

(see, for instance, 1976), and he urged younger Marxists to build on Sraffa’s

‘critique from within’.

Dobb did not live to see the collapse of the ruling regimes of the centrally-

planned economies of Eastern Europe at the end of the 1980s, but from the

early 1960s he had himself educated his Western readers in some of their

structural economic defects. In Socialist Planning: Some Problems, for ex-

ample, he stressed the significance of a shift from the ‘extensive’ phase of

development, where growth is generated primarily by a larger workforce and

forced savings, to an ‘intensive’ phase in which growth depended upon a

modernization of the capital stock and an improved real product per man-

hour. He drew most of his examples from Soviet and East European experience
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which pointed to the need for urgent reforms in the planning system. On the

demand side, he showed that the growing complexity of the socialist econo-

mies required more serious attention to be paid to the structure of personal

and social needs. This in turn pointed to the desirability of expanding the role

for decentralized forms of management and decision-making. The case he

advanced for decentralization and for an extension of democracy at the level

of the factory floor was strengthened by his argument that many of the

problems in socialist planning grew out of a conflict between pressures for

operational speed, originating in ‘planning from above’, and the realities of

shop-floor conditions.

In Dobb’s view, the key obstacle to reform in the planned economies was

an entrenched, conservative State bureaucracy. He suggested that such a

bureaucracy had blocked reform in the Soviet economy from at least 1965;

and had thwarted the efforts of economists such as Brus and Sik (both of

whom Dobb supported) to advance reforms in the economies of Eastern

Europe more generally.

Dobb’s opinions on matters such as these did not square with the apprais-

als of some writers who portrayed him as an uncritical, lifelong apologist of

the Soviet system (see Blaug and Storges, 1983). It was apparently not

sufficiently well-known that, although a member of the British Communist

party from 1922 until his death, his early writings, as epitomized by his

booklet On Marxism Today (1932), had been vilified by Communist party

spokesmen for their ‘non-Marxist’ character. Later, in 1956, he witnessed and

was profoundly shocked by the suppression of a workers’ demonstration in

Poznan, Poland; he also publicly condemned his party’s uncritical support for

armed Soviet intervention in Hungary in the same year. In his support for the

reform movement in Eastern Europe, he tended to be associated with a

minority wing in his party from 1956; this changed only in 1968 when the

British Communist party, with others in Western Europe, condemned the

crushing by Soviet tanks of Dubcek’s ‘Prague spring’ and ‘Socialism with a

human face’.

Dobb’s dissidence, then, consisted primarily of a lifelong endeavour to

combat Marshallian orthodoxy in economics. This was complemented by a

quieter struggle, conducted from 1956, against Stalinism in the political

economy of socialism. In his vision of the scope and method of political

economy, he followed Ricardo and Marx. Perhaps less felicitously for some

of his admirers, he also followed Marx in writing little about his own broader

personal vision of socialist society.
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John EATWELL (Lord Eatwell of Stratton St Margaret) (born 1945)

Marina Colonna

Born on the 2 February 1945, John Eatwell was educated at Headlands

Grammar School, Swindon, and at Queens’ College, Cambridge, graduating

in 1967 with a first-class degree in the Economics Tripos. He won a Kennedy

Scholarship to Harvard University (1967–69), receiving the A.M. degree in

1969. He also received his Ph.D. from Harvard in 1975 for a thesis entitled

‘Scarce and Produced Commodities: an Examination of Some Fundamentals

in the Theory of Value from Ricardo to Walras’. In 1969 he returned to

Cambridge to take up a Research Fellowship at Queens’ College, moving to a

full teaching fellowship at Trinity College in 1970. In January 1997 he moved

back to Queens’ College, as the President, a post he still holds. In 1975

Eatwell was appointed to an Assistant Lectureship in the Faculty of Econom-

ics and Politics at Cambridge, being promoted to a Lectureship two years

later. From 1982 to 1996 he held a Visiting Professorship at the New School

for Social Research, New York. He has also held Visiting Professorships at

the universities of Columbia (1976), Massachusetts (1978) and Amsterdam

(1982). From 1986 to 1992 he was Economic Adviser to Neil Kinnock, the

Leader of the Labour Party. In 1992 he was appointed to the House of Lords

as a Life Peer.

As an undergraduate Eatwell was greatly influenced by his supervisor, Ajit

Singh, and by the lectures of Joan Robinson, Nicholas Kaldor and Luigi

Pasinetti. Later his approach to economics was shaped by reading Pierangelo

Garegnani’s Cambridge Ph.D. dissertation (published in Italian in 1960 as Il

Capitale nelle Teorie della Distribuzione) and by conversations at Trinity

with Piero Sraffa. Throughout the 1970s he attempted both to develop the

implications of the critique of the neoclassical theory of capital (especially

the implications for the Walrasian approach to neoclassical theory) and to

assess the positive dimensions of Sraffa’s rehabilitation of the classical analy-

sis of value and distribution. In the early 1980s, his career took a new course.

He had spent some time in Mexico in the late 1970s, working with Vladimir

Brailovsky on applied policy problems. New concern with the persistent

problems of the British economy, and aversion to the damage being wrought

by the policies of Margaret Thatcher’s government, led him to the study of

problems of economic policy in Britain, and in the West as a whole. His

approach to these problems was influenced by the work of Wynne Godley

and others at the Cambridge Department of Applied Economics. But his

thinking evolved in a rather different direction. Study of economic policy in

France and Germany suggested that sustainable long-run growth is associated

with the application of measures which encourage and support long-term

industrial investment in a context of macroeconomic stability, rather than

with ‘fine-tuning’. These ideas were first spelt out in a series for BBC televi-
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sion entitled ‘Whatever Happened to Britain?’ and in a book of the same title

(1982a). They were later developed in research work which provided some of

the foundations for the reformulation of Labour Party economic policy in the

late 1980s.

Eatwell’s work in economics is based on two complementary approaches

to economic theory: on the one hand, classical political economy and Sraffa’s

restatement of its theory of value and distribution and, on the other hand, the

particular approach to Keynesian economics dominant in Cambridge till the

late 1970s, when a large group of economists was still working under the

influence of Robinson, Kahn and Kaldor. His contributions cover a range of

topics which can be grouped in three main classes: the critique of neoclassi-

cal theory in both its old and new versions; the restatement of a theoretical

core alternative to neoclassical theory; and the use of that theoretical core in

the interpretation of current economic problems. Since 1977, Eatwell has

also been active in supporting and spreading the works of other economists

following a similar path, both through collaborative writings, and through his

editorial work. He helped found the Cambridge Journal of Economics (1977)

and worked on its editorial board until 1985. Together with Murray Milgate

and Giancarlo de Vivo, he established the journal Contributions to Political

Economy (1982). He also edits the book series Studies in Political Economy

for Academic Press (first four volumes) and Macmillan (subsequent volumes).

Eatwell’s rejection of neoclassical theory and policy rests on his original

acceptance of the outcome of the debate, in the 1960s, concerning the logical

foundations of the neoclassical theory of value and distribution and, in par-

ticular, concerning its treatment of capital as a factor of production. As

argued in the Preface to the 1990 offspring of The New Palgrave, Capital

Theory, ‘capital theory is not a “branch” of economics. It is about the deter-

mination of prices in an economy in which some of the means of production

are reproducible … [It] is simply the price theory of the economies in which

we actually live’. The attempt to solve the problem of reproducible means of

production via many markets (the endowment of capital goods being ex-

pressed as a vector, each capital good measured in its own ‘technical units’)

has proved to be a ‘solution’ only at the cost of abandoning the concept of

competitive long-run equilibrium. The traditional long-run equilibrium, with

the associated uniform rate of profit and long-run prices, has been replaced

by a new definition. In this new ‘equilibrium’ there is full mobility of all

factor services between alternative uses and yet the prices of the services of

capital goods are not generally compatible with a uniform rate of profit on the

supply prices of the respective capital goods. This methodological and ana-

lytical shift, first pointed out by Garegnani (1976), raises a number of

difficulties and involves far-reaching consequences which are commonly un-

derestimated or ignored.
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Eatwell examined these questions in an analysis of the relationship be-

tween the notion of competition and that of equilibrium (1982b). He argued

that the new notion of equilibrium is a hybrid in which competition has its

full effect on the markets for non-reproducible factor services, but in which

the competitive adjustment of production to demand is limited in the case of

capital goods. Consequently the new definition cannot be a ‘centre of gravita-

tion’; hence any short-term imperfections cannot be treated as deviations

from equilibrium – instead they define a variety of new ‘equilibria’.

In classical political economy, as well as in early neoclassical theory, the

behaviour of a capitalist market economy was studied in terms of long-period

competitive positions and the associated uniform rate of profit, which the

persistent force of competition tends to establish. Competition is the central

organizing concept which establishes the object of analysis, natural prices

and the general rate of profit. It is a process which enforces and expresses the

attempts of individual capitals to maximize profits (as in the case of classical

political economy), or of individual agents to maximize utility, subject to the

constraints of technology and endowment (as in the case of neoclassical

theory). Eatwell pointed out that the assumption of price-taking behaviour,

and hence of perfect competition, which is required in the neoclassical theory

of value, led to a significant change in the notion of competition from that

adopted by classical economists. The classical idea was dominated by the

notion of mobility. But competition is now defined in terms of the infinity of

infinitesimally small agents which generates the price-taking behaviour

required by neoclassical theory. This latter proposition derives from the logi-

cal requirements of the neoclassical theory of value, and therefore makes the

notion of competition a ‘theory-generated concept’.

Eatwell also raised the question of how these ‘short-period’ general equilibria

should be interpreted or, more precisely, in what sense they can be defined as

‘competitive’. Their short-period character derives from the necessity of speci-

fying the stock of producible means of production as a vector, with the result

that the capital stock will not in general be appropriate to the structure of

demand. But, as Eatwell has argued, ‘since the theory requires profit

maximization as a basic behavioural postulate, the short period is a position

from which, given the possibility of mobility, the economy would tend to

move away’. Thus, some of the major factors (capital endowment) which

general equilibrium theory regards as determining prices and quantities are

themselves subject to change. According to Eatwell, this peculiarity, which in

fact makes it difficult to distinguish the accidental from the persistent, has

required a further change in the notion of competition: ‘since the old defini-

tion [incorporating mobility] would expose this deficiency, the meaning of

the term “competitive” has been redefined in terms of price-taking behaviour

to make it consistent with changed method’.
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On the other hand, Eatwell has also shown that Hicks’s and Nuti’s claim

that the neo-Austrian approach to capital theory possesses all the analytical

advantages of the von Neuman–Sraffa method – the uniqueness of the internal

rate of return in a general model – may be valid only in a context of partial

analysis (1975).

Eatwell’s approach to Keynesian economics has been expounded in several

publications, most importantly in Keynes’s Economics and the Theory of

Value and Distribution (1983). His starting point is that a satisfactory theory

of output must be associated with a theory of value and distribution. Given

that only long-run theories of value and distribution are coherent, then the

theory of output and employment must determine the normal or long-run

positions of the system.

Keynes’s analysis in the General Theory is couched in terms of the utiliza-

tion of a given capital stock – a short-period position. Yet Eatwell argues that

to sustain Keynes’s case for an underemployment equilibrium, his analysis

must be placed in a long-period setting, in which prices are at normal levels

and the composition of production is adjusted to the composition of demand.

Otherwise Keynes would have added little to the prevailing analysis of un-

employment as a short-period rigidity. Eatwell’s case for a long-period

interpretation of the General Theory is reinforced by Keynes’s assertion that

his theory is designed ‘to explain the outstanding features of our actual

experience; namely, that we oscillate … round an intermediate position ap-

preciably below full employment and appreciably above the minimum

employment a decline below which would endanger life’ (Keynes, 1936,

p. 254).

Eatwell’s long-period interpretation of the General Theory contrasts sharply

with the predominant identification of Keynes’s analysis with ‘short-period

equilibrium’. However, he argues that confining Keynes’s theory to a short

period leads to its ready absorption into neoclassical analysis. Whilst in a

long-period competitive equilibrium, a neoclassical model will display full

employment, in the short period there is no necessity for markets to clear. A

variety of ‘imperfections’, social and institutional – such as sticky wages and

prices, sticky interest rates, or the disruptive impact of uncertainty and expec-

tations – can prevent the economy from reaching full employment. From this

perspective, there is an underlying similarity in the large variety of such

models of ‘Keynesian’ unemployment. In all of them, if the particular aspect

of the economic system which gives rise to market failure were absent, then

the system would tend towards the full employment of labour. None of these

explanations is considered by Eatwell to deal with the central issue of the

General Theory – the establishment of an ‘under-employment equilibrium’

by the normal working of the saving–investment relationship through the

multiplier.
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Eatwell argues, on both textual and logical grounds, that Keynes rejected

the idea that there is any tendency for a market economy to adjust towards

full employment. While Keynes argued that the economy is self-adjusting in

the sense that processes yield definite outcomes, he denied that the process of

adjustment could be expressed in terms of orthodox price theory.

Following the argument first advanced by Garegnani (1979), Eatwell sug-

gests that the absorption of Keynes’s analysis into neoclassical theory and its

consequent confinement to the short run can be traced back to weaknesses in

Keynes’s theories of the rate of interest and of the determination of invest-

ment. Keynes’s monetary theory of the rate of interest is seriously weakened

by the fact that the speculative motive is based on the relationship between

the current rate of interest and the normal or long-run rate. The possibility

was therefore left open that in the long run the normal rate would be deter-

mined by the long-run relationship of the supply and demand for capital.

Moreover, Keynes’s use of the traditional marginal efficiency (productivity)

of capital function forced him to defend his theory of unemployment on the

basis of ‘rigidities’ in the interest rate (the failure of the interest rate to fall to

a level associated with a full-employment rate of investment). Far better,

suggests Eatwell, to reject the very notion of a well-behaved demand func-

tion for capital (investment) and link Keynes’s principle of effective demand

to the classical theory of value which does not rest on the proposition of the

clearing of all factor markets.

In recent years Eatwell has sought to apply these Keynesian insights to

issues in economic policy, and in doing so has produced a sequence of essays

in applied economics. In a number of articles on unemployment in OECD

countries, he argued that the common increase in unemployment experienced

by the OECD countries between 1970 and the mid 1990s suggested a com-

mon explanation, over and above particular national circumstances. Rejecting

as satisfactory explanations both the common experience of technological

change (notably, the impact of modern information technology) and of com-

petition from the Third World, he focused attention instead on the fundamental

change in financial organisation that followed the collapse of the Bretton

Woods system at the beginning of the 1970s. The floating of exchange rates

effectively privatized foreign exchange risk. The subsequent liberalization of

international and domestic financial markets was then necessary to provide

opportunities to hedge that risk. This liberalization resulted in the huge scale

of financial flows characteristic of today’s markets. This in turn produced

financial volatility, contagion and recurrent financial crises in developed and

developing countries. This new financial environment induced an increase in

risk aversion in both private and public sectors, manifest in the private sector

in lower investment, and in the public sector in a change in the dominant
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financial stability. It is this experience and reaction throughout the OECD

that is a major component, Eatwell argued, of the common fall in growth

rates and of the common increase in unemployment.

Eatwell supplemented this work on the explanation of higher employment

by using Joan Robinson’s concept of disguised unemployment (1937) to ex-

plain differences in the increase in unemployment between OECD countries.

Following on the dominant role which international liberalization plays in

Eatwell’s explanation of changing OECD economic trends, he has developed

new analyses of systemic risk and financial regulation. He argues that sys-

temic risk is an externality with macroeconomic implications. Accordingly,

not only do financial markets mis-price, but also the full evaluation of risk is

extremely difficult because of the discontinuities inherent in macroeconomic

effects. Failure of a financial institution can have an impact on the expected

value of financial assets, therefore on their current valuations and rates of

return. The scale and speed of the revaluation of assets that can be brought

about by exchange rate variations compound the systemic risk. In Global

Finance at Risk (2000), written with Lance Taylor. Eatwell uses these charac-

teristically Keynesian propositions in studying the roles and powers of

regulatory institutions and in developing proposals for international regula-

tory reform.

Eatwell has also made a contribution to the debate on the transformation of

the economies of central and eastern Europe. In a series of books co-authored

with Michael Ellman, Mats Karlsson, Mario Nuti and Judith Shapiro, he

argued that the simplistic, but widely held belief that ‘the market’ would

bring about the transformation quickly and efficiently has no foundation in

either economic theory or economic history. He stressed the importance of

developing the institutions and values of ‘civil society’ as a framework within

which a modern social market economy might prosper. This requires the

enormously difficult task of developing a new role for the state, in an envi-

ronment where, for historical reasons, the state is seen as the problem, not the

solution.
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Alfred EICHNER (1937–1988) Philip Arestis

Alfred Eichner was a leading figure of the post-Keynesian/institutionalist

school of thought in economics. Most of his academic life was devoted

singlemindedly to the formulation, construction, estimation and dissemina-

tion of a comprehensive theoretical framework. This he hoped, would be

encompassing enough to encapsulate most, if not all, theoretical strands

within the post-Keynesian/institutionalist tradition of economic thought.

Eichner was born in Washington, DC in 1937. He spent his undergraduate

years at Columbia University under the guidance of Professor Eli Ginsberg,

who became his mentor. This was an important ingredient in Eichner’s intel-

lectual development since Ginsberg had been a student of Wesley C. Mitchell

and John Maurice Clark, influential institutionalists. Eichner was, therefore,

introduced to non-conventional thinking at a very early stage in his academic

career. Ginsberg’s influence must have been deeply ingrained in Alfred, for

he remained a staunch ‘dissenting’ economist for the rest of his short life. He

received his A.B. in 1958 and his Ph.D. in 1966, also from Columbia. His

training was not just in institutional economics, but also in economic history;

during these years he collaborated with Ginsberg on economic history of 164 Alfred EICHNER

 

black Americans in a book entitled The Troublesome Presence: The American

Democracy and the Negro (1964).

Eichner was first appointed as Senior Research Associate at Columbia but

later, in 1961, became Professor of Human Resources. For the next ten years

he was heavily involved in a research project on the Conservation of Human

Resources. This involvement and collaboration continued even after he had

left Columbia, lasting until 1979. In 1971 he moved to the State University of

New York at Purchase as Professor of Economics and Chair of the Depart-

ment. Very active still with both teaching and research, he initiated and

helped to form the Center for Economic and Anthopogenic Research (CEAR)

which he directed from 1979. In 1980 he was appointed Professor of Eco-

nomics at Rutgers University, a position he held until his death on 10 February

1988.

It is very important to note at this juncture the remarkable rapport Eichner

managed to develop and nourish with his students. Unassuming and support-

ive, he was always available to see them, advise them, comment on their

essays and, most important of all, invite and respect their criticisms. Eichner

was a very gifted, articulate and thoughtful teacher, always deeply and genu-

inely concerned with the intellectual welfare of his students. This is an aspect

of his academic work that cannot be overemphasized.

His major works include The Emergence of Oligopoly: Sugar Refining as a

Case Study (1969); The Megacorp and Oligopoly: Micro Foundations of

Macro Dynamics (1976); Controlling Social Expenditures: The Search for

Output Measures, with Charles Brecher (1979); and his most comprehensive

work, albeit unfinished in parts, The Macrodynamics of Advanced Market

Economies (1988). Furthermore, A Guide to Post-Keynesian Economics (1978)

and Why Economics is Not Yet a Science (1983) are two volumes of essays by

institutionalists and post-Keynesians which he edited. Towards a New Eco-

nomics  (1985), another volume which he edited, comprised essays both

published and unpublished. His essay with J. Kregel in the Journal of Eco-

nomic Literature (1975) is an important contribution to the development of

post-Keynesian economics.

Professor Eichner was a member of the editorial board of the Journal of

Post Keynesian Economics and my co-editor of the Thames Papers in Politi-

cal Economy, a position he cherished and worked on very hard, not just in

terms of the routine tasks of an editor but, more importantly, in terms of

promoting this journal throughout the world.

Eichner’s early exposure to institutional economics must have helped him

enormously to formulate his post-Keynesian ideas for he believed that the

latter was a constructive outcome of the institutionalist critique against main-

stream neoclassical economics. There is absolutely no doubt that Eichner was

one of the protagonists of the ‘younger’ generation of post-Keynesians. But
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unlike many, if not all, of his contemporaries, the type of post-Keynesianism

he worked so hard for was encompassing. He strived, especially later in his

life, to demonstrate that not only was it desirable, but indeed possible, to

orchestrate the possibility of what Geoff Harcourt and Omar Hamouda de-

scribe in a paper in the Bulletin of Economic Research (1989), ‘From Critique

to Coherence’: that post-Keynesian economics had passed the state of cri-

tique and entered the stage of coherence (see Arestis, 1996, where this

proposition is taken a step further). Before he attempted to demonstrate this

all-important aspect of post-Keynesian economics, Eichner’s work had in-

volved two other no less important ingredients. The first chronologically was

the microeconomic core of post-Keynesian economics, and the second a

methodological attack on neoclassical economics along with a study of the

methodological foundations of post-Keynesianism.

Eichner firmly believed and supported the view that, to use his own words,

‘it is possible to place economics on a solid empirical foundation’. Not surpris-

ingly one of his first major contributions, The Megacorp and Oligopoly: Micro

Foundations of Macro Dynamics, demonstrated that industrial capitalist econo-

mies are characterized by ‘megacorps’ whose behaviour is distinctly different

from that of the atomistic firms of the neoclassical paradigm. In particular, the

pricing decisions of oligopolistic firms are firmly based on the notion of mark-

up over unit costs. This particular contribution was supplemented by the further

hypothesis that the size of the mark-up is predominantly determined by the

financial needs of firms to finance investment. Clearly, the objective of the

mark-up is the creation of a discretionary investible surplus, a proposition

which follows from the empirical observation that megacorps generally finance

a high proportion of their investment programmes from undistributed profits.

Eichner utilized the novel concept of ‘corporate levy’ (the amount of funds

megacorps are able to generate from internal sources to finance investment

expenditure) as determined by the demand for and supply of additional

investment funds. The manipulation of the corporate levy by oligopolists is

constrained by three factors: the substitution factor (possible loss in the

oligopolists’ share of the market to competing goods); the entry factor (po-

tential loss to new entrants in the market); and the threat of governmental

intervention (such as nationalization, price controls and so on). In this way

the possibility of both internal and external financing was alluded to. A

determinate solution to pricing was then established which was firmly linked

to distribution and capital accumulation.

The other important implication of this analysis was that it provided a firm

theoretical microfoundation to macroeconomics. This was done in a way

which precluded the necessity of having to distinguish sharply between micro-

economics and macroeconomics. By contrast, in the mainstream of the
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microeconomic theory clothed with macro-Keynesian theoretical principles –

from which ensued the very well-known theoretical incompatibility of tradi-

tional economics. This was referred to by Eichner as the ‘fallacy of

composition’ – the fallacy here being that wholes can be considered as the

sum of parts. More concretely, the neoclassical aggregation of microunits to

arrive at macrorelationships implies the erroneous conclusion that proposi-

tions postulated at the macrolevel necessarily conform with the assumptions

made at the microlevel.

The methodological part of Eichner’s contribution to post-Keynesian eco-

nomics begins with a critique of the reliance of neoclassical economics on

the mechanistic view of the universe inspired by Newton’s Principia. In

neoclassical economics the individual economic actor is the analogue of the

atom  of Newtonian mechanics. ‘Reality’ is perceived as the interaction of

individual economic agents whose natures are invariable and permanent, the

implication being that society can be explained in terms of individual eco-

nomic agents and not the other way round (as it should be in Eichner’s view).

When economics is viewed in this atomistic way it becomes the study of how

to satisfy an unlimited number of needs through a limited number of re-

sources. From this the logical proposition follows that effects can be

distinguished from causes and that the causal link runs from the latter to the

former.

Eichner totally rejected this methodological approach to the study of real

economic phenomena and proposed instead the cybernetic or systems ap-

proach to the understanding of real economic life. This philosophical

framework, which incidentally encompasses Newtonian mechanics and

Hegelian dialectics as special cases, is the most general approach available to

economists and other social scientists. The economy is composed of subsys-

tems which respond to impacts from the environment but also influence it

dynamically. The subject matter of economics in this view is the study of how

an economic system expands over time, not only by reproducing itself but

also by creating and distributing a social surplus. When the economic system

is viewed in this dynamic way and as part of several major societal systems, a

truly ‘social sciences’ approach to the study of economics is possible. But

even when the economic system is looked at in isolation, the principle of the

cybernetics methodology is still applicable in that it is analysed in terms of

input, output and feedback. Eichner argued that when the study of economics

is couched in this particular way, it really is very close to the classical

paradigm. This is so, in his view, because of the emphasis placed upon social

relations, the distribution of income and the dynamics embedded in the

analysis of an economy that grows, and changes, over time.

Eichner utilized this methodological framework to show that neoclassical

economics cannot be said to be a science. For it fails to pass the usual
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epistemological tests: the test of coherence (whether there is internal consist-

ency in terms of the theory’s conclusions and assumptions); that of

correspondence (which tests whether the conclusions arrived at in the theo-

retical framework under scrutiny conform with actual economic phenomena);

of comprehensiveness (whether the theory takes on board and deals with all

the available facts pertaining to the phenomenon under consideration); and

the test of parsimony (which attempts to establish whether the theory con-

tains superfluous elements which could be dropped without damaging the

credibility of the theory). To demonstrate, Eichner identifies the key features

of neoclassical economics as being indifference curves, isoquants, positively

sloped supply curves, marginal physical product curves, the IS/LM model

and the Phillips curve. These features, the cornerstone of neoclassical eco-

nomics, have yet to be empirically validated by economists in Eichner’s view.

In addition, they fail the criteria just referred to. Indifference curves and

isoquants cannot be derived empirically; they thus fail the correspondence

and parsimony tests. Supply curves do not slope positively since constant or

increasing returns to scale prevail, and also industrial firms are price setters,

not price takers. Consequently, the contention that supply curves slope up-

wards fails the coherence and comprehensiveness tests. Marginal physical

product curves assume variable technical coefficients when the evidence

points to fixed technical coefficients. Furthermore, given the proposition that

the ‘marginal productivity of capital’ is indeterminate, it follows that this

theoretical construct fails the correspondence test. Similarly for the IS/LM

framework and the Phillips curve, which do not appear to have much empiri-

cal substance.

Eichner’s post-Keynesianism purports to avoid the methodological prob-

lems of traditional economics. In doing so, he aims to base economics firmly

on reality and thus complete the aborted revolution as initiated by Keynes.

His economic theory, therefore, attempts to explain how a real economic

system with advanced institutions operates. Clearly, if economics is to be

viewed in this way, there are certain prerequisites which must be met. First,

variables must be observable. Second, the theory that applies to the microlevel

should be consistent with the theory that is more relevant to the macrolevel.

Third, the theoretical framework must be comprehensive and coherent enough

to encompass all the essential features of the economic system and also

represent the behaviour of the institutions that characterize modern advanced

market economies. These institutions are, first and foremost, the megacorps

referred to above. There is also the neoclassical proprietorship which is the

representative firm of the non-oligopolistic sectors of the economy. Both the

megacorp and the neoclassical firm constitute the production subsystem of

the economy. There exist strong trade unions who bargain on behalf of their

members with employers over wages and working conditions. A government 168 Alfred EICHNER

 

sector that is committed to counter-cyclical economic policies to stabilize an

essentially unstable economic system. In performing this function the gov-

ernment through the Central Bank is able to create money, although total

money supply is largely credit money created by the actions of private eco-

nomic agents including the banking system.

Finally, the operation of the international economy is also taken on board

with all its concomitant institutional paraphernalia. All these ingredients

were very important to the theme which Eichner was working on just before

his death, epitomized in his most comprehensive work (though unfinished in

parts)  The Macrodynamics of Advanced Market Economies. In this work,

Eichner is concerned with cyclical fluctuations or deviations from empiri-

cally estimated secular trends. Cyclical behaviour and secular growth must

proceed hand-in-hand; they are interdependent and, indeed, the two together

constitute the economy’s macrodynamic behaviour. Essentially he attempts

to encompass both short-run and long-run analysis in a coherent macroeco-

nomic model. Since short-term and long-term issues are viewed as dominant,

both should be taken on board in any serious study of the economy. At the

stage of the model’s development where Eichner left it, it was the short-run

analysis which had received more attention, with the long-run developments

derived by fitting a trend line to the data on relevant economic variables.

Thus, along with all other post-Keynesian and institutionalist economists,

Eichner adopted the view that cycles are an endogenous process in an eco-

nomic environment characterized by instabilities; random shocks exacerbate

cycles but they are never the cause of them. The future is uncertain with

production needing and taking time, while the financial system is continually

subjected to speculative excesses. These characteristics cannot be accounted

for unless the institutional and structural developments of economies are

encapsulated in any serious attempt to model economic phenomena. Epito-

mizing this approach, therefore, is its emphasis on institutions as they evolve

through time and as they differ from economy to economy, and its detailed

analysis of structural changes to modern capitalism.

Eichner’s model is based on a number of theories: a theory of aggregate

demand; a theory of production; a theory of growth and distribution; a theory

of prices, pricing and wage inflation; and a theory of money, credit and

finance. Furthermore, the model is conveniently divided into five interacting

blocks.

Block I explains the rate of growth of discretionary expenditures (ex-

penditure on durables plus investment expenditure) for each of the sectors

in the economy, both in real terms and in nominal terms. Discretionary

expenditure in real terms is related to disposable income, the ratio of

discretionary expenditure to discretionary funds, the rate of interest, and a

number of exogenous and policy variables. This block reflects the theory of
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aggregate demand behaviour encapsulating both household and investment

attitudes.

Block II determines the rate of growth of output and employment. The

analysis here is based on the Leontief model where the assumption of fixed

technical coefficients is alluded to. Two implications follow. First, the rate of

growth of output is influenced by discretionary expenditure in real terms, and

the ratio of discretionary expenditure to discretionary funds. The second

implication is that employment is essentially a function of output growth and

an exogenously-determined rate of growth of government-supported employ-

ment.

Block III explains the ratio of discretionary expenditure to discretionary

funds. With discretionary expenditure identified in Block I, this block is

essentially concerned with the determination of discretionary funds of each

sector in the economy – in effect, encapsulating the theory of income distri-

bution. It ought to be emphasized that central to the analysis thus far is the

role of capital accumulation which determines not just the cyclical behaviour

of the economy but also the secular growth of the economy and distribution.

The greater the rate of capital accumulation, the more intense the pace of

economic growth and the higher the relative share of income going to profits

(given the rate of capacity utilization). In this block, the cyclical movement

of discretionary funds of the various sectors is hypothesized to depend on

income, prices, nominal wages and taxes. The latter two are taken as

exogenously determined: taxes as set by the government, and nominal wages

by socio-political factors such as collective bargaining.

The price variable is determined in Block IV. A mark-up pricing model is

postulated, where the growth of prices is made a function of unit labour cost,

unit material cost and taxes. With taxes and unit material costs being treated

as exogenous, unit labour costs are viewed as the difference between the

exogenously determined wages and labour productivity (itself related to

discretionary expenditure).

Finally, there is a comprehensive credit sector in the model – Block V. The

degree of liquidity pressure and interest rates are the strategic credit sector

variables. The degree of liquidity pressure variable is governed by the de-

mand for short-term loans (namely bank lending to the public) relative to the

lending capacity of commercial banks (namely bank deposits). They are both

endogenous variables determined by income, rate of interest and the discre-

tionary expenditure/discretionary funds ratio. ‘Market’ interest rates are

fundamentally determined by the degree of liquidity pressure variable, the

discount rate and other exogenous variables (such as open market operations,

for example). The degree of liquidity pressure is, in fact, the supreme finan-

cial determinant of discretionary expenditures, and thus real output and

employment. It also partially influences interest rates, which are also ex-170 Alfred EICHNER

 

pected to have some influence on discretionary expenditure. The availability

effect is thus expected to be considerably greater than that of interest rates.

This way of modelling the economy does have certain crucial policy impli-

cations. Most importantly, monetary and fiscal policies cannot be trusted to

cure inflation; when combined for that purpose they lead to stagflation. It is

incomes policy instead that should be adopted and implemented to sustain

healthy and non-inflationary growth paths. But it is not the kind of incomes

policy implemented in the 1960s and 1970s, in the UK for example, which is

designed to hold down money wages. That was unacceptable to Eichner. An

incomes policy should not be imposed. It should gain acceptance by all

economic classes (workers and capitalists) and should apply to all forms of

income, dividends, rents as well as money wages. It ought to be a ‘Social

Contract’ more in the Swedish mould rather than the type adopted by any

other western social-democratic government.

This type of analysis cannot be sustained without appropriate empirical

backing. Eichner did provide substantial evidence on all five blocks summa-

rized above. What he sadly did not have time to do, though, was to bring all

five empirically estimated blocks together to provide a full post-Keynesian/

institutionalist model of the US economy. This was done, albeit after his

death, in Arestis (1989b) where it is shown that a comprehensive empirical

post-Keynesian model can exist as a coherent whole.
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Ben FINE (born 1948)

I was born in Coventry in 1948, the fourth son of six – five years after me, my

parents’ last try for a girl yielded twin sons. On my birth certificate, my

father’s profession is listed as timberyard worker. His enduring desire to be a

research mathematician had been permanently frustrated by a breakdown

during the war. My mother, despite a degree in history, was confined to

housewife until her early death in 1967, although she successfully struggled

to be involved in local labour party politics against the constraints imposed

by her domestic duties and her husband’s disapproval of her not being other-

wise confined to the house. As a household, we were unimaginably poor by

today’s material standards but, by the same token, equally wealthy in ‘hu-

man’, especially mathematical, capital. Essentially, five of the six sons followed

their father in studying maths at Oxford, the sixth black sheep ultimately

descending to the pursuit of archaeology.

I had taken my O-levels at fourteen, my A-levels (double maths and phys-

ics) at sixteen (both at a grammar school), and finished my degree in maths at

20 in 1969. At that time, I felt I had reached my limit in maths and did not

wish to study it any more. My experience of casual work in industry had

convinced me that British management needed skills and logic. I applied to

US business schools but with little success, no doubt justifiably in view of my

naivety. I was, however, recruited by Jim Mirrlees to study economics at

Oxford on a two-year ESRC scholarship. He had a mission of converting

mathematicians into economists. I am not sure whether he would consider he

had been successful in my case. What it did do was to elevate me immedi-

ately into the hot-house of mathematical economics. Within weeks of starting

economics. I was already discussing the latest research papers with the likes

of Mirrlees and Nick Stern.

One consequence was to introduce me to social choice theory. I spotted

ways of formalizing the problem mathematically that were original. This

ultimately led me to write a Ph.D. at LSE on the topic as well as to publish a

number of articles in ‘reputable’ journals. I was supervised by Amartya Sen

and examined by Frank Hahn. My career as an established mathematical

economist was secure. But I had already rejected it and had only completed

my Ph.D. on the excellent advice of Bertie Hines – on the grounds that it

would allow me to do what I wanted once out of the way.

Politically, I had always been on the ‘left’ but both intellectually preco-

cious and painfully shy (a dreadful combination in leading some to believe

you to be arrogant and insensitive when you do manage to engage). Reason

and principle (equality, democracy, participation, and so on) have always

dominated my outlook at the expense of prejudice (good) and emotion (bad).

I had been a humanist whilst still at school, as well as a young socialist

within the Labour Party until our local parliamentary candidate refused to
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discuss issues with us, merely wanting us to serve as campaigning fodder on

his behalf. From that time on, I have steered clear of membership of the

Labour Party, joining the Communist Party in the mid-1970s as a compro-

mise between pragmatism and principle. I was more to the left than the Party

and attracted by the intellectual contributions of Trotsky but considered the

British Trotskyist Parties to be hopelessly sectarian and ineffective.

In the late 1960s, almost everybody was on the left at Oxford. It was taken

for granted, like pop music, sexual revolution and opposition to the war in

Vietnam. Unfortunately, I only fully participated in the last of these, and

sport. I realised in retrospect, however, that intellectual and political compla-

cency around most issues meant that they were rarely deeply discussed. Only

when I went to LSE in 1972 to start my Ph.D. did I seriously address political

issues myself. There, following the peaks of 1968, the student movement was

moribund as was the institution intellectually from my perspective. I had

little to learn from economists such as Bauer, Yamey and Wiles (given a

growing interest in eastern Europe and development); most postgraduates

were sausage meat for an M.Sc. in Economics, and I had already done a two

year post-graduate course in economics at Oxford. Leaving aside the library,

the one bright spot was the politics seminar run by Ralph Miliband. For the

first time, I simply sat and read voraciously on everything of interest to me,

not least the classics of Marxism.

Fortunately, after my one remaining year of postgraduate funding from the

ESRC, I accepted a job, starting in 1972, at the newly formed economics

department at Birkbeck College, University of London. We were given a year

in which to set up the department, and my reading could continue apace,

focusing on Marx’s Capital. I was bewitched, not least because of the realism

of the analysis in sharp contrast to the nonsense of mainstream economics for

which the mathematical and statistical techniques held no fears nor authority

for me. Until the end of the decade, I was heavily involved in understanding,

debating and promoting Marxist political economy.

The intellectual environment was highly conducive to such activity. Stag-

flation had discredited orthodoxy, the social sciences were more radical than

ever before, and heterodox economics prospered. Closer to home, the new

Birkbeck Department was committed to presenting political economy as well

as the orthodoxy to its students. These were predominantly part-time and

taught in the evening, in conformity to Birkbeck’s mission of serving those

not gaining university education through the normal route. This had attracted

me to Birkbeck in the first place, instead of LSE where I had been offered a

job on the strength of my mathematical economics and despite my uncon-

cealed contempt for orthodoxy. I had, then, a number of sympathetic colleagues

at Birkbeck. In addition, the Conference of Socialist Economists and its
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with groups of us holding discussions, producing the journal, and servicing

the membership in a genuinely collective manner.

I was able to teach and do research in Marx’s political economy well into

the 1980s, with the two activities reinforcing one another. My first book on

Marx’s Capital, published in 1975 and translated into a number of languages,

came out of a course on theories of distribution. It has sold far more than all

my other books put together. Debates over Marx’s political economy, and the

contest with Sraffianism, neo-Ricardianism and fundamentalism, ultimately

led to the publication of Rereading ‘Capital’. My co-author was Laurence

Harris who was an invaluable collaborator at this time, responsible for high-

lighting the distinction between the organic and value compositions of capital,

which has continued to prove crucial in my work in itself as well as in its

more generally symbolizing the irreducible necessity of analysis based on

dialectics or interacting and contradictory tendencies. Unfortunately, he was

also responsible for the heavily Althusserian tone of the book, which I now

find both embarrassing and obfuscating. We did, however, review the major

issues such as value theory, transformation problem, falling rate of profit,

unproductive labour, the state and internationalization, critically assessing

and demarcating others as well as establishing a position of our own. Hope-

fully, subsequent contributions on these issues have clarified the substance,

although there is a desperate need for a rereading to reflect later literature and

to address the needs of a very different and more sceptical audience of today

when it comes to Marx and political economy.

In contrast to other schools, my work on value theory is based on the

notion that value is created by labour in production but is subject to a

complex set of processes, structures and relations prior to its contradictory

and dynamic realisation in exchange. Key methodological elements are to

ensure that theoretical abstractions are not invented for convenience (for

example organized around equilibrium) but correspond to the movement of

the economy itself. In addition, concepts deployed must be logically devel-

oped in relation to one another and in moving from the more abstract to the

more concrete levels of analysis.

The interaction between my teaching and research allowed a number of

books to emerge, based on my teaching (Fine, 1980, 1982; and Fine and

Murfin, 1984), each criticizing the orthodoxy and offering alternatives.

Laurence and my dissatisfaction with the left Keynesianism approach to

current economic developments and state policy (wages are either too high

for capital for distributional reasons or too low for effective demand) led us to

examine the British economy in terms of the restructuring of capital, and the

absence of what would now be termed a developmental state. Specifically,

ultimately leading to Fine and Harris (1985), we focused on the economy’s

traditional weaknesses, namely the predominance of finance and internation-
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alization over domestic industry, and the lack of coherent industrial policy in

view of global and financial interests and the weakness of the labour move-

ment in influencing policy.

In the late 1970s, I had also embarked upon research on the British coal

industry for the interwar period, funded by the ESRC. The rationale was to

unravel the origins of state industrial intervention in a sector where it was,

and continued to be, both extensive and highly politicized. I was drawn

unexpectedly into a study of the role of landed property (which remained

separate from the mines until nationalized in 1938 by a Conservative govern-

ment!) as an obstacle to the accumulation of capital. Drawing on a proper

understanding of Marx’s theory of rent, I found that landed property could

obstruct rationalization and mechanization, subject to the evolving conditions

between capital and land as the former is accumulated.

Subsequently, a study funded by Leverhulme examined the industry under

nationalization. I then participated in preparing case studies on behalf of the

NUM in its struggle against closures, as well as closely following and criti-

cizing the privatization programme of the Thatcher governments. All of this

research was brought together in Fine (1990). Some eighteen years before,

during the first miners’ strike, I had been picketing Battersea Power Station

by night in order to be able to read in the day!

Work on the coal industry is indicative of a more general drift away from

value analysis and its theoretical implications to empirical and policy work

based upon it. Prior to its abolition by the Thatcher government, I worked on

half-time (two full-time jobs for the price of one?) secondment at the Greater

London Council’s Department of Industry and Employment (or GLCSE as I

called it) under Robin Murray. I helped to bring the two major strategy

documents to publication (GLC, 1985, 1986) and, there, first confronted and

unsuccessfully sought and fought to see off the horrendous flec-spec school.

The true story of the GLC’s industrial interventions on this basis has yet to be

told, but I am willing to spill the beans for the price of a pint. With the cloud

of abolition hanging over it, policies could be invented, secure in the knowl-

edge that they need never be implemented, and self-criticism was precluded

by the often futile attempt to hold the GLC’s functions together. The GLC

provided a particularly striking lesson to me of the power of politics over

policy both within the GLC and, more obviously, externally. It also illustrated

the extent to which ideology and politics changes amongst those who come

to power.

In the mid-1980s, as a result of my work on the coal industry, I was asked

to provide an assessment of the mining industries in South Africa for the

ANC. This initiated a period of involvement in research and policy for South

Africa that continues today. Research on the South African economy and its

minerals–energy complex was funded by the ESRC, leading to a host of 176 Ben FINE

 

publications, especially contributions to MERG (1993a) and Fine and Rustomjee

(1997b). Whilst rejecting the general applicability of notions such as the

military–industrial complex, I have argued that the South African economy is

based on such a complex around minerals and energy which has dominated

the accumulation process through a number of different phases despite shift-

ing political conditions. The same applies today. Much more even than for

the GLC, those who were in intellectual opposition to apartheid on a sound

basis in political economy, have become seduced by the imperatives of in-

creasingly conservative governmental positions. The key question of economic

and political power is not being addressed despite South Africa being domi-

nated by a handful of domestic conglomerates. Instead, mainstream approaches

are being adopted to economic policy, including conservative stances on most

issues, as if the lessons to be learnt from apartheid as a system of power have

been forgotten. My interest in South Africa led me to move to the School of

Oriental and African Studies, geographically a short walk across Tottenham

Court Road but analytically a million miles away as Birkbeck unimagina-

tively embraced financial economics and SOAS grew apace in its commitment

to political economy and development.

Meanwhile, in the late 1980s, I had by accident (assessing a candidate for a

job) become interested in the acquisition of consumer durables (and applica-

tion of techniques derived from social choice theory, with durables ranked

like alternative states of the world). I undertook a research project, funded by

the Leverhulme, on the relationship between consumer durables and female

labour market participation. This opened up two new fields of research – in

consumption and in labour markets. I have been highly active over the last

decade in these, especially the former, with the Leverhulme project giving

way to one on food, funded by the ESRC, as part of its research programme

on the UK Nation’s Diet. As a result, I have become interested in a range of

issues as diverse as the political economy of eating disorders and the role of

Wedgwood pottery (and consumerism) in the industrial revolution. More

generally, I have (co-)authored books on consumption, food, food policy,

women’s employment and labour market analysis.

For consumption, including food, I have argued that it is necessary to

undertake ‘vertical’, interdisciplinary analysis – ones that trace provision

from production through to consumption for particular goods (to use the

vernacular, specifying the contradiction between exchange and use value at

the most complex level). This contrasts with the more common horizontal

approach, confined within disciplines, which applies one or more ideas across

all consumption goods in a general theory, whether it be in the form of

emulation and distinction, ritual, status, or utility maximization.

For labour markets, my main conclusion is that these must be seen as each

being structured differently rather than simultaneously. Once again, this in-
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sight can be tied to abstract categories in terms of the more complex unravel-

ling of the two aspects of the value of labour power (how the workforce is

differentiated and reproduced both through payment of variable capital and in

consumption relations). This contrasts with the underdeveloped treatment of

the value of labour power which merely sees it as fixed bundles of goods,

otherwise unattached either to differentiation or to reproduction.

This more or less brings my intellectual biography up to date. The latest

work has been heavily marked by strong foundations within political economy

but also by an equally firm commitment to address the issues fully from

across the social sciences as a whole. Currently, however, the piecemeal but

extensive confrontation I have experienced with the non-economic social

sciences has led me to hypothesize that economics is now undergoing a major

change. More exactly, there is a revolution under way around economics even

though its analytical core and research vanguard remains as esoteric and

technically demanding as ever. Economics is colonizing the other social

sciences in the form of a whole set of initiatives as in the new household

economics, the new institutional economics, the new growth theory, the new

political economy, and so on. It is doing so by incorporating what were

previously construed as non-economic variables, to be taken as given as in

underlying preferences or technology. In part, the revolution proceeds by

simply extending the range of traditional optimizing behaviour of individu-

als. It has also shown some novelty by deploying the economics of imperfect

and asymmetric information and transactions costs to explain how social

structures and institutions can arise on the basis of individual optimization.

This colonization is proceeding unevenly in depth and content across the

social sciences, not least because economics is so methodologically alien. It

advances by cloaking its methodological individualism in informal clothes,

most notably in the case of human capital which is now well accepted across

the social sciences as a whole in an entirely uncritical way. In addition,

having undergone the worst excesses of postmodernism, the social sciences

are strengthening their interest in material factors of which the economic

form a part. It follows that the coming period is one in which there is liable to

be a wide-ranging battle over the role of economic analysis in social science.

It is already apparent in the reaction against the neo-liberal consensus, not

least within the World Bank itself as it becomes more state-friendly, as well

as in the use of concepts such as globalization and flexibility, whose

fashionability is matched by lack of conceptual rigour. I have brought many

of these insights together in my latest critical assessment of social capital, the

most recent conceptual Wunderkind across the social sciences (Fine, 2001).

So much for the past, present and future. What lessons can be drawn from

this personal account? First, I have been extraordinarily privileged in the

opportunities open to me. My mathematics opened a place in economics to 178 Ben FINE

 

me in conditions that were both relatively conducive to the pursuit of political

economy and favourable in terms of providing funding for graduate study

and subsequent employment. Second, with the prospering of political economy,

and left-wing thought more generally, I was able to engage in collective

debate and activity, with numbers of others, with spin-offs to teaching, re-

search and broader political activity. Third, more specifically, I have been

most fortunate in the quality and qualities of students, colleagues and col-

laborators who, with the exception of Laurence Harris, have predominantly

remained committed to Marxist political economy even as conditions have

been ever less favourable to it.

These advantages are no longer available to the next generation of political

economists. I despair at the uniformity of economists and economics in the

UK, the marginalization and isolation of those who offer an alternative, and

the grinding down of those of the highest quality if they seek an alternative.

Strangely, those genuinely interested in the economy should no longer study

economics; and those who perceive the discipline in vocational terms have

long since revealed a preference for the blossoming courses in accountancy,

finance and business. Not surprisingly, economics is declining in popularity.

Should it be abandoned as a terrain of struggle by political economists,

especially in view of the growing contest around economics within other

social sciences? It is extremely difficult and demoralizing to teach the in-

creasingly technical material within economics and, then, move on in the

little time available to alternatives within political economy which expose the

extreme limitations of the mainstream. Possibly, economics will collapse

under the weight of its own esoteric irrelevance. For the moment, however, it

is necessary both to keep abreast with and challenge the orthodoxy as well as

to offer alternatives in ways which can be debated with it. It might be unfair

because we have to read them but they do not have to read us. But we have no

choice, and the promotion of political economy and the critical absorption of

mainstream are inextricably linked.

In this light, I offer the following principles to guide work in political

economy. It must be based on value analysis, in which the relations between

producers are successively reconstructed at more complex levels to incorpo-

rate production, distribution and exchange as well as the socioeconomic and

cultural. Such value analysis must itself be dynamic and reject equilibrium as

an organizing concept. Tendencies, or underlying forces, must be identified,

and their interaction examined in terms of complex outcomes rather than as a

simple balance between them. Whilst for capitalism, the class relation be-

tween capital and labour is basic, care must be taken to uncover how other

socioeconomic structures and practices are both reproduced and transformed.

Last, the limits of abstract analysis must be recognized and historically-

specific material incorporated appropriately, whether reflecting broad
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outcomes, such as the stages of capitalism, or more concrete aspects such as

country-specific relations between industry and finance or, more generally,

the balance of class or other forces.

 

Fine’s Major Writings

(1989), Marx’s ‘Capital’, London: Macmillan, third edition, originally published in 1975. (1979), Rereading ‘Capital’ (with L. Harris), London: Macmillan.

(1980), Economic Theory and Ideology, London: Edward Arnold.

(1982), Theories of the Capitalist Economy, London: Edward Arnold.

(1984), Macroeconomics and Monopoly Capitalism (with A. Murfin), Brighton: Wheatsheaf. (1986)  (ed.),  The Value Dimension: Marx versus Ricardo and Sraffa, London: Routledge and

Kegan Paul.

(1990), The Coal Question: Political Economy and Industrial Change from the Nineteenth

Century to the Present Day, London: Routledge.

(1992), Women’s Employment and the Capitalist Family, London: Routledge.

(1993a) (joint contributing ed.), MERG (Macroeconomic Research Group), Making Democracy

Work: A Framework for Macroeconomic Policy in South Africa, Cape Town: CDS.

(1993b), The World of Consumption (with E. Leopold), London: Routledge.

(1996),  Consumption in the Age of Affluence: The World of Food (with M. Heasman and J.

Wright), London: Routledge.

(1997a), ‘The New Revolution in Economics’, Capital and Class, no. 61, Spring, 143–8. (1997b),  South Africa’s Political Economy: From Minerals–Energy Complex to Industrialisa-

tion (with Z. Rustomjee), London: Hurst.

(1998a), Labour Market Theory: A Constructive Reassessment, London: Routledge. (1998b), The Political Economy of Diet, Health and Food Policy, London: Routledge. (2001), Social Capital versus Social Theory: Political Economy and Social Science at the Turn

of the Millennium, London: Routledge.

 

Other References

GLC (1985), The London Industrial Strategy, London: Greater London Council.

GLC (1986), The London Labour Plan, London: Greater London Council.

 

Duncan K. FOLEY (born 1942)

I was born in Columbus, Ohio, in 1942 and grew up living in and near

Philadelphia where I attended public grade schools, Central High School, and

Swarthmore College. When I was 12 years old my family began to attend

Quaker meetings. Quaker concerns for social justice and pacifism had a deep

effect on me, and I joined the Society of Friends, of which I am still a

member, as an adolescent.

I chose to major in mathematics at Swarthmore College, where I also had

my first contact with economics. William Brown’s exposition of Keynes’s

cross in the first semester of introductory economics ignited my interest in

the possibility of using mathematical models to explain aggregate social

phenomena. The second semester of the course on microeconomics appealed

less to my imagination. In general my reaction to the neoclassical theories of

the household and firm was critical and unconvinced (like that of many of my

own undergraduate students to this day). Joseph Conard, who taught me 180 Duncan K. FOLEY

 

Economic Theory, responded to my complaint that the theory of consumer

choice could not explain how people decided to buy candy from a candy

machine by suggesting that I learn neoclassical theory thoroughly before I

ventured to criticize it. This remark made a big impression on me.

When I graduated from Swarthmore in 1964 my only well-formed opinion

about my future was that I knew I did not want to be a college teacher. I was

interested in politics and foreign affairs, and applied to enter the US foreign

service, which contemplated accepting me despite the difficulties posed by

my pacifism. Personal considerations prompted me to delay entering the

foreign service for a year, and I elected to spend the time studying economics

at Yale  University.

I reacted negatively to much of the graduate programme in economics at

Yale. Herbert Scarf’s lucid and elegant lectures on mathematical economics,

however, made a lasting impression and constituted the bulk of my imperfect

education (or processing) in economics, since I had been exempted from the

first year of theory courses on the basis of my work at Swarthmore. I consid-

ered centring my thesis research on turnpike models with consumption or on

equilibrium with incomplete forward markets, but a paper I wrote for Scarf’s

course on equilibrium theory with public goods luckily developed rapidly

into a viable topic (‘Resource Allocation and the Public Sector’). In my thesis

I pointed out that the purely ordinal nature of preferences did not (as was

sometimes implied in the teaching of welfare economics) prevent the com-

parison of the well-being of different individuals. I proposed comparing two

individuals’ well-being by asking each to rank two consumption bundles in

her own ordering. If both insisted that her own bundle was superior, it seemed

sensible to say that the individual with the superior bundle was better off. If

no individual envied another’s bundle, an allocation might be regarded as not

unequal. Since this test depended only on ordinal comparisons, it was not

subject to the criticisms levelled at attempts to compare cardinal utilities.

I left Yale for a teaching job at MIT in 1966. I still had no serious intention

of pursuing a career as an academic economist. Yale had given me a Ph.D.

and revealed the power of modern mathematical methods in economics, but

had made little progress in imbuing me with the norms and values of the US

economics profession. For example, I did not have (and still do not have) a

proper field of interest, like public finance or money, as an economist.

MIT and its Economics department struck me as exciting but anxious

institutions. The faculty valued its excellent graduate students and instructed

and advised them with serious attention. Paul Samuelson and his protégé

Robert Solow had achieved enormous intellectual visibility and political

influence, setting a formidable and discouraging standard for us juniors.

Enormous pressure for rapid publication constantly threatened to reduce the

scope for risky, reflective or critical thought.
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My intellectual project was then (and still is) to find firm foundations for

the economic theories of money and macroeconomic stability. I had the great

good fortune to collaborate with Miguel Sidrauski in the early stages of this

project. Our book, Monetary and Fiscal Policy in a Growing Economy, ad-

dressed the issue of the determination of investment in the then-dominant

IS-LM framework. We showed that the IS-LM structure is incompatible with

a rigorous conception of an independent demand for investment. Our consist-

ent analysis of dynamic economic models with the methods of nonlinear

differential equations clarified the relations between stock and flow equilib-

rium in macroeconomic models; it also helped to prepare the way for the later

use of state-space modelling concepts in economic dynamics. This work

revealed difficulties in the project of basing a theory of macroeconomic

fluctuations on rigorous neoclassical foundations. We were able to introduce

money and financial assets only in an ad hoc manner, and our rigorous

treatment of stock-flow equilibrium seemed to rule out an autonomous role

for firms and firm investment decisions in this type of model.

My work over the next five years explored in more depth the problems of

time, uncertainty and money in the context of the neoclassical general equi-

librium model. ‘Economic Equilibrium with Costly Marketing’ considered

the problem of transaction costs and the existence of markets in the general

equilibrium model. Transaction costs rule out the existence of futures mar-

kets necessary to handle intertemporal decisions in the Arrow–Debreu

framework, without, unhappily, generating a concept of money or finance

within the theory. ‘Asset Management under Trading Uncertainty’ (with Mar-

tin Hellwig) began to explore the mathematics of dynamic economic models

of consumer choice, breaking away from the full insurance implicit in the

Arrow–Debreu framework. These lines of work seemed to me to point to a

fundamental inability of the Walrasian general equilibrium paradigm to ad-

dress problems of dynamics, stability and finance. I also came to feel that

these theoretical weaknesses were at the root of the unsatisfactory connection

between theory and measurement in economics. Econometric practice (at that

time) too often consisted of testing weak implications of neoclassical models

against even weaker alternatives. I found lacking any close connection be-

tween theoretical concept and operational measurement that informs the

physical sciences, as well as any confrontation of real alternative hypotheses

in empirical tests. These problems could be explained by basic structural

flaws in the Walrasian theory itself.

The years I spent at MIT pondering these problems were filled with the

turmoil of the war in Vietnam and political movements against the war, for

civil rights, and for social justice. These issues were particularly poignant for

a young economist like myself. Many brilliantly successful economists of the
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ice and political consultation. From 1966 on it became increasingly difficult

to persuade oneself that public service in the US would have any positive

effect on issues of poverty, social justice, civil rights or peace. A mainstream

career combining government service, political influence and scholarship

seemed instead likely to end up in support of repressive and violent policies

in poor foreign countries, and in the sale of these policies to the US elector-

ate. Efforts to transform society through government policy – the heritage of

the New Deal that heartened and motivated many economists of the previous

generation – were failing. Fierce opposition to economic and racial equality

limited the financial resources of these programmes, and political conflict

together with bureaucratic methods undercut their goals. I found myself more

often disagreeing with my colleagues about the educational direction of both

the department and the institution, and even about details of administration

involving hierarchy and gender. In an effort to reduce anxieties and achieve a

more open intellectual dialogue, I experimented with hierarchy by promising

the same ‘A’ grade to all the students in one first-year economic theory class.

But the anxieties reappeared because students knew that the purpose of first-

year courses was to sort them out and were sure that this would take place

some other way if there were no grade differences. I asked my department

chairman how large a reduction in pay I would have to take if I discharged all

my other duties except for grading the students. He explained to me that

grading was inseparable from the overall mission of the department, so that

the pay cut would have to be 100 per cent.

These years also made me dissatisfied with the substance of my teaching.

An economics that concentrated exclusively on the mathematics of individual

optimization and market interaction seemed disastrously cut off from the

debates of history, politics and philosophy. Problems of social organization

tended to be dealt with by economists through cost-benefit analysis, an appli-

cation of the Pareto criterion. This discourse was narrow and reductionist,

ignoring the role of institutions in human affairs, and of growth and change in

human beings themselves. When I reported my conclusion that the Pareto

criterion was irrelevant to real political debate to a senior colleague, he said

that if I really believed that I should get out of economics. (I later published

these opinions in ‘Problems vs Conflicts: Economic Theory and Ideology’.

Unfortunately the method of comparison of individual well-being I had pro-

posed in my thesis depended on the same static model of individual choice

and social interaction as the Pareto comparison, and was subject to the same

criticisms.) It was becoming increasingly apparent to me that the pressures at

MIT to occupy professional space (publishing in competitive journals, going

to conferences, influencing appointments at other institutions, getting grants,

giving grants, administering professional organizations and so forth) were

not conducive to a quiet and reflective resolution of these intellectual issues.
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In 1973 my wife took a job teaching Classics at Stanford University and I

followed her there as an Associate Professor without tenure in the Economics

department.

At Stanford I continued my work on stock-flow problems in macroeco-

nomics (published as ‘On Two Specifications of Asset Equilibrium in

Macroeconomic Models’). This paper posed the question of whether equilib-

rium is fundamentally to be thought of as a willingness of economic agents to

hold their wealth in the form of available existing assets, or as a material

balance between flow supplies of and demands for produced commodities.

With perfect foresight (or what was then coming to be called ‘rational expec-

tations’) these conceptions are equivalent, but in the absence of good

information about the future, the conceptions differ and lead to different

models.

One legacy of the political turmoil of the 1960s in the Stanford Economics

department was a group of able graduate students who were passionately

committed to the revival of Marxian economics in the curriculum. These

students had formed an unofficial seminar and were requesting that it be

recognized by the department and that a senior scholar be appointed to teach

Marxian and Sraffian economic theory. The level of intellectual discussion of

Marx in this seminar was high, due not least to the influence of Donald

Harris, then a Visiting Professor in the department, and of Bridget O’Laughlin,

an anthropologist interested in problems of economic development. This

seminar was one of the most interesting things to happen at Stanford at the

time, offering me the chance to learn something about Marxist and (as I

discovered) more broadly classical (Smithian, Ricardian and Sraffian) alter-

natives to Walrasian economics. I undertook a study of Marx, to see whether

he offered a coherent alternative approach to economics, and whether this

approach could address the problems of money and macroeconomic stability

that had gripped me.

It is very difficult for someone trained in modern Walrasian economics to

read Marx. His language is confusing, not so much because of entirely new

concepts, which one could learn afresh, but because of the appearance of

familiar concepts in a different theoretical and methodological structure.

Many Marxian formulations contain the treacherous possibility of being in-

terpreted consistently within a Walrasian framework, a context in which they

appear to be wrong or have a significance very different from what Marx

meant.

My study of Marx took several years, and was an important extension of my

education as an economist. (I later summarized it in Money, Accumulation and

Crisis, and Understanding Capital: Marx’s Economic Theory, books based on

courses I subsequently taught at Barnard College and Columbia University.)
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tradition Marx criticized, corrected and shaped to the needs of his class-based

politics. I concluded that there was a coherent and consistent economic theory

in Marx. The Marxian conception of the circuit of capital is an alternative to

Walrasian equilibrium as a conception of the economic system as a whole, and

addresses some important weaknesses of the Walrasian paradigm. The circuit

of capital is at root a dynamic, rather than static, conception of economic

interaction. Marx correctly accounts for the emergence of money simultane-

ously with the development of exchange and the commodity system, rather

than inserting money and finance into a barter economy, as many monetary

theorists do. Marx’s critique of Ricardo’s vision of the stationary state (on the

ground that the nature of capitalism is to overcome resource limitations through

technological change) establishes a rational basis for the theory of growth. The

Marxian theory of labour-power also correctly places demography on an eco-

nomic foundation. But there is in Marx no complete solution to my problems of

money and macroeconomic stability. Marx addresses only tentatively and in-

completely the problem of the articulation of the microeconomic and

macroeconomic aspects of the economy. The monetary theory of a commodity

standard money that he developed on the basis of Tooke’s work needs funda-

mental revision to address modern financial institutions and problems. His

accounts of the relation between credit and aggregate demand and of the

dynamics of capitalist crisis are suggestive of several lines of explanation, but

do not completely set out any one.

In 1975 the Stanford Economics department offered me reappointment on

terms (without tenure) that I judged were incompatible with carrying out

research. During the discussions that followed the department’s decision, I

found myself under pressure to define myself either as a Marxist or as a

neoclassical economist. I am afraid I was unable to satisfy either side. There

are many fundamental ideas in Marx that I agree with: the general approach

of historical materialism to the study of human societies; the insistence on the

importance of class divisions and exploitation in analysing social dynamics;

the links between money and social labour-time enunciated by Marx’s theory

of value; the circuit of capital; the centrality of technological change to

capitalist economic development; the critique of the commodity form as a

social organizing principle; and the analysis of social theory in terms of

ideological context, for example. But other parts of Marx’s discourse seem

off the track to me: his explanation of the evolution of workers’ standards of

living in capitalist development is self-contradictory; his account of revolu-

tionary change based on class conflict is inconsistent; and his presumptions

about the institutions of socialist economies seem naive to the point of irre-

sponsibility. I am a wholehearted advocate of abstraction and mathematization

as methods in economics (and I think Marx would have agreed with me, for

what that is worth). I would not find it any more appropriate to exclude
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Walrasian ideas from economics than to exclude classical ones (as US econo-

mists came perilously close to doing in this period).

I moved from Stanford to Barnard College of Columbia University (where

my wife is now Professor of Classics) in 1977. At Barnard, to my delight, I

found in the Economics department shaped by Deborah Milenkovitch a sup-

portive atmosphere that allowed me to pursue my research. I have worked on

the dynamical stability of the circuit of capital model with finance (for

example, ‘Liquidity-Profit Rate Cycles in a Capitalist Economy’ and ‘A Con-

tribution to the Theory of Business Cycles’). These models pursue the tradition

of Kaldor, Hicks and Goodwin in viewing the macroeconomy as locally

unstable because of accelerator effects on investment. This local instability is

limited by financial and liquidity effects, giving rise to limit cycle behaviour.

A collaboration with Peter Albin (starting with ‘Decentralized, Dispersed

Exchange Without an Auctioneer: A Simulation Study’) led to a study of the

emergent statistical properties of economics as complex systems (‘A Statisti-

cal Equilibrium Theory of Markets’), and a reconsideration of the role of

rationality in economic explanations. A collaboration with Thomas R. Michl

produced a study of the structural aspects of capitalist growth (Growth and

Distribution).

Since 1999 I have pursued these lines of research at the Graduate Faculty

of New School University.

To be a dissenting economist, I suppose, is to criticize the dominant eco-

nomic theories of a time and place. I do not believe that neoclassical economic

theory is a mature science established on firm philosophical and methodo-

logical principles. As a result I believe that it is necessary for economics

education and scholarly discourse to be more diverse than the dominant

opinion among US economists allows. When I see narrowness of theoretical

and methodological viewpoint and intolerance of critical positions threaten-

ing the intellectual integrity of economics, I dissent. But to the project of

achieving a scientific understanding of economic interactions, to the ques-

tions of economics, I say yes.
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Andre Gunder FRANK (born 1929)

I was born in 1929 in Berlin. My pacifist novelist father took me out of Nazi

Germany to Switzerland when I was four years old. In the 1950s, he wrote his

autobiography under the title Links wo das Herz Ist (translated as Heart on the

Left). We had gone on to the United States in 1940–41, where I went to Ann

Arbor High School and then to Swarthmore College. There, in part under my

father’s influence, I studied economics and became a Keynesian. In 1950, not

knowing what I was letting myself in for, I started a Ph.D. in economics at the

University of Chicago. I took Milton Friedman’s economic theory course and

passed my Ph.D. exams in economic theory and public finance with flying

colours. Despite that, I received a letter from the Chicago Economics depart-

ment advising me to leave because of my unsuitability or our ‘incompatibility’.

I went on to the University of Michigan and studied for a semester with

Kenneth Boulding and Richard Musgrave. I presented a paper on welfare

economics for Boulding, which proved that it is impossible to separate effi-

ciency in resource allocation from equity in income distribution. Boulding

gave me an ‘A+’. For my M.A. at Chicago, they had made me cut out the

heart of the argument and then gave me a ‘C’. Then I dropped out altogether.

I became a beatnic at the Vesuvius cafe in San Francisco’s North Beach

before Jack Kerouac arrived there On the Road.

I was introduced to ‘development’ and at the same time re-entered the

University of Chicago through the back door. This was the availability of a

research assistantship in Bert Hoselitz’s Research Center in Economic Devel-

opment and Cultural Change. In Bert’s absence on leave, the planner and

acting director Harvey Perloff hired me only to admit, to his dismay, that I

was ‘the most philosophical person’ he had ever met. He asked me critically

to evaluate the early World Bank reports on Ceylon, Nicaragua and Turkey,

which were sadly lacking, in my opinion.
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For reasons of financial circumstance, I then spent an interval at Chicago

working on the Soviet economy (in a research project whose final client was

the US Army Psychological Warfare Division!). As a result, I subsequently

wrote my Chicago economics Ph.D. dissertation on a comparison of produc-

tivity growth between agriculture and industry in the Soviet Ukraine (1958a).

In this thesis, I independently worked out the concepts and measures of

general productivity – later to be known as total productivity – and the

contribution of human capital and organization to economic growth. Accord-

ing to H.W. Arndt (1987, p. 62), the idea of human capital was ‘almost

single-handedly introduced into economics’ by the then chairman of the

Chicago Economics department, T.W. Schultz, who was subsequently awarded

the Nobel Prize.

It was this work of mine to which John Toye referred (1987, p. 104) when

he wrote: ‘the archetypical Western radicalized intellectual who at that time

[1970s] dominated development thinking was Andre Gunder Frank, the or-

thodox Chicago economist who abruptly became a Latin American

revolutionary figure’ (cf. Frank, 1958b and 1972). My ex-colleague and friend

at Michigan State, Paul Strassman, would later call me a ‘renegade’ from

Chicago economics.

Yet already at the University of Chicago, I spent more and more of my

time studying and associating with anthropologists. This helped me come to

the same conclusion as my friend Bert Hoselitz (but, I thought, independently

of him) that the determinant factors in economic development were really

social. Social change, therefore, seemed the key to both social and economic

development. I wrote about social conflict and favourably reviewed Albert

Hirschman’s Strategy of Economic Development in Bert Hoselitz’s journal.

A paper I presented at an anthropology conference was subsequently re-

printed in the business management text Studies in Managerial Process and

Organizational Behavior (Turner et al., 1972). I also said the same and more

at a State Department training seminar for visiting Third World technicians.

From this idea about social change it was but a short step (for me, if not for

others) to reach the conclusion that the most important real factors in devel-

opment are political. Since political change seemed difficult if not impossible

to achieve through reform, the obvious answer seemed to be political revolu-

tion. It became increasingly clear to me that all American (including my own)

development studies and thinking could not solve development problems.

Instead they were themselves really part of the problem, since they sought to

deny and obscure both the real problem and the real solution, which lay in

politics.

To find out more, I went to Cuba in 1960, soon after the revolution. I also

briefly looked at political change in Kwame Nkrumah’s Ghana (where I was

disappointed to find little) and in Seku Toure’s Guinea (where I mistakenly 188 Andre Gunder FRANK

 

thought that I had found more and better). Then I decided to be consequen-

tial: I quit my assistant professorship at Michigan State University (where I

had led an interdisciplinary development seminar and already complained

about MSU training police forces in South Vietnam – many years before this

CIA project would become a public scandal). I went to find out for myself –

from the ‘inside’ in the underdeveloped Third World. Since I decided I could

never become an African, I went to Latin America where acculturation seemed

less daunting.

In 1962, I left the US and went to Mexico, which led to my writing about

the ‘Janus faces’ of Mexican inequality. I saw internal colonialism there

instead of separate sectors in a ‘dual’ economy or society. In Venezuela, my

friend Hector Silva Michelena told me that I had written a Hamlet without

the Prince of Denmark of American imperialism. Then, via Peru and Bolivia,

I arrived in Chile. There, Marta Fuentes and I met, shared our concern for

social justice and married. We had two children with whom, as with each

other, we still speak Spanish. Upon marriage, we set off into the unknown,

beginning in Brazil.

This was the time of the Cuban revolution and President Kennedy’s re-

sponse through the reformist Alliance for Progress. At its Punta del Este

meeting, Che Guevara called the Alliance ‘the latrinization’ of Latin America.

These political issues of development put ECLA/CEPAL-type structuralism

on the political-economic agenda. They called for some land, tax, administra-

tive, educational, health (including latrines) and other reforms and/or social

development. However, this agenda was more theoretical than practical. I

welcomed any proposed reforms, but considered them insufficient if not

altogether unworkable. Moreover, many of the proposals were not designed

to overcome the political obstacles to reform, but to maintain them. So was

the military and police repression of popular demands, which I condemned. I

put my confidence in the Cuban way and socialism instead.

After the 1962–63 Sino-Soviet split and their lengthy document debates, I

also accepted the Chinese line on socialism, because it appeared more revolu-

tionary. The line and practice of the Soviet and Soviet-aligned Latin American

Communist parties were too reformist. In several publications, I argued that

in practice these ‘Communist’ policies were hardly distinguishable from

‘national bourgeois’ and ECLA/CEPAL reformism. The only substantial dif-

ference was that the former did, and the latter did not, refer to American

imperialism as an obstacle to development in Latin America and elsewhere in

the Third World.

In Brazil I wrote several ‘political’ articles which were critical of received

economic doctrine and even of reformist policy. One countered the claim of

the American ambassador in Brazil that US aid helped much, and of the

Brazilian ambassador in the US, that this aid helped little. I argued that the
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aid was really exploitation. The article, published in the Jornal do Brasil,

made a big political splash and brought me sudden fame. Another article on

foreign investment, ‘Mechanisms of Imperialism’, countered the gospel ac-

cording to which the Third World needed foreign investment and capital aid

because the principal obstacle to its development was its shortage of capital. I

countered this universally accepted supply-side theory with the essentially

Keynesian demand-side argument that the real economic obstacle was insuf-

ficient market demand for productive national investment. The same kind of

Keynesian and structuralist argument also underlay the policies of Brazilian

and other nationalists, like Celso Furtado, the founder of SUDENE who was

then Minister of Planning. I argued that his and others’ policies of structural

reform were insufficient to expand the internal market and generate develop-

ment.

I worked on my first three theoretical works in Brasilia and later in Rio,

where our first son was born in 1963. They were directed comprehensively

against development theory and policy derived from (or camouflaged by)

neoclassical and monetarist development theory; against Keynesian and struc-

turalist explanations; and against CEPAL/ECLA, Alliance for Progress, and

orthodox Marxist and Communist party theory, policy and praxis. I put them

all in the same sack. The reason was that, whatever their differences, they all

shared the view that underdevelopment was original or traditional. They all

posited that development would result from gradual reforms in dual econo-

mies/societies, in which the modern sector would expand and eliminate the

traditional one. In a word, I quarrelled with them more about their vision of

underdevelopment than about development itself. I did not then find it re-

markable that all also shared an essentially similar vision of capital

accumulation through industrial growth equals development. Because, so did

I! One of the subsequent critiques of my ‘paradigm change from Rostow to

Gunder Frank’ (as Aidan Foster-Carter called my writings on dependence)

was that I only turned orthodoxy on its head. Doing so evaded and rendered

impossible any other fundamental sideways critique and reformulation, which

I now regard as necessary.

The first of the three works argued against dualism. It went into battle

especially against the then left-right-and-centre dominant version according

to which Brazilian and Latin American (traditional) agriculture is feudal and

that therefore capitalist reform was in order. The second theoretical work in

1963 was a much farther ranging critique of received theories. It was revised

in 1965–66. After a dozen rejections, it was finally published in 1967 in the

student magazine Catalyst under the title ‘The Sociology of Development

and Underdevelopment’. The critique targeted the theories of all my former

friends at Chicago, like Bert Hoselitz and Manning Nash, as well as acquaint-

ances or not at MIT, like Rostow and McClelland. In particular, I rejected the 190 Andre Gunder FRANK

 

notion of ‘original’ underdevelopment, ‘traditional’ society and subsequent

‘stages of growth’, as well as development through neo-Parsonian social

pattern variables and neo-Weberian cultural and psychological change. I

found this new sociology of development to be ‘empirically invalid when

confronted with reality, theoretically inadequate in terms of its own classical

social scientific standards, and policy-wise ineffective for pursuing its sup-

posed intention of promoting the development of underdeveloped countries’

(reprinted in 1969, p. 21).

The third work in 1963 was an extension from the second in the same

manuscript. I sought to develop an alternative reading, interpretation and

theory of the development of underdevelopment. I saw it as the result of

dependence and, as the opposite side of the coin (turning things on their

head), of development within a single world capitalist system. All of these

ideas and terms were in the original 1963 manuscript, which was not pub-

lished until 1975 by Oxford University Press in India under the title On

Capitalist Underdevelopment. The 1963 manuscript began:

 

Underdevelopment is not just the lack of development. Before there was develop-ment there was no underdevelopment. … [They] are also related, both through the common historical process that they have shared during the past several centuries and through their mutual, that is reciprocal, influence that they have had, still have, and will continue to have, on each other throughout history. (1975, p. 1)

 

For me, the upshot of all these theoretical and political reflections – and

maybe of the unpleasant experiences in and with reformist institutions – was

that continued participation in the same world capitalist system could only

mean continued development of underdevelopment. That is, there would be

neither equity, nor efficiency, nor economic development. The political con-

clusions, therefore, were to de-link from the system externally and to transit

to self-reliant socialism internally (or some undefined international socialist

cooperation) in order to make in- or non-dependent economic development

possible. I hardly considered and left for crossing-that-bridge-when-we-came-

to-it how such post-revolutionary economic and social development would

then be promoted and organized, not to mention guaranteed. I also gave short

shrift to how the necessarily not so democratic (pre)revolutionary means

might or might not promote or even preclude the desirable post-revolutionary

end.

These early general ideas on dependent underdevelopment in the world as

a whole were my guides to a more specific analyses: ‘The Development of

Underdevelopment in Chile’ was written in that country in 1964. On a one-

month consultancy for the UN ECLA/CEPAL, I also discovered the urban

‘informal’ sector, which I called the ‘unstable sector’ (reprinted in 1969). My

wife and I then went to Mexico where, in 1965, our second son, Miguel, was
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born; I also wrote the second essay on ‘The Development of Underdevelop-

ment in Brazil’. The next year I wrote the more general ‘The Development of

Underdevelopment’, whose original title continued ‘… and the Underdevel-

opment of Development’. The essays on Chile and Brazil, along with some

others, became my first book Capitalism and Underdevelopment in Latin

America (1967). However, I had to pass literally untold trials and tribulations

before I was finally able to get it published in English in 1967, in French in

1968, and in Spanish only in 1970. The preface argued that ‘it will be

necessary instead scientifically to study the real process of world capitalist

development and underdevelopment’ and that ‘social science must be politi-

cal science’.

In Mexico also, I initiated three new departures. I was the first professor at

the National School of Economics of the National Autonomous University of

Mexico to dream up and teach a course on the economic (under)development

of Latin America. I was the first person (after persuading the editors of

Comercio Exterior, who had first rejected my ‘unorthodox’ accounting proce-

dures) to publish an accounting statement of Latin America’s external payments

and receipts. This distinguished between services and goods in order to

demonstrate that the Latin American current account deficit was due to a

large deficit on service account, especially from financial service payments.

My ‘unorthodox’ novelty was subsequently transformed into a new ortho-

doxy, which became particularly important in the now standard calculations

of the ratio of debt service to export earnings. My third initiative was to

organize prominent progressive Latin American economists to sign a state-

ment on ‘The Need for New Teaching and Research of Economics in Latin

America’ based on its dependence. These are reprinted in Latin America:

Underdevelopment or Revolution (1969). I also argued the then outrageous,

now standard, thesis about how local Mexican history was influenced by the

world economic system, which was finally published in 1979 as Mexican

Agriculture 1521–1630: Transformation of the Mode of Production.

In 1966, we went to Canada, where with Said Shah I developed a long

reader which, in jigsaw puzzle fashion, put together a theory and analysis of

dependence in Asia, Africa and Latin America. This was my magnum opus,

but nobody has ever wanted to publish it. In 1968, we returned to Chile via

‘May 1968’ in Paris. I prepared a detailed critique of the then ECLA/CEPAL

analysis and reformist policy, as well as an answer to criticisms of my earlier

writings on dependence, which was published as Lumpenbourgeoisie:

Lumpendevelopment.

I then wrote several drafts of a ‘theoretical introduction’ to the ill-fated

reader. Once I lost all hope for its publication, I made its ‘introduction’ into

another ever longer manuscript until the 1973 military coup in Chile stopped

my work. The manuscript was divided into two parts, which were later 192 Andre Gunder FRANK

 

published separately as World Accumulation 1492–1789 and Dependent Ac-

cumulation and Underdevelopment. Both books analysed the development of

a single capitalist world economy and world system since 1492. The first laid

great stress on the role of both long, world economic cycles and of crises of

capital accumulation in shaping world development as a whole; the second

focused on their roles in shaping dependence and underdevelopment. As

always, I experienced much trouble and delay in getting them finally pub-

lished in 1978. Before I left Chile, I received a draft of the first volume of

Wallerstein’s (1974) Modern World System. The publisher asked me to write

a blurb for its dust jacket in which I said the book would become an instant

classic. It did. My books, sadly, were never heard of again.

I then began work on the economic and social history of the world system,

starting with the contemporary world economic crisis and intending to work

backwards. As it turned out for the next 17 years, I only foresaw and accom-

panied the development of this crisis. Not until 1989 did I start to go back to

unravel the development of the present world (economic) system over the last

5000 years (Frank, 1990).

As early as 1972, at a September conference in Rome, I said that the world

had entered a new Kondratieff B period of crisis, which would spell terrible

economic exploitation and political oppression in much of the Third World,

especially in Latin America. I repeated an earlier 1972 judgement that ‘de-

pendence [theory] is dead, long live dependence and the class struggle’ and

suggested that, not dependence theory, but the analysis of the world crisis of

capital accumulation should be on the analytical and theoretical agenda (re-

printed in Reflection on the Economic Crisis, 1981b).

I would spend the next 19 years full time on this agenda, writing several

books, among them Crisis: In the World Economy and Crisis: In the Third

World, and countless articles. My analysis countered the universally received

wisdom that another crisis was impossible. Samuelson and others, for in-

stance, claimed that business cycle analysts had supposedly done their work

so well as to have analysed and policy prescribed the business cycle out of

existence. Then, when the stubborn facts (not my writings) hit them on the

nose, the OECD and the McCracken Report, for instance, blamed stagflation

on the ‘external’ ‘oil shocks’ which I argued was also contrary to fact. Alas,

all to no avail.

A few aspects of this (for me) all-consuming work on ‘the crisis’ perhaps

deserve special mention here. In Chile, the midwife for the subsequent eco-

nomic and social transformation was Pinochet’s military coup in 1973 and

the monetarism carried to Chile personally by my ex-professors at Chicago,

Milton Friedman, Arnold Harberger and their ‘Chicago Boys’, as their other

disciples are called in Chile. The new policies were imposed by General

Pinochet as ‘equilibrium on the point of a bayonet’. That was the subtitle of
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my  Economic Genocide in Chile, which started as two open letters to my

former professors at Chicago. My letters also recalled the arrival of the first

Chilean students to be taught by Harberger at Chicago while I tried and failed

to write a dissertation under his direction in the mid 1950s. In his militarized

Chile, Pinochet gave the Chicago Boys free reign over economic policy.

Therefore it was only natural for Friedman and Harberger to come down and

recommend their shock treatment therapy. In ‘Free to Choose’ Friedman

argued that the magic of the market (efficiency?) comes first and (equity?)

freedom later, and he was awarded the Nobel Prize (only for economics, not

for peace, thank God). It was also only natural that I would dissent in a

strongly-worded economic, political and moral critique.

In 1972 I had also predicted, and in 1976 I analysed, the reincorporation of

the socialist countries into the capitalist world economy (1977 and 1980,




Chapter 4). However, it was not then so evident that the ‘import-led growth’

in the East European socialist NICs (Newly Industrializing Countries) was

essentially the same as ‘export-led growth’ in the capitalist NICs. The former

export to import and the latter import to export. I said that both types of

growth bring the world economic crisis into the East Asian, East European

and South American NICs, the difference being that NIC growth in Eastern

Europe has been less successful than in East Asia. Countries in the latter

region now outcompete the East Europeans in the world market and want to

invade their own domestic ones too. Export-led growth has been about equally

unsuccessful in South America. But all things considered, the East European

model was politically less repressive and inequitable (except partially in

Romania) than in both capitalist NIC areas. Proposals, including mine, to

resolve the Third World debt crisis abound. However, hardly anyone ever

asks how to make the South American and East European NICs competitive

against the East Asian ones and others after their debt service has made the

former lose out so much in the technological and other competitions on the

world market.

Beyond the discussion of these ‘details’, my main argument was that the

socialist countries had no alternative but to compete in the world economy,

albeit badly. Therefore, also, in 1983 I published a book on The European

Challenge: From Atlantic Alliance to Pan-European Entente for Peace and

Jobs, which argued for the realistic and preferable prospects of an East–West

political-economic regional alternative in all of Europe. In 1986 and since, I

extended the argument to prospective Japanese- and American-led regionalization

and possible political-economic bloc formation. As usual, my arguments found

no takers. The events of 1989, however, particularly in Eastern Europe (ana-

lysed in 1990c), made the prospects I had outlined visible to all.

All these and other developments obliged the whole world, and even

development thinkers, to rethink. As for myself, I began a 1980 article with 194 Andre Gunder FRANK

 

the words: ‘The events of 1979 in and between Kampuchea, Vietnam and

China oblige socialists to undertake an agonizing reappraisal’ (reprinted in

my Critique and Anti-Critique, 1984). They certainly obliged my wife and

me to revise our own thinking about socialism, development and democracy,

as reflected in our ‘Ten Theses on Social Movements’ (1989).
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Celso FURTADO (born 1920)

The north-east of Brazil, where I was born in 1920 and lived till I was 20, is

the oldest population nucleus in the country. It had an early period of prosper-

ity in the sixteenth and seventeenth centuries. Then, there set in a long

decline, which gave the most rigid social structures to the whole country.

About the middle of the eighteenth century, the capital was transferred from

Bahia to Rio de Janeiro and that was the end of its political preponderance.

Today the north-east is a dependent region, reduced to producing raw materials.

In the Sertão where I grew up, a semi-arid region which suffers from peri-

odical droughts, ‘politics’ had an important place in the lives of people, but

little relevance to what was going on in the country: it consisted mainly in

rivalries and conflict between families, and usually ended up in violence. There

were frequent raids by armed bands almost always in the pay of political

bosses. My childhood was filled with stories of violence, and this violence

more often than not took the form of acts of tyranny, oppression or cruelty.

This world where power and despotism were more often mixed was in

harmony with the natural environment. Climatic conditions are exceptional:

when the rains come, the countryside is suddenly transformed, but the rain-

fall is unreliable, so that abundance and the most abject misery depend on

climatic accidents. In the five years which preceded my birth there were two

droughts, which brought great suffering to my family.

In this world of uncertainty and brutality, the most common form of

reassurance was to escape into the supernatural. The great magicians were

not merely legendary figures: they were real people. When I was eight years

old, a political leader appeared in my state who was to revolutionize the life

of the whole community: João Pessoa, a man whom the people looked upon

as both a leader and a magician. Presenting himself to the people as their

protector and disdaining legalistic forms, he succeeded in arousing a popular

movement which can only be compared with religious movements. João

Pessoa was brutally assassinated (exactly on my tenth birthday), and the

event caused such general distress that even today I cannot think about it

without emotion.

These facts may help to explain certain permanent tendencies of my be-

haviour from which it would be hard for me to free myself without upsetting

the whole structure of my personality – the key ideas which influence both 196 Celso FURTADO

 

my practical activity and my creative, intellectual work. The first is the

conviction that the world we live in is in general dominated by tyranny and

violence; the second, that this state of affairs cannot be dealt with by

oversimplified theories; and the third, that the struggle never ends with a

lasting victory or defeat because, like a flowing river, it is perpetually re-

newed.

Since my secondary school days a number of factors have had a decisive

influence on my intellectual development. To understand what they were, it

should be remembered that Brazil went through a period of great intellec-

tual effervescence after the revolution of 1930, which put an end to the

domination of the coffee magnates. Between 1930 and 1937, the country

was open to the great currents of contemporary thought. After 1937, when

Vargas set up his dictatorship, intellectuals who showed any independence

of mind were relentlessly persecuted. From then on, the ideas absorbed

during the preceding period progressed and ripened in silence. In some

minds, they were clarified; in others, they hardened or crystallized into

dogmatism.

Among the influences to which I was subject at an early age, I can distin-

guish three main streams. First, there was the positivist trend, whose deep

and lasting influence in Brazil is well known. The primacy of reason, the idea

that the highest form of all knowledge was scientific knowledge, the convic-

tion that knowledge and progress went hand in hand were graven into my

mind as self-evident truths. Through my interest in history, I came under the

influence of Marxism. Max Beer’s General History of Socialism and Social

Struggles showed me for the first time that to look for a meaning in history

was intellectually a perfectly valid procedure. For me, in a rigid, stratified

society, the idea that social forms are the products of history and can there-

fore be surpassed enabled me to see the world through different eyes. This

idea, combined with the positivist belief that knowledge is a factor of progress,

enabled me to escape from an absurd and fatalistic universe and to acquire

moral responsibility. Lastly, I was influenced by American sociology, particu-

larly by the anthropological theory of culture which I found in Gilberto

Freyre’s Masters and the Slaves.

The three currents of thought to which I have referred continued to influ-

ence me, interpenetrating each other, during my university years in Rio de

Janeiro, and later in Paris. The indirect influence of Marx was strengthened

by reading the works of Karl Mannheim. The sociology of knowledge created

a link between man’s intellectual activity and his history. And the desire to

connect intellectual creation and history was to be the starting-point for my

interest in the social sciences. I have therefore always been highly conscious

of the epistemological cleavage between scientific knowledge and ideology.

The viewpoint of American sociology made it easier for me to pass from
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grandiose theoretical systems to practical problems, as well as enabling me to

get rid of preconceived ideas about race, climate and overpopulation which

imprisoned us in a fatalism that inhibited action.

When I entered the University of Brazil, in Rio de Janeiro, the social

sciences were only just beginning to be taught. I therefore opted for law,

which led to careers in the public service. But then I switched from law to

administration. It was then I discovered the works of contemporary American

writers on the organization of public affairs and businesses. These studies led

me to consider planning from a strictly technical standpoint. At this time we

saw clearly that the rationality of management depended on the existence of

planning. From then on, I regarded planning as a social technique of the first

importance, capable of increasing the degree of rationality of the decisions

governing complex social processes by preventing the setting in motion of

cumulative and irreversible processes in undesirable directions. Thus the idea

that man can take reasoned action to affect the course of history became

rooted in my mind. It was both history and organization theory which led me

to economics; both of them implied taking a comprehensive, macroeconomic

view.

Today I am inclined to wonder whether there isn’t a great deal of presump-

tion in the attitude of those who imagine that we can give history a meaning.

But we must think ourselves back into the atmosphere of a period overshad-

owed by the rise of dictatorial régimes, if we are to see that there was not so

much presumption in that attitude as a search for a way out. In fact, these

reflections had a liberating effect on me. The dictatorial régime was confused

in my mind with the absurd world of my childhood. The extreme intellectual

distress which at that time had led me almost obsessively to seek refuge in

music and literature began to pass off when I succeeded in convincing myself

that man will be master of this fate when he lives in a society whose struc-

tures have been designed to that end. Having reached the point at which one

believes that man can direct the course of history, one is nearly always

prepared to take the next step and conclude that he should do so. The problem

then is to know how. If I haven’t given a clear answer to this latter problem,

this is perhaps due to personal circumstances.

In 1944 I went to Europe, as a member of the Brazilian Expeditionary

Force, at the end of Vargas’s dictatorship; shortly afterwards I went back to

Paris to complete my university studies. On returning from Europe, I joined

the staff of the United Nations. When I came back to Brazil, without any

commitments, in 1958, the opportunities open were so wide that I was able to

choose the form of activity which suited me best without having to join any

political organization. But circumstances do not explain everything. The idea

that power is a source of corruption and violence never left me and I had to

deal with politicians. To overcome this resistance, I should have had to enter 198 Celso FURTADO

 

political life at a very early age, but at that time dictatorship made political

activity impossible. Moreover, the idea of taking any action within the limita-

tions of a closed ideology struck me as intellectually stultifying.

When, at 26, I at last began studying economics systematically, my own

world-view was, in essentials, already formed. In other words, economics for

me was simply an instrument which enabled me to handle more effectively

the problems which assailed me while reflecting on history or the life of man

in society. Thus economics had no effect in shaping my outlook, I have never

been able to imagine the existence of a purely economic problem. For exam-

ple, I have always regarded inflation as the manifestation of a certain type of

conflict between social groups; I have never thought of a business firm as

anything other than one of the multiple forms of the will to power of one or

more social agents, and so on.

While I was profoundly influenced by Marx’s ideas on the theory of

history, I was far less receptive to his economic ideas. At the time when I read

Capital, I was already familiar with classical economics (in the Ricardian

version), and a knowledge of macroeconomics (in the Keynesian version)

was already indispensable. I retained, nevertheless, a number of ideas from

my reading which decisively altered my conception of economic processes.

In particular, I saw that technical progress was of prime importance, and my

reading of Schumpeter soon afterwards confirmed me in that view. I also

acquired the conviction that capitalists have a compulsive tendency to accu-

mulate capital. In the course of time, this idea underwent a complex evolution

in my mind, but I regard it as extremely important that I understood it very

early on, and I owe this to my careful reading of Capital.

Keynes’s influence also was decisive. Marx had made me see that any

economic decision implied the exercise of a certain form of power. Thanks to

him, I remained totally impervious to the neoclassical idea that the economy

is a set of automatic mechanisms, the most sterile of all ideas for any econo-

mist interested in the problems of underdevelopment. But the idea of power

exercised compulsively by the capitalist is not enough. Power also constitutes

a system; and, in a capitalist economy, the most important decision centres

within the system are in the hands of the State. I owe to Keynes the idea that

the capitalist economy cannot function without a certain centralization of

decisions, in other words, without a superior power structure (to some extent,

capitalism is always State capitalism). Thus at a very early stage, thanks to

Keynes, I grasped the structural nature of the phenomenon of economic

dependence.

My work as an economist can be divided into three stages. First, I worked

for ten years with the Economic Commission for Latin America (ECLA),

which brought me into direct contact with the problems of underdevelopment

in most Latin American countries. Then I worked for several years in the
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north-east of Brazil, where I was responsible for planning and development

policy in that region under the Kubitschek, Quadros and Goulart govern-

ments. I also was member of the government, as Minister of Planning. Later I

worked in universities in the United States and in Europe, especially in Paris.

My research work dealt with three subjects: the expansion of the capitalist

economy, the specific nature of underdevelopment, and the historical devel-

opment of Brazil viewed from the economic angle. Brazilian conditions

remained, in fact, the centre of my concern, as they had been its starting-

point. They where the subject of the thesis I prepared under the guidance of

Professor Maurice Byé and presented at the University of Paris in 1948. In

my thesis, I had dealt only with the period of the Brazilian colonial economy,

the chief feature of which was the growing of sugar-cane. A year later, I

published my first analysis of the changes in the Brazilian economy during

the twentieth century; this essay contained in embryonic form the ideas I was

to develop ten years later in my book on the economic growth of Brazil

(Formação econômica do Brasil). It was in attempting to explain the back-

wardness of Brazil that I hit upon the idea of the specificity of

underdevelopment. In a thesis I presented as a candidate for a professorship

at the University of Brazil in 1958, I put forward the idea that development

and underdevelopment are two interdependent phenomena which appear si-

multaneously in the course of the evolution of industrial capitalism. I am still

convinced that contemporary underdevelopment is the result of a phenom-

enon of dependence which can only be understood by studying the historical

evolution of the whole system. But my final aim was to understand the

reasons for the backwardness of a country so rich in resources as Brazil. My

desire to understand my own country was to absorb most of my intellectual

energy.

Because I was thinking about real problems, economic research for me

was always a means of preparing for action – my own or other people’s. To

understand the world better so as to influence it as much as possible meant

that you must never lose sight of the ultimate objective. In theoretical mat-

ters, intellectual affinities arose from convergent views on the choice of

subjects and problems to be tackled. Differences about method counted for

little, because the effectiveness of a method is tested in practice. My disa-

greement with the neoclassical economists always arose from the fact that the

problems which interested them seemed to me trivial or simply false. My

disagreement with the Marxist economists arose from the fact that they

forbade a priori any use of the instruments of neoclassical economics, even

when there were obviously no others.

From a strictly theoretical standpoint, it is doubtless fallacious to make a

distinction between ends and means. But once one admits the existence of

social science, one has to deal with two quite separate levels of reality. To 200 Celso FURTADO

 

limit oneself to the realm of means (to formal rationality) is typical of the

technocrat; but to ignore the existence of such rationality and its independ-

ence of value judgements is to impede any advance in the social sciences. To

combat these merely because they can be used by those who seek to buttress

social structures of which one disapproves is to forget that it is still necessary

to put new structures in their place.

My conception of economic phenomena, which combines a comprehen-

sive, historical view with a synchronic cross-section employing all the tools

of economic analysis, took final shape for me when two ideas crystallized in

my mind: that of structure and that of a decision centre. This distinction

enabled me to understand that a change of institutions could be ill-timed or

purely formal. On the other hand, I realized that, in certain circumstances,

structures could be modified without a prior change in institutions. Formulat-

ing the problem in these terms helped me to accept responsibility for directing

economic policy in north-eastern Brazil, a region where the multitude of

economic and social problems staggers the imagination.

The military coup d’état in Brazil, in 1964, deprived me of my political

rights and made it practically impossible for me to continue to work in my

country, changing the course of my life. Having participated indirectly and

directly for 15 years in the elaboration of policies, I am now convinced that

our main weakness lies in the inadequacy of our theoretical analyses and our

key ideas. As from the standpoint of a dependent subsystem it is very difficult

to get a view of the system as a whole, one tends to follow the line of least

resistance – that is to say, of ideological imitation. Alongside my teaching

activities I continued to seek answers to the riddles of underdevelopment,

from time to time putting forward new hypotheses around some questions:

why have countries that emerged from the economic expansion in Europe

lagged so far behind in their development? Is this an evolutionary stage or a

structural configuration that tends to perpetuate itself? The theory of growth

that blossomed immediately after World War II became a conventional

dynamization of macroeconomics models, following Keynesian or neoclassi-

cal lines, but inquiry into the reasons for backwardness is meaningful only in

terms of the historical context, which demands a different theoretical ap-

proach. I believe that because of its nature, underdevelopment could not be

explained by growth theories. The economic policy implications of my re-

flections on underdevelopment are, shortly, threefold: (i) abandonment of the

criterion of static comparative advantage as the basis for incorporation in the

international division of labour; (ii) introduction of planning as a guiding

instrument for government action, whose functions in the economic area are

likely to expand as the struggle to overcome underdevelopment becomes

more intense; (iii) strengthening of the institutions of civil society (chiefly

rural and urban labour unions), whose action may be expected to enlarge the
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underlying social bases of the State and to oppose the prevailing patterns of

income distribution.

If I had to sketch the portrait of an intellectual, especially an economist, in

one of our underdeveloped countries, I should say that he is 90 per cent

mountebank and 10 per cent saint. Thus, there are nine chances out of ten that

he will be corruptible. If he fails to conform to this rule, he will be the victim

of implacable persecution; as a result of which, a turn of the political situa-

tion may transform him into a national hero. But woe betide him if he persists

in refusing to be corruptible! In any event, however good an opinion he may

have of himself, he will never understand what has happened to him.
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John Kenneth GALBRAITH (born 1908) Steven Pressman

John Kenneth Galbraith was born in 1908 in Iona Station, a small town on the

northern shore of Lake Erie. He grew up in rural Southern Ontario, part of

Scotch Canada. By his own account, his schooling was interrupted several

times by farm work and his academic record undistinguished.

In the autumn of 1926, Galbraith enrolled at Ontario Agricultural College

(OAC) in nearby Guelph. He was rather unimpressed with his fellow stu-

dents. ‘Leadership in the student body was solidly in the hands of those who

combined an outgoing anti-intellectualism with a sound interest in livestock.’

Faculty members were not any better. Practical instruction in the agricultural

sciences, Galbraith thought, lacked content. In addition, ‘anyone who ques-

tioned the established agricultural truths, many of which were wildly wrong,

was sharply rebuked and … marked down as a troublemaker’ (1971, p. 261).

During his senior year at OAC, Galbraith noticed an advertisement for

research assistantships in agricultural economics at Berkeley, with an annual

stipend of $720. Attracted, Galbraith copied down the details, applied and

was selected. Thus in 1931 Galbraith set out for California.

Galbraith was very happy in Berkeley. In contrast to OAC, he encountered

professors who knew their subjects and who invited debate, as well as bright

and thoughtful students. At Berkeley, Galbraith was influenced primarily by

the economics of Alfred Marshall and Thorstein Veblen. It was not until later

that he was drawn to the economics of John Maynard Keynes.

In his third year at Berkeley, Galbraith commuted to Davis, where he was

paid $1800 to teach economics, agricultural economics, farm management

and accounting. He also wrote a Ph.D. thesis on the expenditures of Califor-

nia counties. Later, Galbraith was to admit that this dissertation ‘was without

distinction. … The purpose was to get the degree’ (1981, p. 22).

While putting the finishing touches on his thesis in the spring of 1933,

Galbraith received a $2400 job offer from Harvard. Advised that one ad-

vanced in academia by flashing job offers from other institutions, Galbraith

let his Dean at Berkeley know that Harvard was after him. The Dean warmly

congratulated Galbraith and advised him to accept the generous offer at once.

‘In a moment I realized to my horror I had no choice. I couldn’t now plead to

stay at two-thirds the price. The great love of my life was over’ (1971,

p. 270).

Galbraith has been based at Harvard ever since, with time off to pursue

political, diplomatic and writing interests. In 1941 he went to Washington to

become deputy administrator of the Office of Price Administration, a position

which made him price czar of the US until 1943. In that year he joined the

editorial board of Fortune. Galbraith credits Henry Luce, then editor of the

magazine, with helping to develop his famed writing style. In the spring of

1945 he became a director of the US Strategic Bombing Survey.
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During the 1950s and 1960s Galbraith was especially active in politics. He

was an adviser and speechwriter in the presidential campaigns of Adlai

Stevenson and John Kennedy. In 1961, President Kennedy appointed Galbraith

Ambassador to India, a position he held until 1963 (see 1969b). In 1968 he

worked for Senator Eugene McCarthy’s Presidential campaign, and in 1972

for Senator George McGovern’s.

A Theory of Price Control, Galbraith’s first major book, was published in

1952. It argues that controls on wages and prices are a necessary ingredient

(along with traditional fiscal and monetary policies) of any anti-inflation

policy. Controls are required because inflation is caused primarily by the

pressure of higher incomes on prices and higher prices on incomes. The only

practical solution is for the government to prevent the market power of labour

unions and large businesses from causing a spiralling inflation.

Many economists argue that the most efficient way to allocate goods and

services is to let the free market set prices and wages. In their view,

government administered pricing and government interference in the labour

market only misallocates resources. They also contend that controls create

a needless bureaucracy to monitor compliance and that they would require

rationing of goods. In contrast, Galbraith argues in his Theory of Price

Control that oligopolistic firms do not take prices that are set in the market.

Firms in the oligopolistic sector of the economy are price makers rather

than price takers, and ‘it is relatively easy to fix prices that are already

fixed’ (p. 17).

In imperfect markets there is a strong element of convention, with prices

habitually set by a markup on costs of production. Moreover, the markup

itself is conventional. As a result, controls on prices become government

attempts to change conventions so that they have less costly outcomes. Moni-

toring of controls is made easier, according to Galbraith, by the fact that

prices need to be controlled only in the oligopolistic sector of the economy,

since market power exists only in this sector. Consequently, only a thousand

or so firms need to be monitored. And enforcement is assisted by the fact that

large oligopolistic firms are all in the public eye.

Finally, Galbraith notes that sellers control demand in imperfect markets.

Therefore large firms control sales when they control prices. This is done by

allocating supplies to specific sellers – the effective equivalent of rationing.

Consequently, ‘when the government fixes prices, it delegates to sellers in

imperfect markets the responsibility of rationing their customers which they,

in turn, have the power to undertake’ (p. 11).

Also published in 1952 was American Capitalism. This work attempts to

explain the satisfactory performance of the US economy in the post-war

years. This success, according to Galbraith, was not the result of adhering to

the tenets of neoclassical economics – free markets and greater competition. 204 John Kenneth GALBRAITH

 

Rather, the US economy thrived because it violated these tenets by allowing

economic power to develop.

Economic success requires technological advance. This, in turn, requires

capital to finance research. It also requires organization to undertake the

development of technological breakthroughs and to use their fruits. Since

only large firms have such capabilities, only they can invest in technology.

Finally, technological advance requires large firms because ‘unless a firm has

a substantial share of the market it has no strong incentive to undertake a

large expenditure on development’ (p. 87).

The problem with allowing economic power to develop is that this power

may be abused by the large firm. Traditionally, competition among firms

prevents price gouging and underpaying employees. According to Galbraith,

the power of oligopolies gets mitigated by countervailing power. The re-

straint on the power of the firm comes from the other side of the market –

from suppliers and customers and labour unions. If a seller has some degree

of monopoly power, there will be a financial inducement for others to co-opt

some of that market power and partake in the monopoly profits. Thus unions

develop in response to the power of the large corporation, and large retail

chains develop in response to the large and powerful manufacturing firms.

The policy implication of this analysis is that government should not attack

market power through antitrust laws, but should help develop countervailing

power. This it can do by supporting those who lack market power. For

example, minimum wages support non-unionized workers; federal legisla-

tion, such as the Wagner Act, protects unionized workers. In the past,

agricultural price supports assisted the small farmer.

The Affluent Society, published in 1958, did much to make the name

‘Galbraith’ a household word. Written at a time when classical economic

principles were experiencing a resurgence, the book sought to counter this

trend. It did so by going after the heart and soul of the traditional view of the

economy – the doctrine of consumer sovereignty. This view holds that con-

sumers know what they want, and that businesses produce what the consumer

desires.

Galbraith attacks the theory of consumer demand by attacking its funda-

mental presupposition that tastes and demand originate within the consumer.

This, Galbraith argues, runs counter to common sense and counter to what

we know occurs all the time in the real world. Demand does not originate

with the consumer; it is contrived for the consumer by the firm through

advertising.

If consumers wanted goods of their own volition, this would indicate some

primacy for the goods that business produces. Since demand is contrived,

rather than originating in the individual, there is no primacy for goods pro-

duced by the business sector of the economy. Public goods are to be viewed
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as at least equally important. In addition, our demand for the goods produced

by business is a demand for goods which we all recognize as frivolous and

not of paramount importance. Even the economic principle of diminishing

marginal utility recognizes that this will be the case: as we consume more

and more, what we consume is less and less important.

Years of favouring private production and neglecting public goods has

created a situation of private affluence and public squalor. In a much-quoted

passage from The Affluent Society, Galbraith describes this contrast:

 

The family which takes its mauve and cerise, air-conditioned, power-steered and power-braked automobile out for a tour passes through cities that are badly paved, made hideous by litter, blighted buildings, billboards, and posts for wires that should long since have been put underground. … They picnic on exquisitely packaged food from a portable icebox by a polluted stream and go on to spend the night at a park which is a menace to public health and morals. Just before dozing off on an air mattress, beneath a nylon tent, amid the stench of decaying refuse, they may reflect vaguely on the curious unevenness of their blessings. (pp. 198–9)

 

The policy solution here is to redress this imbalance by having the state

provide more public goods. This requires higher taxes to divert funds from

private hands, where they will purchase less needed commodities, to the

public treasury, where they will satisfy public needs. Galbraith thus resists

tax reduction, even if it favours the poor. He advocates increasing sales taxes

as well as increasing income taxes and closing tax loopholes.

One important area where Galbraith has challenged traditional economics

is the theory of the firm. In The New Industrial State Galbraith argues that the

industrial sector of the economy is not what economics textbooks teach us.

We do not have competitive markets with a large number of firms subject to

the will of the people. Rather, we have non-competitive markets and large

firms controlling the market. These firms do not attempt to maximize the

profits of shareholders; rather, they attempt to control the market and make it

more reliable.

Large firms plan because they must plan. The market is too uncertain for the

firm. Investment in technology is very costly; hence the firm cannot risk that,

after expensive investment, there will be no demand for the goods they pro-

duce. They must therefore seek to eliminate market forces wherever they arise.

The large corporation frees itself from the market in several ways. Through

vertical integration it takes over suppliers and outlet sources. By developing

many diverse products, the firm can absorb the consequences of a drastic

change in consumer tastes or aversion of consumers to a particular product.

Finally, through long-term contracts between producers and suppliers the

uncertainty of changes in the market is eliminated.
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Traditional economic theory holds that the firm is run by the owner. This

view, according to Galbraith, is severely antiquated. The firms that produce

most of the goods and services we buy are run by professional managers.

Those managers who partake in the decision-making for the firm, Galbraith

calls the ‘technostructure’. It is here that corporate power lies. The

technostructure has usurped power from the entrepreneur and the owner

because the important decisions of the large modern firm must rely on the

technical and scientific knowledge of many individuals. One person cannot

be familiar with all the aspects of engineering, procurement, quality control,

labour relations and marketing which are a necessary part of doing business.

Group decision-making and technical expertise is important, and power there-

fore passes to the group.

Unlike owners, who have a vested interest in maximizing profits, the

technostructure gains little from profit maximization. Rather, the interest of

the technostructure is to make the market more reliable and predictable. Its

goals are survival, growth and technical virtuosity. Survival means a mini-

mum amount of earnings so that the independence of the decision-makers is

maintained. Growth is important because it assures the minimum level of

profits necessary and prevents the discharge of members of the technostructure

as a cost-saving measure. Growth also serves the psychological needs of the

technostructure – the prestige from working for a large well-known firm.

Finally, technical virtuosity means more jobs and promotions for members of

the technostructure.

Problems arise with this new industrial structure because, unlike the com-

petitive market structure, there is no assurance that the technostructure will

make decisions in the public interest. This opens the door for government

economic policies to redress the balance between the large corporation and

the public interest.

In 1972 Galbraith was made President of the American Economic Associa-

tion – the highest accolade economists can give one of their own. Few

dissenting economists have received such a tribute. At the end of every year,

the President addresses his/her peers at the annual AEA convention. Galbraith’s

address (‘Power and the Useful Economist’, reprinted in Sharpe, 1973) criti-

cized the economics profession for ignoring power and thereby employing

irrelevant theories.

Mainstream economic thinking removes power from the realm of dis-

course by denying its existence and by assuming that the market will mitigate

the power of the firm. As a result, economic analysis ignores the most serious

problems of modern society – war, economic inequality and environmental

decay. These problems stem from power struggles between corporations want-

ing growth and profits on the one hand, and public concern about economic

security, the environment and the arms race on the other. When these issues
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are viewed as conflicts between two competing powers, the state comes to

acquire an additional role in economic affairs. The state must side with the

public purpose in order to countervail the power of the large corporations.

This is the theme of Economics and the Public Purpose, which was published

in 1973.

This work begins by arguing that the US economy has become bifurcated.

Large firms, part of what Galbraith calls the ‘planning system’, have acquired

enormous economic power, They have power to control prices. They have

resources at their disposal which allows them to mould public opinion. Ad-

vertising by the large firm equates happiness with goods produced by the

private sector of the economy. It can also urge the public that environmental

damage is imaginary, benign or being eliminated. Finally, large firms have

great ability to influence the political process to their advantage.

In contrast, small firms are subject to the dictates of the market. They have

acquired little economic power and have little ability to sway public opinion

or the political process. They are thus at a competitive disadvantage relative

to the planning system. The result is unequal economic development – too

many goods produced by the planning system and an inadequate supply of

goods produced by the market system. Likewise, important public goods may

get neglected due to the political influence of the planning system.

The first step towards solving these problems is what Galbraith calls ‘the

emancipation of belief’. The public must recognize the conflict between the

purposes of the planning system and the public purpose. Educators must

ensure that education is not a form of social conditioning in the interests of

the large firm. This necessitates the divorce of the university from large

corporate donors. The emancipation of belief also requires that economic

pedagogy stop denying the existence of economic power. Such denials serve

to protect the planning system from scrutiny and control. In addition, the

State must be emancipated from the influence of the large corporation. Public

financing of elections is necessary to protect Congress from large corporate

contributors seeking to buy influence.

After belief is freed from the convenient truths perpetrated by the planning

system, the state must work to equalize power between the planning and the

market systems. There must be a redistribution of income from the planning

system to the market system. In particular, policies are required such as

agricultural price fixing, action to stabilize prices, minimum wage legislation,

guaranteed minimum incomes, protective tariffs and support for small busi-

nesses. We must also redress the imbalance between the supply of private

goods and the supply of public services.

Several themes stand out from the more than 20 books that Galbraith has

written over the years. First, large firms have acquired substantial economic
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contributes importantly to economic well-being. Hence it is better to counter

the power of the large firm than to eliminate that power through antitrust

action. Governments must therefore support and assist the development of

countervailing power in the private sector of the economy. Third, the govern-

ment must itself counter the power of the large corporation. It must ensure

that an adequate supply of public goods is provided. It must keep the large

corporation from doing irreversible damage to the environment or pushing

madly to stockpile and supply arms. Fourth, the government must countervail

the power of the large corporations through the imposition of wage and price

controls. Finally, the work of Galbraith points to the importance of institu-

tions in the economy. Advertising and a culture of consumerism are institutions

that affect household spending and the willingness of households to be taxed

in order to support public goods. Large firms are institutions that control

markets and people. And the government is an important institution in the

attempt to counter the power of large firms and assert the public interest.

Over the past half century, then, the heterodox vision of Galbraith has been

one of government power used, first, for the public good and, second, to

prevent the power of the large corporation from being put to negative ends.
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Pierangelo GAREGNANI (born 1930) Fabio Petri

Pierangelo Garegnani, born in Milan, Italy in 1930, studied ‘scienze politiche’

(politics and economics) at the University of Pavia. His Laurea (M.A.) thesis

on Ricardo’s theory of value, stimulated by Sraffa’s 1951 Introduction to

Ricardo, won him a Trinity College grant for graduate study abroad, which
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allowed him to go to Cambridge in 1953, where he obtained a Ph.D. in

Economics. He lived in the same college (Trinity) as Sraffa; his supervisor

was Maurice Dobb. The dissertation, ‘A Problem in the Theory of Capital

from Ricardo to Wicksell’, submitted in December 1958, is still unpublished.

However, a revised version was published in Italian in 1960, and many of its

basic results on the classical approach became available in English in 1987

and those on the marginalist approach in 1990(b). In 1958 he became assist-

ant to the chair of Volrico Travaglini in Rome. He also worked at SVIMEZ, a

state-financed Research Institute for the development of the Italian south,

where in 1962 he wrote an internal publication (for private circulation only)

on the causes of unemployment. The first part of this was to become ‘Notes

on Consumption’ (originally published in Italian in 1964–65); the remainder,

still unpublished, will be summarized later. In 1961–62 he was at MIT with a

Rockefeller Foundation Fellowship (on that occasion he pointed out to

Samuelson the limitations of ‘surrogate production functions’, see 1970).

After two years spent as lecturer at the University of Sassari, in 1963 he

became full professor, first at Sassari, then in 1966 at Pavia, in 1969 at

Florence, and from 1974 at Rome, where he still teaches. From 1980 to 1986

he co-directed, with Sergio Parrinello and Jan Kregel, the Trieste Interna-

tional School of Advanced Economic Studies, an annual two-week gathering

of ‘dissenting’ economists, with seminars and lectures for advanced students.

Having been appointed Sraffa’s literary executor by the latter’s will, he is

currently working on editing Sraffa’s unpublished writings.

Garegnani is the theorist who – after Sraffa – has perhaps contributed most

to the reappraisal of the ‘surplus’ approach of the classical economists and

Marx, as well as to the criticism of the marginalist or ‘neoclassical’ approach

to value and distribution, in particular its conception of capital.

He has clarified, defended and developed Sraffa’s interpretation of the

classical authors, and its implications for the appraisal of Marx. He contrasts

the marginalists’ simultaneous determination of prices, distribution and quan-

tities with the attitude of classical economists. When determining the rate of

profits, the latter took as given (that is, as determined in other parts of their

overall analysis): (i) the real wage, (ii) the quantities produced, and (iii) the

conditions of production. Behind the most glaring difference – the given real

wage (in which institutional and customary elements play a central role) –

one can trace, Garegnani (1987, 1990) argues, a deeper analytical difference:

the absence of the marginalists’ conception of production as the combination

of factors of production substitutable (directly, or, through consumer choice,

indirectly) one for another. Upon this conception rests the derivation of

decreasing demand curves for factors which is the foundation of the entire

marginalist edifice, justifying the determination of the rate of profits simulta-

neously with the real wage and with outputs. Then a real wage fixed by 210 Pierangelo GAREGNANI

 

institutional factors – a possibility occasionally admitted by marginalist au-

thors – impedes the full working of the competitive mechanism; it

endogenously determines the level of labour employment (and of output), a

higher real wage implying less employment and less output.

In the classical authors, on the contrary, one finds no decreasing demand

curves for labour or capital. Then an ‘institutional’ determination of the real

wage is indispensable (the marginalist mechanism of supply and demand for

labour would make the real wage zero or indeterminate), and is accordingly

seen as part of the nature of capitalism itself. As a result, classical authors

saw competition on labour markets as tending to equalize wages for similar

types of work, not as tending to decrease wages indefinitely so long as there

was labour unemployment. High unemployment would only exert a pressure

slowly to revise downwards the accepted notions of ‘fair wage’ which regu-

late competition among workers. Nor, in the classical authors, is there any

univocal connection between rate of profits, or real wage, and output levels

(hence the separate determination of these too). For instance, in Marx the

effect of a rise in real wages on employment may be positive or negative (the

stimulus to investment deriving from an increase in demand for wage goods

may or may not be stronger than the disincentive deriving from the lower rate

of profits), depending on the magnitude of the wage rise and the specific

historical situation.

It is then only natural that in classical analyses one should find a separate

part, a ‘core’ (Garegnani, 1987, 1990a), where the rate of profits is deter-

mined on the basis of a real wage and of conditions of production considered

as given, or as independently varying parameters, while in the ‘core’ the

variables are connected by necessary relations: if the real wage increases,

the rate of profits must decrease as dictated by technology. But in the other

parts (the analyses of the real wage, of employment and accumulation, of

technical change, of the composition of output, and of their interactions),

there is room – which the classical authors admitted – for multiplicity and

variability according to the circumstances of the relevant influences. This

makes it impossible to establish the effects of changes in one variable on

other variables with sufficient univocity and generality, thus preventing a

simultaneous general determination (for instance, of changes in distribu-

tion, quantities produced and technology). It suggests instead an analysis in

separate successive stages, if necessary with iterations to take account of

feedbacks. Thus the effect of a change in real wages on the rate of profits

may be first determined in the ‘core’ on the basis of the given conditions of

production, and then modified in a second stage if the changes in quantities

produced (to be determined according to the specific situation) affect the

conditions of production, owing to changes of no-rent land or to non-

constant returns to scale. This method endows the classical approach with
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great flexibility, making it compatible with different theories of investment

or of distribution.

Garegnani clarifies the development of classical value theory as resulting

from the problem with the treatment of capital which arises in this approach

when, in the ‘core’, the determination of the rate of profits is attempted.

While the determination of the surplus as a physical aggregate of heterogene-

ous commodities (the difference between net social product and total real

wages) posed no great difficulties, in the determination of the rate of profits

an apparent danger of circularity arose. Abstracting (for simplicity) from

rents, the rate of profits is determined as the ratio between the value of the

surplus product (that is, profits) and the value of anticipated capital. Thus, the

relative values of commodities must be known. Classical economists realized

that, in general, commodities exchange at ratios which depend on the rate of

profits: hence the danger of circularity of a rate of profits depending on a ratio

not determinable before the rate of profits is known.

Taking his clue from Sraffa’s Introduction to Ricardo, Garegnani argues

that the role of the ‘corn’ sector in Ricardo’s 1815 Essay on Corn, and of the

labour theory of value in Ricardo’s Principles and in Marx, were ways out of

that danger of circularity, in the only imperfect ways concretely possible at

the time. In the Essay on Corn the hypothesis that, in the agricultural sector,

product and capital are physically sufficiently homogeneous makes the rate

of profits a ratio of physical quantities. If commodities exchange at labour

values, the aggregates determining the rate of profits can be calculated with-

out knowing the latter. Ricardo was conscious that relative prices change with

the rate of profits, and all his life searched for a way to overcome this

problem. Marx started from Ricardo and, on the basis of his analytical ad-

vances, concluded that the divergences of prices from labour values, being

due to ‘organic compositions’ diverging from the average, must cancel out in

the economy as a whole. Marx was mistaken here. But the mistake is not an

irreparable one.

A non-circular determination of the rate of profits is possible, either via

Sraffa’s simultaneous equations or his standard commodity, or in the way

found by Garegnani (1960; see 1987). He determines the rate of profits as the

ratio of surplus to capital in the vertically integrated wage sector, with prices

measured in labour commanded (the value of the surplus product of the

sector, which consists of wages, is then a quantity of labour), and with capital

represented as dated quantities of labour, each multiplied by the unknown

rate of profits for the corresponding time period (the rate of profits, although

entering the aggregates, remains the only unknown variable).

The strict analytical continuity between Ricardo and Marx shows that the

role of the labour theory of value in Marx is the same as in Ricardo – to
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attributed to Marx’s labour theory of value, Garegnani makes two points

(1981). First, that the apparently aprioristic exposition of Volume 1 of Capi-

tal was due to Marx’s conclusion (reached earlier) that the general rate of

profits is the same as if commodities exchanged at labour values. This author-

ized him initially to assume exchanges at labour values – the assumption

easiest to follow for his readers – it made no difference for the problems

discussed in that first volume. Second, that the differences from Ricardo,

often considered in the Marxist tradition to indicate other roles of labour

values in Marx (for example, the labour/labour-power distinction or the ab-

stract-labour/concrete-labour distinction), have strictly analytical motivations.

Marx attributes Smith’s mistake on prices resolving into wages, profits and

rents (forgetting about ‘constant capital’) to the absence of the distinction

between concrete and abstract labour. Therefore the correct determination of

the rate of profits and of prices of production, far from weakening Marx’s

general approach, confirms its soundness. It verifies that the rate of profits

can be determined on the basis of the same data from which Marx begins to

calculate labour’s embodied and surplus value – the physically specified

wage and the conditions of production.

Nor does exploitation need the labour theory of value to be confirmed

(1981): what it needs is the correctness of the classical approach, which sees

the positivity of profits as due simply to the power given to the owners of

capital (by the institutional structure of capitalism) to appropriate part of the

labourers’ product solely by virtue of their collective monopoly of the condi-

tions of production. This view makes it possible to retort against the bourgeoisie

themselves (in their role as capitalists) the accusation moved by the latter

against feudal lords that their revenue was the fruit of exploitation, being due to

their monopoly of land which obliged the serfs to accept performing corvées.

Garegnani’s original criticisms of the marginalist approach address both its

long- and short-period versions. Written in 1960, before Sraffa’s results on

reswitching, the criticism concentrates on the contradiction between the re-

quirement that the capital endowment be a datum independent of prices and

hence of distribution, and the requirement – as old as Adam Smith and

accepted by all founders of marginalist economics including Walras – of a

uniform rate of profits (or rate of interest on the produced means of produc-

tion evaluated at supply prices). Garegnani proves (see 1990b, p. 19) that the

second requirement is incompatible with taking as given (as Walras does) the

vector of the several endowments of the different capital goods. The resulting

system of equations is generally devoid of a solution. The economic reason is

simple: in order to operate, the tendency to a uniform rate of return on supply

price must alter the remunerations of the several capital goods. To that end, it

must alter their relative supplies, what is not allowed in Walras. Therefore the

proportions between the endowments of the several capital goods must be
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endogenously determined. Marginalist theorists must then conceive the sev-

eral capital goods as embodying different amounts of a single factor of

production ‘capital’ – capable of changing ‘form’ (that is composition) with-

out changing in ‘quantity’ – and must take as given the endowment of this

single factor ‘capital’. This is in fact the conception of capital to be found in

the generality of marginalist authors (with the single exception of Walras) up

to very recent times.

However, ‘capital’ should be measured in units independent of distribution,

and yet univocally connected with production and – at given prices – with

costs, otherwise it would be impossible to derive the demand for it from cost

minimization (therefore physical measures such as weight will not do). No

such measure exists. Böhm-Bawerk’s ‘average period of production’, the

only attempt at finding such a measure, is shown (see 1990b, pp. 23–7) to

require three unacceptable conditions for its validity: only one non-produced

factor, only circulating capital, and simple (instead of compound) interest.

Which is why Wicksell, after initially adopting the period-of-production ap-

proach to ‘capital’, later abandons it and, like everybody else (apart from

Walras), measures the endowment of ‘capital’ as an amount of value. But

since the value of capital goods is not independent of distribution, there is no

way out of the contradiction.

One escape route increasingly attempted by neoclassical value theorists in

recent decades has been temporary or intertemporal equilibria; these main-

tain Walras’s given vector of endowments of the several capital goods but

drop the uniform rate of return on supply price. Garegnani responds critically

(1976, 1990b, Section V), arguing that this shift to notions of very-short-

period equilibrium entailing as it does the abandonment of the long-period

method – which had remained the same across the change in theory from the

classical to the marginalist approach. This method explains market prices and

quantities as gravitating around and towards normal or long-period positions

(some doubts recently raised on the traditionally assumed convergence of

market prices toward long-period prices by Nikaido and others are refuted by

Garegnani, 1997) characterized by a uniform rate of profits. Its abandonment

introduces grave new difficulties:

 

● a lack of sufficient persistence of the equilibrium. The several capital

endowments (and also, in temporary equilibria, the shape of expecta-

tion functions) can change so quickly as to deprive the equilibrium of

its traditional role of a position around and towards which market

variables gravitate, making its significance unclear (the analysis of

change through comparative statics becomes impossible);

● a dilemma between the absurd assumption (in intertemporal equilibria)

of perfect foresight or complete futures markets over an infinite future, 214 Pierangelo GAREGNANI

 

and the assumption (in temporary equilibria) of exogenously given

expectation functions (with a risk of indefiniteness of results, which

come to depend on largely arbitrary assumptions on expectations);

● a lack of sufficient substitutability between factors once different capi-

tal goods are treated as different factors. Changes in methods of

production generally entail, not just different proportions among the

same capital goods or between them and labour, but rather the employ-

ment of different capital goods. Thus almost certainly in these

short-period equilibria, a very high proportion of equilibrium factor

prices would be zero (1990b, Section VI), including perhaps the price

of labour.

 

In his 1976 essay, Garegnani (with proof from Hicks’s case) shows that the

shift appears due, not to any intrinsic shortcomings of the traditional notion

of long-period positions, but instead to the desire to avoid measuring capital

as an amount of value – a problem arising in the determination of long-period

positions in the marginalist approach only. And yet the avoidance of the

notion of value capital as a factor of production is only illusory (1990b): the

traditional marginalist conception of ‘capital’ as a single factor is still im-

plicit in the assumed stability of the savings–investment market. This stability

requires a decreasing investment schedule; but marginalist authors always

derived and only can derive the downward-sloping investment schedule from

the downward-sloping demand function for ‘capital’, investment representing

the demand for ‘free’ capital: this derivation becomes impossible if, as

‘reverse capital deepening’ shows, the demand for capital can have nearly any

shape. The result is ‘reverse capital deepening’ which destroys the entire

factual basis (1990b) of the marginalist approach by showing the falsity of

the logical deduction (from technical and consumer choice) of well-behaved

substitution between on labour and on (value) ‘capital’ (1970). ‘Reverse

capital deepening’ undermines not only aggregate production functions, but

also the right to assume that the rate of interest is the price capable of

bringing investment into equality with full-employment savings. The very-

short-period versions of marginalist theory then appear even weaker than the

traditional ones, because the difficulties with value ‘capital’ are not elimi-

nated, and to them new difficulties are added. The conclusion is clear: the

marginalist approach is indefensible in all its versions.

Garegnani has also brought the criticism of marginalist investment theory

to bear on Keynesian economics. In his ‘Notes’ (1978–79, Part II), he argues

that the reason why the debates on Keynes are so inconclusive is the presence

in Keynes of fundamentally incompatible elements: the principle of effective

demand – that savings are adjusted to investment by variations of national

income – and the negation of a spontaneous tendency to full employment
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coexist uneasily with marginalist notions (the decreasing demand schedule

for labour and, above all, the decreasing investment schedule), leading to

‘neoclassical synthesis’ counter-arguments. A situation of uncertainty has

continued to this day on whether the marginalist long-run equilibrating mecha-

nisms would be strong enough to counter the disequilibrating influences

coming from vagaries of expectations, multiplier–accelerator interactions or

financial instabilities and so on. The uncertainty extends to the internal con-

sistency of Keynes’s own analysis. Real wage and normal rate of return on

capital are necessarily tied by an inverse relation, whereas in Keynes a

decrease in the interest rate decreases the real wage. Also, even on marginalist

grounds, the decreasing marginal efficiency of investment is not easily recon-

cilable with persistent unemployment, since employment can then increase in

proportion with the capital stock. (As to the short-period rising supply price

of capital goods – an implausible assumption anyway – Keynes himself

admits that it is only a transitory element whose influence becomes irrelevant

over longer periods.) But the now-evident deficiencies of marginalist capital

theory permit one to cut through these uncertainties. Keynes’s conclusion as

to the absence of a tendency to full employment does not need volatility of

expectations or monetary ‘complications’ to ‘keep at bay’ the marginalist

‘real’ forces making for full employment, which Keynes himself had not

rejected. Rather, these ‘real’ forces appear not to exist (also see 1989).

Garegnani advocates the reconstruction of political economy on the basis

of a modernized surplus approach incorporating Keynes’s principle of effec-

tive demand. He argues that since the imperfections of Ricardo’s (and Marx’s)

theory of value – which were the main scientific reason why the surplus

approach was abandoned – can be corrected, the surplus approach is solid. At

the same time insurmountable deficiencies have emerged in the marginalist

approach. Since the surplus approach appears to have been abandoned pre-

maturely, it seems natural to revert to it as the basis for a reconstruction of

economic theory. After Sraffa and the work stimulated by him on the ‘core’,

what is required for a reconstruction is, essentially, a theory of distribution,

and a theory of output; theories for which solid starting points are provided

by the classical analysis of distribution and accumulation and by Keynes’s

principle of effective demand.

On the forces determining distribution, Garegnani has noticed (1990a) that

recent research on wage differentials and discrimination confirms the impor-

tance of institutional and customary elements. Expanding upon Sraffa’s remark

that the rate of profits is susceptible of being determined by monetary policy,

Garegnani has suggested exploring the possibility that monetary authorities

could affect distribution by influencing the real rate of interest and thus the

(somewhat higher) minimum rate of profit which investment must earn, a

minimum towards which the actual rate of profit should tend owing to com-216 Pierangelo GAREGNANI

 

petition. ‘This does not entail maintaining afresh that the wage bargain has no

power to change real wages: the policy of the monetary authorities is not

conducted in a vacuum and the movement of prices and of the money wages

determined in the wage bargain will be amongst the most important consid-

erations in the formulation of the policy’ (1978–79, p. 63).

However, Garegnani expresses scepticism about the ‘Cambridge’ theories

of distribution (Joan Robinson, Kaldor) which argue that investment gener-

ates the corresponding amount of savings by altering the share of profits.

These theories appear to ignore the adaptability of output to demand without

changes in distribution, in the short run by variations of the degree of utiliza-

tion of capacity, and in the longer run by adapting productive capacity (1982).

On the explanation of output and employment, Garegnani argues that what

is basically needed is a theory of investment; to determine employment once

investment is given we now have Keynes’s principle of effective demand.

‘Say’s law’ (investment supposedly determined by full-capacity savings) must

be rejected, having no solid justification in Ricardo, nor in marginalist theory.

Neither is it supported by the observation of a fairly full utilization of produc-

tive capacity on average over decades, most probably because productive

capacity adapts to demand (1990b). The actual determinants of investment,

Garegnani argues (1962), can be reduced to two – expected demand and

technical progress – although neither can guarantee the full utilization of

capacity. (Particularly interesting is his denial that the rate of profits may be a

direct influence on investment. Only if an increase in demand is foreseen will

investors expect to sell an increased amount of product at prices not below

normal, thus gaining at least the ruling rate of profits; otherwise they will not

invest and this whatever the rate of profits. Changes in the rate of profits can

only affect investment indirectly, for instance by altering the multiplier.) Thus

investment will normally fall short of full-capacity savings; the resulting

waste is not well appreciated because, contrary to unemployment, it is largely

invisible. One does not see the lost production of consumption goods, even

more the cumulative loss of potential productive capacity. Thus Garegnani

demonstrates (1962) that in the years 1955–60 Italy’s growth rate was lim-

ited, not by any supply-side or balance-of-payments constraint, but simply by

insufficient investment. In each one of those years Italy (a structural-unem-

ployment country) might have afforded, without any need to reduce

consumption, a production of investment goods 15 per cent greater than the

observed one, with a resulting increase of productive capacity at the end of

the six years sufficient to eliminate structural unemployment. The general

implication is that social control of the accumulation process is necessary

because capitalism wastes potential savings and has no tendency spontane-

ously to absorb unemployment. The absence, historically observed in the

industrial countries, of very great and persisting differences between the
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supply of labour and the demand for it results from adaptations of the supply

of labour to demand. In the past various ‘reserve armies’ have provided this

supply, including pre-capitalist sectors, agricultural underemployment and

housewives, as well as frequent and controlled migration flows (1990a, p. 16).
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Nicholas GEORGESCU-ROEGEN (1906–1994)

I was the first born of a family whose ancestry could not serve as an ingratiat-

ing introduction. I knew none of my grandparents. My mother came from a

truly modest family of six children, three of whom were completely illiterate.

She was a teacher at a professional girls’ school. At the time of my birth my

father was an army captain. A couple of years later he came upon a major

slipping away with some meat from the soldiers’ foodstock. During the

ensuing altercation my father struck the culprit. For striking a superior he

should have been court-martialled, but in view of the nastiness of the episode

he was just pressed to resign. I can offer no proof, but I believe that learning

at a very young age about that tragic event in my family fostered my idiosyn-

cratic repugnance against trespass. In the society of scientists one could

deplore the unavowed shams in education – the now corrupt title of Master of 218 Nicholas GEORGESCU-ROEGEN

 

Arts, once Alfred Marshall’s qualification, or the idle Ph.D. requirement for

foreign language efficiency. (A deeper dissection is in 1976a.) And I should

not fail to decry the plagiarisms towards which the intelligentsia shows no

disgust. Quasi-plagiarism is committed by many an author who refers only to

very recent works although the primary contributions to that field go back

several decades. The manifest intent is for such an author to appear as

belonging to a tidal wave of a new discovery.

A second influence on my development came from the town of Constantza

where I was born and raised; having been an important trading centre for

centuries, this was a truly cosmopolitan town. Occupations followed roughly

national lines and so did marriages, but there were no conflicts whatsoever

in this regard. Growing up in such an atmosphere I reached the faith that,

although people are not identical, each can contribute to the happiness of

society (if other things do not impinge upon it). Any restrictions imposed

without imperative reason against particular groups of humans have always

given me goose pimples, as in the US in the mid-1930s where hotels still

had brass plaques outside to advise that only Caucasians were accepted,

and where the town of Brookline (Mass.) was at one time bedecked with

immense placards painted with anti-Semitic slogans. During the madness

that plagued Europe since the 1930s I could not possibly escape from being

terrorized in Romania by the entire gamut of extremists against whom I

protested loudly enough to put my life in danger, a risk that almost materi-

alized twice.

The foregoing sentiments are so obviously beyond question that they do

not constitute dissent. Yet one of them is germane to dissent. As I have argued

in several places, first in ‘The Steady State and Ecological Salvation’, the

commandment ‘love thy neighbour as thyself’ cannot sustain an entropic

salvation. A new one, ‘love thy species as thyself’, must be accepted. This is

the strongest dissent to the vulgar question used by many economists, ‘What

has posterity ever done for us?’ From a first hint of bioeconomics I observed

that societies of other species, which take care of their offspring in unimagi-

nable ways, could teach us some very good lessons. True, some standard

economists have ultimately succumbed to the idea that concern with the

welfare of future generations is a sine qua non for the survival of the species

and come out with a characteristic observation: certainly, they say, the wel-

fare of all future human generations is fully ensured by the common fact that

every family cares about its children, those children in turn care about their

own children, and so on down the line. But as in many other cases the desire

of getting out of a tight professional spot has got the best of standard econo-

mists’ logic. None has stopped to ask whether the relation ‘to take care of’ is

transitive for, if it were, our present welfare should have been warranted by

Adam and Eve.

Nicholas GEORGESCU-ROEGEN 219

 

The first fateful influence on my development was that of my father. Under

his kind incitements, by the time I was four I could dance with the three Rs. I

kept writing the numbers from 1 to 99 on any piece of paper I could get hold

of. Probably to spare the paper in the house my father kept from me the secret

of how to write the number ‘one hundred’, which was to be my discovery by

all kinds of R&D. When I was seven I lost not only a father but also a mind

which could have prepared me to cope with the kind of world that began with

the 1914 war.

In the elementary school my love for arithmetic was first enhanced by a

teacher who taught us how to solve, by elementary means, problems that

belong to college algebra. Guided by other devoted teachers, by the age of 14

I saw my name in print in Gazeta Matematica, a didactical periodical then in

its fiftieth year. While in the lycée I participated in a strenuous national

competition for mathematics in which I once came second and once first.

Naturally, I enrolled at the Faculty of Mathematics of the University of

Bucharest where I listened to some of the world renowned masters and got

my licence ès mathémathiques in 1926.

Ever since my first contact with the mysteries of mathematics I dreamed of

becoming a teacher of that discipline. Now, with the licence in my pocket,

that dream seemed fulfilled. However, as I was soon to discover, some ful-

filled dreams are metastable. Of course, my spirits were lifted up when on the

recommendation of the Faculty of Mathematics I was awarded a scholarship

to study at the Sorbonne which, together with Gottingen, then formed the two

mathematical ‘navels’ of the world. One of my professors, Traian Lalescu,

frustrated by the lack of data relevant to Romania’s economic problems,

advised me: ‘In Paris, study mathematical statistics. We urgently need statis-

ticians, rather than pure mathematicians.’ I felt this as a call to intellectual

arms and, ignoring my old dream, I switched to statistics. My dissertation

was so well received that members of the committee wrote on my diploma

‘félicitations du jury’. Emile Borel presented a résumé of it to the Académie

des Sciences and the entire October 1930 issue of Journal de la Société de

Statistique de Paris was devoted to its discussion.

The dissertation began with an analysis of the general stochastical scatter

in which all variables are affected by random errors – a total novelty because

even now the theory just covers the simplified case in which only one vari-

able is affected by error. On that result I based a special method for discovering

the latent cyclical components of time series, a result especially important at

that time when business cycles were the focus of great attention. I still

wonder to this day why this important (as I think) method has never been

noticed in any way although Schumpeter used it in his Business Cycles and a

detailed English summary appeared in Proceedings of the International Sta-

tistical Conference (1947), in Econometrica (1948) and in Chapter 10 of my 220 Nicholas GEORGESCU-ROEGEN

 

Essays (1976b). One plausible explanation is that Herman Wold, who had

excellent public relations, proposed an almost identical model in 1938; Wold

attracted all attention.

I took two economics courses, one with Jacques Rueff, the other

magisterially taught by Albert Aftalion. From those courses and from my

own intellectual torments I reached the idea that economic phenomena can-

not be described by a mathematical system, a faith that I have never renounced.

So although studies of business cycles were then in great vogue, I decided to

apply my method of discovering cyclical components, not to economic data,

but to the rainfall in Paris (which, curiously, showed the same periodicities as

those recognized in economics by Schumpeter).

The Paris interlude was the first switch on my life tracks. I came as a

mathematician and left as a statistician. I then yearned to do some research

under Karl Pearson whose contributions had been highly praised by Georges

Darmois, the chairman of my dissertation. There were two obstacles though:

the cost of living in England was then far higher than the usual Romanian

stipend, and I did not even know what ‘goodbye’ meant. The solution came

from the family of a Master of French, Leonard Hurst, whom I had be-

friended in Paris. With things getting hard because of the depression, they – a

working-class family – took me in as a paying guest for 171⁄ shillings per 2

week! An extension of my Romanian scholarship thus permitted me to go to

London and also to learn English (as a child does) from the wonderful lady of

the house, a marvellous retired schoolteacher.

The contribution closest to Karl Pearson’s heart was the method of moments,

a formidable idea that has unfortunately been completely shelved by the pecu-

liar undercurrents of the society of scientists. I said unfortunately because

Pearson’s method is superior in research to the maximum likelihood, as now

tends to be admitted. It was from that field that I chose the topic of a paper of

more than 40 pages published in Biometrika (1932). My direct, simple contacts

with Pearson for almost two years, together with the study of his magnificent

Grammar of Science, convinced me that a scholar must also do some philoso-

phy in order continuously to control the verisimilitude of his own scientific

endeavours. Pearson was a Machian, a disciple of a philosophy that has been

downgraded like no other but is still endorsed, even by some pundits of phys-

ics. In a subdued way I became a Machian too. In fact, this peculiar philosophy

is the root of my most irritating dissents. I profess an epistemology concerned

mainly with the analytical representations of observed phenomena. Satisfactory

representation is the primary issue in any scientific endeavour. The controver-

sies about the use of mathematics in economics would clear up if the antagonists

saw that mathematics is irreproachable; the fault rests with the economist who

applies it to flawed representations. Analytical Economics was the title I coined

for my first English monograph (1966).
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Having heard from Aftalion’s course of the so-called ‘Harvard Economic

Barometer’ of Warren and Pearson, based on three periodic series, and of the

fantasized manipulations of economic data by Karl Karsten, I kept wondering

whether some connection might exist between those activities and my period

analysis. Naturally, I was elated when the Rockefeller Foundation granted me

a fellowship to visit Harvard University. It was there that the second switch

on my life tracks was waiting for me. By the time I arrived there (1934) the

Economic Barometer had closed shop. Failing to establish an amiable rela-

tion with Professor W.L. Crum, who directed research in periodograms, in

utter despair I decided to contact the person in charge of the course of

Business Cycles. This is how by mere chance I met the man who was to have

the most decisive influence on my further thinking, Joseph A. Schumpeter,

whose name I did not even know at first how to pronounce correctly.

From the small group of young Rockefeller Fellows – Nicholas Kaldor,

Oscar Lange, August Losch, Fritz Machlup, Gerhard Tintner – who met

weekly under Schumpeter’s guidance as well as from the private luncheons I

often had with him, I turned into an economist with a degree from ‘Universi-

tas Schumpeteriana’. I naturally plunged first into the mathematical theory of

utility. My first economics paper (Quarterly Journal of Economics, 1935)

was on a mathematical slip of Pareto, not a great feat since Pareto, although a

truly great economist, was not an accomplished mathematician. But I was

rather out of step for mathematical economics which was still esoteric.

My most significant work of that period was a long essay on ‘The Pure

Theory of Consumers’ Behavior’ in which, through the prism of my episte-

mology, I constructed new analytical issues of the utility concept. I began

with a logical dissection of indifference and ended with a theory of satiety

and of stochastic choice; ever since, these have served as the trade articles for

contributions to utility theory. My salient finding concerned a time-honoured

paradox of why the differential elements derived from consumer demand are

integrable if the economy consists of only two commodities. Dissenting from

an assertion by Vito Volterra that in two dimensions the differential elements

are always integrable so as to provide an ordinal map for utility, I pointed out

that the issue is not hanging on the number of dimensions, that even in two

dimensions demand elements are not necessarily so integrable. I have repeat-

edly returned to this point, the last time in a 1973 paper reprinted as Chapter

13 of my Essays (1976b) where I proved a stronger theorem: even if the

differential elements are integrable into an ophelimity map, that map does

not necessarily reveal an ophelimity order. It is curious, nonetheless, that this

result has not been incorporated into the utility theory, not mentioned even in

the works critical of revealed preference. I presume that the exceptional

popularity of Paul Samuelson’s construction, which requires complete inte-

grability, is alone responsible for it.
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Schumpeter wanted to write a theory volume with me; this led to an offer

to join that department. It is next to impossible for me to conceive now why I

turned him down, if it was not the memory of Lalescu’s call. I returned to

Bucharest where I had several jobs rather unrelated to my mathematical

economic armamentarium. I went back to teach statistical methods while

living through four dictatorships, the last brought in by the Soviet tanks. And

it was my hard fate, later, to get the onerous job as Secretary General of the

Romanian Armistice Commission which, however, did allow me to learn

more about how the great powers implement their written treaties. During my

12-year exile in my own country until fleeing from the Communist terror, I

also learned two invaluable economic lessons that were to represent the third

and a very important switch on my life tracks.

I had entered into a wonderful friendship with Andrew Edson, the Secre-

tary of the US Legation in Bucharest and a Ph.D. candidate in economics at

Harvard. One day Andy softly said, ‘Romania is a deficient economy because

her institutions are inept. The man who just sits outside the office of every

high functionary, public or private, does nothing to deserve a slice of the

national cake.’ The fundamental principle of standard theory – marginal

pricing – was violated by my own economic world. The answer to this

anomaly, when it finally dawned upon me, was that in an overpopulated

country marginal pricing is the worst economic policy. In a country of dearth,

people must work as much as they can in order to maximize the national

product, to the point where their marginal productivity may even approach

zero.

The internal logic of the Agrarians who insisted on the merits of family

farms (where there are no wages) was thus justified. I presented this idea at a

1948 after-dinner chat at the University of Chicago, which was followed by a

general silence: the group did not want to expose me as an economic ignora-

mus. Hating to have the paper refused I sat on a draft until the day when

George Richardson, after listening to a lecture of mine, immediately commit-

ted me to prepare a version to be published as a leading article in Oxford

Economic Papers (1960). In spite of the lack of attention for the political

implications of my agrarian theory, after more than 40 years I still think it to

be highly valuable, particularly my belief in the efficiency of the family farm

(see Chapter 6 of 1976b).

In my essay in Oxford Economic Papers I pointed out, first, that there are

endless types of economies and that each one requires a different theory; no

single theory could describe them all – an idea which is anathema for the

standard school. Second, that the famous Arrow–Debreu proof of the exist-

ence of a solution of the Walrasian system rested on an absurd premise:

namely, that all individuals are ab initio endowed with an adequate income

forever. That exposure must have so appalled the econometric establishment
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that at the 1969 conference of the American Economic Association, they

scheduled their business meeting at the same hour as my Richard T. Ely

Lecture! But other signs over the years have revealed that those with vested

interests in extolling standard economics have striven to obstruct the publica-

tion of my works and to support even flawed attacks against them (see ‘My

Life Philosophy’, 1992).

The second lesson I learned in Romania happened as the Communists, still

encountering resistance, thought of using wild inflation to stop the peasants

from bringing food to the recalcitrant towns. Since there was virtually noth-

ing the peasants could find to buy, I thought the strategy would surely succeed.

To my public shame, the peasants kept selling food even for almost worthless

bills because, for them, any form of money was the summum bonum. They

just kept filling their mattresses with paper money. That monetary disappear-

ing act of 1947 strengthened my awareness of the danger that resides in

money manipulations.

Having learned this truth from my personal experience, not from theoreti-

cal books, I was unable to accept Keynes’s thesis in which planned inflation –

a euphemism for government spending – is the unique prescription for uni-

versal economic growth. The process of economic development cannot be

reduced to the simple Keynesian tool, the diagram with a line at 45°. Because of this simplification Keynes’s approach became the darling of a whole

generation of economists, while the idea that government spending makes

everybody happier supplied politicians with a new ‘invisible hand’, the

Keynesian one which picks the pockets of the taxpayers as if under anesthesia.

If the bottom line is drawn, government spending does not pickpocket only

the contemporary generation; it pickpockets future generations in a quite

swift manner which must in the end come to account. The present formidable

struggle in the US with the crushing amount of public interest repayable on

public debt – created by past government spending – proves that the issue of

intergenerational distribution pertains not only to natural resources (1971),

but to money as well. Turning to underdeveloped countries, inflation is a

means by which virtually all economic growth benefits the privileged classes

(Chapter 7 in 1976b).

My objection to the neoclassical production function (Chapters 4, 5 and 10

of 1976b) and the ‘factors’ comprising it led me into a dialectical discussion

of that common but never properly defined concept: process. I argued first

that a process is identified by a tempo-spatial boundary and described only by

the elements that cross it. Input and output can then be defined analytically

rather than linguistically. For an adequate analytical representation of a mate-

rial process I introduced the essentially different concepts of ‘fund’ – the

agents – and ‘flow’ – the elements transformed by the agents (Chapter 9 in
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production processes had to have a proper unit. For it I proposed the elemen-

tary process, which brings forth a fact hard to accept at first: that idleness of

agents is a physical predicament of production. In this predicament lies the

scarcity of time in our productive activity, a scarcity that may be reduced

primarily by the special arrangements of the elementary processes illustrated

by the factory system.

In a 1970 pamphlet (Chapter 3 in 1976b) I pointed out for the first time the

important role of the entropy law for the existence of our species. As I argued

then, the entropy law is the root of economic scarcity: it states that the natural

resources on which our existence depends are continuously and irrevocably

turned into waste. For us this is the most important of all the laws of the

relatively new science – thermodynamics – which in essence is the physics

not only of economic value, but of biological phenomena as well. Some, to

oppose my idea, argue that the entropy law, like many other laws in history,

will be refuted. But history is on the opposite side: few planks now count on

the eventual refutation of the entropy law.

I have grown tired of trying to convince the champions of ‘sustainable

development’ that this plank is even more foolhardy than ‘steady state’; that

even a steady state needs a constant flow of resources that are continuously

and irrevocably degraded into waste as the entropy law requires. Even Malthus

(as I said in Chapter 1 of 1976b) was not Malthusian enough when he

accepted as possible an eternal steady state.

To oppose my ideas a series of so-called alternative technologies have been

publicized with deafening din: solar technology, in the first place, followed

by gasohol and a few others. Fusion is no longer the great hope of the old,

and fission may prove to be good only for bombs and wrecks (as I said at a

symposium where the Nobelites present did not chop off my head).

For some 20 years I have struggled with the vital problem of the long-run

future of our exosomatic species. My results must stand up, for otherwise

anyone eager of literary success would have put me down with loud criticism.

However, no recognized scholar has wanted to cross intellectual swords with

me. My staunch claims are for two entirely novel thoughts. The first is the

Fourth Law of Thermodynamics (1977), which states that a closed system –

that is, a system that can exchange only energy with its environment, as the

Earth approximately is – cannot produce mechanical work forever at a con-

stant rate.

My second finding concerns the fact that alternative techniques have been

exalted blindly, without anyone realizing how special must be that which could

sustain a viable technology. Surprisingly, among the immense number of feasi-

ble techniques (or recipes) known to humans throughout history, only a few can

sustain a viable technology; that is, a technology that can go on as long as its

proper type of energy is forthcoming. (Certainly, no recipe can produce energy
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or matter; it can only use them.) I have proposed to call these special recipes

Promethean for the good reason that fire best illustrates their peculiar proper-

ties. To wit, fire changes energy of one form (chemical) into one of another

form (heat) and may also generate a chain reaction: with just the flame of a

match we can bum a whole forest, nay, all forests. Our first mineral technology

was based on fire from wood. Before long we reached a crisis as forests were

being depleted. In essence that crisis was identical to the present one. Prometheus

II – two mortals, Thomas Savary and Thomas Newcomen – saved the day with

the invention of another Promethean recipe: the steam engine which changes

heat energy into motor energy and which has thereby triggered a chain reaction

because, as in the case of fire, with a little coal we can mine more coal and

metals to make more machines. A legion of ecological tyros exists who, through

luxurious leaflets and magniloquent global forums, seek to convince us all that

one of their favourite alternative technologies is just around the corner. They

are set on terribly dangerous propaganda for if that promise were true, why

should everyone not have a car that accelerates to 100 miles per hour before the

cigarette lighter gets hot? No thought about the future of our species can be

more disastrous than wishful thinking and decrying the realists as doomsayers.

From what I have said so far it is clear that the only true hope for our

species, fully exosomatic as it has evolved, is whether Prometheus III will

come soon. When? The nature of this question is bioeconomic because, as I

explained (Chapter 1 of 1976b), it concerns the intimate relation between our

biological existence and our economic activity. Indeed, these two domains

have many features in common.

The promise of sustainable development is the most saleable snake oil ever

contrived. Members of the academe now sell it in global forums amply

subsidized by enterprises of the highest rank. The participants who exult in

mutually convincing themselves that the future can be one of continuous

sustainable development remind one of those who in earlier times gathered to

get delight from panem et circenses.

It is in the opposition to this way of preparing to face the entropic menace

that hovers over our species that resides my sharpest and tragic dissent.

 

Nicholas Georgescu-Roegen died in 1994. His

 

long and productive career was marked by gradual but significant changes in his outlook, focus of research interest, and interpretation of the economic process. His publications reflect the unusual breadth of his education and work experience, and an innate intellectual curiosity which caused him to disregard the traditional boundaries between disciplines. He was an auto-didact in a wide range of areas, and his erudition showed at every turn. He moved easily from economics to philosophy, including the philosophy of science, and from the physical to the biological sciences. (Maneschi and Zamagni, 1997)
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Herbert GINTIS (born 1939)

I began graduate school in Mathematics at Harvard University in 1961. I

received my Ph.D. in Economics from Harvard eight years later, and contin-

ued as a faculty member there until 1974. My career as a graduate student

and young academic thus coincided with four momentous twentieth-century

political movements in the United States: the anti-war movement, the coun-

ter-culture movement, the Civil Rights movement and the feminist movement.

These political events profoundly affected my career and the contents of my

work.

I realized at the time of John F. Kennedy’s assassination that mathematics

was not sufficiently in tune with the events of our times and, despite my love

for the subject, I abandoned writing my dissertation to begin anew in eco-

nomics. I had never taken a course in economics, but a friend who had

studied Marx told me it was a good field because ‘economics determines

everything else’.

As a graduate student, I came to believe that there were three great issues

in political economy that could not be put right by traditional economics:

inequality and discrimination, alienation and overly materialistic cultural

values, and the unaccountability of economic power. I eventually identified

two major problems with neoclassical economics that prevented it from deal-

ing with these issues: the assumption that preferences are exogenous, and the

assumption that contracts could be costlessly enforced by the state. The first

of these became the subject of my Ph.D. dissertation, ‘Alienation and In-
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equality’ (1969), parts of which were published as ‘A Radical Analysis of

Welfare Economics and Individual Development’ and parts as ‘Welfare Crite-

ria with Endogenous Preferences: The Economics of Education’. Discussion

of the second assumption appeared in ‘The Nature of the Labor Exchange of

the Theory of Capitalist Production’.

The basic arguments here were quite straightforward. Since economic

theory takes preferences as given, it has a materialistic bias: people can

improve only by getting things, rather than becoming better persons. A radi-

cal welfare economics must consider personal development as much as the

growth of material wealth in order to deal with the major issues of advanced

societies. Moreover, since economic theory takes contracts as exogenously

enforced, it has no need for a notion of economic power. But the most basic

of all economic relationships, that between boss and worker, is ‘incomplete’

in that the state can enforce no quid pro quo from a worker. The firm must act

as a system of power to extract labour from labour power.

These analytical insights led me to write a number of articles that at-

tempted to link countercultural themes to political themes in the early 1970s.

These included ‘New Working Class and Revolutionary Youth’, Socialist

Revolution (May 1970); ‘Power and Alienation’, Review of Radical Political

Economics, 4 (Fall 1972); and ‘Activism and Counterculture: The Dialectics

of Consciousness in the Corporate State’, Telos, 12 (Summer 1972). They

also led me to the first of many fruitful collaborations with my colleague

Samuel Bowles in Schooling in Capitalist Society (1976b).

Attempting to understand education flowed naturally from my twin con-

cerns with inequality and alienation, since the schools were supposed to

create, first, equality (and did not) and, second, fully developed human beings

(and did not). Rather than bemoan this fact, Bowles and I argued that schools

reinforced inequality and produced submissive, rather than mature self-actu-

alizing adults. My first work in this area (in my dissertation) was to show that

personality rather than cognitive traits accounted for the contribution of school-

ing to income. This led to several articles, including ‘Education, Technology,

and the Characteristics of Worker Productivity’, American Economic Review

(May 1971); and ‘Towards a Political Economy of Education’, Harvard

Educational Review, 42 (1), (February 1972), as well as my contribution to

Christopher Jencks’ book, Inequality: A Reassessment of the Effect of Family

and Schooling in America (Basic Books, 1972).

Bowles and I combined our expertises and developed a common theoreti-

cal approach by jointly addressing the themes of inequality and personal

development in education, both statistically and historically in Schooling in

Capitalist America, as well as in our critique of the neoclassical theory of

schooling in ‘The Problems with Human Capital Theory’, American Eco-

nomic Review (May 1975). Our basic argument was that the undemocratic 228 Herbert GINTIS

 

and hierarchical character of the capitalist firm required that individuals

develop submissive and non-assertive personality traits, and at the same time

ensured a great degree of economic inequality. At a time when there was

great demand for educational reform to solve problems of inequality and

alienation, we argued for a certain ‘principle of correspondence’: the current

degree of inequality and the lack of personal development in schools corre-

sponded to the positions in the economic system that students had to assume

after they left school. Hence only the transformation of the economy towards

worker control and democratic economic accountability could set the stage

for such a broad educational reform.

In 1975, with several colleagues, I moved to the University of Massachu-

setts, where we set up a new graduate programme reflecting research efforts

into what was then known as ‘radical economics’. In this period Bowles and I

were engaged in an ambitious attempt to reformulate Marxian political

economy in such a way as to make it relevant to the modern world. Central to

this endeavour was the renovation of the Marxian theory of value, which we

attempted in several articles, including ‘The Marxian Theory of Value and

Heterogeneous Labor: A Critique and Reformulation’, Cambridge Journal of

Economics, 1 (2), (1977), and ‘Structure and Practice in the Labor Theory of

Value’ (1981).

By the time this last article was published, however, we had already realized

that the Marxian theory of value failed to illuminate the main problems of

modern economic theory, and in addition was politically irrelevant in the

context of contemporary social issues. Even before this, we had begun an

extensive reassessment of Marxian social theory, and became more and more

critical of its general principles. My first published work in this area was

‘Theory, Practice and the Tools of Communicative Discourse’, Socialist Re-

view, 50–51 (March–June, 1980), which dealt with the general Marxist theory

of social struggle. I also wrote, with Samuel Bowles, ‘Education as a Site of

Contradiction in Reproduction of the Capital–Labor Relationship’, Journal of

Economic and Industrial Democracy (1981), and ‘Contradiction and Repro-

duction in Educational Theory’, in Len Barton (ed.), Schooling, Ideology, and

Curriculum (Falmer Press, 1981). These articles, while strongly defending our

book Schooling in Capitalist America, argued that we had made too close a

functional connection between schools and the economy. In particular, we now

argued that the educational system in liberal democratic societies, by virtue of

its attachment to a public sphere that prizes liberty and democracy, instilled

values that often conflict with the hierarchical capitalist enterprise. It is this

contradiction, we argued, that accounts for the importance of student move-

ments and the generally progressive contribution of schools to social change.

My fundamental views on political economy, one outgrowth of which was

the above, had begun to change in the mid-1970s as a result of the wave of
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authoritarian revolutions in Latin America and elsewhere in the Third World,

as well as in sharp recoil against the Trilateral Commission – a group of

American, European and Japanese intellectuals who argued that democracies

were increasingly ‘ungovernable’. I began to think that liberal political phi-

losophy and the individual rights associated with it were not the ‘bourgeois

values’ that Marx so scathingly attacked, but rather were both the product of,

and the major support of, exploited groups in society. Marx’s mistake, Bowles

and I began to think, was to see power as homogeneous, and the state as a

mere reflection of society. In place of this, we argued that power was irreduc-

ibly heterogeneous, and there were always structural contradictions between

the various spheres of social life.

This led us to begin a full-scale critique of Marxian theory, with an aim

towards improving it. While we wrote much on the topic, we published little

except for an article in German ‘Die Heterogeneitat von Macht’, Das Argu-

ment, 140 (July–August 1983). Rather, we began an in-depth review of

economic history with an eye towards integrating a theory of state and class

exploitation. One important result was ‘State and Class in European Feudal-

ism’ (1984); this reinterpreted the so-called ‘transition from feudalism to

capitalism’ in light of the provocative works of Perry Anderson and Maurice

Dobb.

In this paper we argued that the sixteenth and seventeenth centuries in

Europe were a unique social formation, in which expanding despotic states

made strategic alliances with weak but growing commercial classes to form a

‘state–commercial alliance’ that guided the movement to modern capitalism.

In this alliance, the major European states attempted to consolidate power but

could not. A series of revolutions in the period led to constitutional govern-

ment and the pacification of absolutism.

At the same time, we began to revise our conception of the history of

capitalism itself, writing ‘The Crisis of Liberal Democratic Capitalism’, Poli-

tics and Society, 11 (1982); and ‘The Welfare State and Long-Term Economic

Growth: Marxian, Neoclassical, and Keynesian Approaches’, American Eco-

nomic Review (May 1982). These explained the economic downturn and

political transformation of the advanced countries in the post-Vietnam era,

which we interpreted in terms of confrontation between ‘person rights’ and

‘property rights’ rather than in traditional Marxian terms. The history of

American capitalism, we wrote, involved a series of ‘accords’ or ‘class com-

promises’ that allowed the smooth accumulation of capital in very different

economic periods.

To pursue these studies, I had taken a year in 1978 to work at the Institute

for Advanced Studies in Princeton (New Jersey) under the auspices of Albert

Hirschman. Several of my colleagues there, including the historian William

Sewell Jr, the political scientist Alesandro Pizzorno, the sociologist Claus 230 Herbert GINTIS

 

Offe and Hirschman himself, were exploring issues closely related to my

own. The Institute was an excellent place to work because there was a general

acceptance of diversity, a willingness to put up with temporarily ‘half-baked

ideas’ and yet an unremittingly critical stance towards imperfection.

During the next two years at the University of Massachusetts, Samuel

Bowles and I combined our research results, coordinated our ideas (they had

never been far apart, since we always communicated and worked together,

albeit at a distance), and charted the major ideas that would occupy us for the

next six years. In this period we wrote an article that clearly registered our

new concerns with democratic accountability and the theory of economic

power: ‘The Power of Capital: On the Inadequacy of the Conception of the

Capitalist Economy as “Private”’, Philosophical Forum, 14 (3–4), (Spring–

Summer 1983). This article, which used a new kind of microeconomic

argument in place of the Marxian theory of value to propose a democratic

workplace, seemed to show the fruitfulness of pursuing a theory of economic

power in a wider context.

I returned to Harvard University as a Visiting Professor in 1982 and 1983,

where I presented these ‘new ideas’ in both the Sociology and Economics

departments. The result of Bowles’s and my joint work was our book Democ-

racy and Capitalism: Property, Theory, and the Contradictions of Modern

Social Theory which foreshadowed many of the major themes that have

surfaced in the human rights and democratic movements of the past few

years.

In 1986, having completed Democracy and Capitalism, I began to envis-

age the possibility of developing a fully consistent alternative to the Walrasian

model, in which precisely one assumption is dropped: that of costless third-

party contract enforcement. In an Appendix to Bowles’s and my 1981 article

‘Structure and Practice in the Labor Theory of Value’, we included a little

model of endogenous contract enforcement in the labour market. While I was

at Harvard, I began an article with my colleague Tsuneo Ishikawa; these

ideas were fully developed in ‘Wages, Work Discipline, and Unemployment’,

Journal of Japanese and International Economies, 1 (1987). In the late 1980s

many economists, including Joseph Stiglitz as well as Samuel Bowles and

myself, began thinking of endogenous enforcement in the labour market as a

very powerful mode of organizing our models of labour market behaviour.

My notions of developing a complete alternative microfoundation of politi-

cal economy, taking the major outlines of the Walrasian model but dropping

the assumption of exogenous enforcement, began to take shape while Bowles

and I were completing Democracy and Capitalism; these notions were well

advanced by 1987. In this period I wrote two pieces attempting to apply the

idea of endogenous enforcement to understanding why competitive markets

are hostile to democratic firms. The major reason, I argued, is that however
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competitive from the point of view of productive efficiency, democratic firms

would not have adequate access to capital markets. The article ‘The Principle

of External Accountability in Financial Markets’, in M. Aoki, B. Gustafsson,

and O. Williamson (eds), The Firm as a Nexus of Treaties (Russell Sage,

1989) argued that it is easier for outside owners to discipline a single man-

ager than a large number of workers. Similarly, in ‘Financial Markets and the

Political Structure of the Enterprise’, Journal of Economic Behavior and

Organization, 1 (1989), I argued that the risk-taking behaviour of democrati-

cally constituted firms would not be satisfactory to banks or equity markets.

In 1987 I began extending this vision from labour and capital to consumer

goods and international financial markets. In the political economy of con-

sumption, I argued that competitive markets favour consumers over producers

in the same way they favour bosses over workers and lenders over borrowers:

they give consumers the ‘power to switch’. This was the theme of ‘The Power

to Switch: On the Political Economy of Consumer Sovereignty’, in S. Bowles,

R.C. Edwards and W.G. Shepherd (eds), Unconventional Wisdom: Essays in

Honor of John Kenneth Galbraith (Houghton-Mifflin, 1989).

In a similar line of analysis, my colleague Gerald Epstein and I began a

study of international capital markets, with the overriding idea that, since

there is no third-party enforcement of lending and borrowing agreements,

credit rationing should be the norm. Patterns of lending and borrowing should

also be explicable in terms of the lender’s capacity to enforce repayment and

the borrower’s reluctance to become subject to a lender’s threats not to renew

lending relationships. We published this research, which included empirically

quite compelling evidence, in our article ‘International Capital Markets and

the Limits of National Economic Policy’, in T. Banuri and J.B. Schor, Finan-

cial Openness and National Autonomy (Oxford: Clarendon Press, 1990).

In my view, there remains a major area to be completed before the project

comes to fruition: the theory of monetary equilibrium. This has been my

preoccupation for the past year. I now believe I have a handle on the integra-

tion of monetary theory into the framework of endogenous contract

enforcement (or ‘contested exchange’, as Samuel Bowles and I have come to

call it). However to achieve this, I have had to bring into question an addi-

tional aspect of the Walrasian model: the assumption that agents in a market

economy trade with the market as a whole (in the person of the ‘auctioneer’).

Rather, I have pursued the strategy of developing models of face-to-face

exchange, in which a medium of exchange emerges as a least-cost instrument

of endogenous enforcement of certain types of exchange relationships.
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Wynne GODLEY (born 1926)

I was born in 1926 and went to school at Rugby. I owe my undergraduate

education, which was completed in 1947, to two great teachers – Isaiah

Berlin and P.W.S. Andrews. For the next few years I pursued a career as an

oboe player, first studying at the Paris Conservatoire, then earning my living

as a performer. In 1954, through the good offices of P.W.S. Andrews, I

obtained a position as an economic assistant in the Metal Box Co. and in

1956 I joined the economic section of the Treasury which was then under the

inspiring leadership of Sir Robert Hall. I owe my training as a ‘general

purpose’ Treasury economist to my senior colleagues, Jack Downie and

Bryan Hopkin.

It is not easy to remember that in the late 1950s the system of compiling

national income statistics had only been operating for a few years and that

quarterly figures were only just coming into existence. Little econometric

work on time series had been done, and there existed little in the way of a

body of knowledge which could be directly used to inform our work. Public

discussion was led by journalists.

In 1958 I wrote the first paper (subsequently published in 1976) to which I

now attach any importance – an empirical study of mark-up pricing. In

formulating the mark-up hypothesis, I was of course influenced by my asso-

ciations with Andrews and Hall, who had both done work of fundamental

importance on this subject. Yet at the time I had no appreciation of the

theoretical implications of my conclusions, being then only concerned to

piece together bits of a macroeconomic model which would yield reliable

forecasts.

In 1962 I was seconded for two years to the National Institute where, with

the help of technically better qualified colleagues (particularly James Shep-

herd), I produced a number of econometric studies in which I tried to

summarize and formalize some key relationships. However, my subsequent

attempts to use these relationships to make forecasts led me to form a scepti-

Wynne GODLEY 233

 

cal view as to the ability of econometrics to advance empirical knowledge

about time series – a scepticism I have since found no reason to qualify.

By the mid-1960s I was anyone’s equal as a conjoncturiste, with a detailed

knowledge of the provenance and meaning of most economic statistics and of

the quarter-by-quarter history of the economy over the post-war period. In

addition to being in operational charge of short-term economic forecasting in

the Treasury, I created the statistical system on which (Kaldor’s) Selective

Employment Tax was based and undertook the calculations which underlay

the devaluation of sterling in 1967.

As a result of this apprenticeship at the ‘sharp end’ of economic policy-

making, I had formed by the late 1960s a system of views about how the

economy works which corresponded roughly to what people now call ‘crude’

Keynesianism. That is, I thought real output and employment were deter-

mined by the exogenous variables of the model – government expenditure

and exports – interacting sequentially through the combined effects of the

multiplier and accelerator, while inflation was a largely contingent process

(which, as stated by the OED, ‘may or may not happen’) only weakly related

to the pressure of demand (1974a). But I recognized early on that perform-

ance in foreign trade was an abiding constraint on growth. In no sense did

this set of views make me into a ‘dissenting’ economist. The same opinions

were held by virtually all my colleagues in the Civil Service and, so far as I

could discern, in comparable institutions in foreign countries. I had, for

instance, no sense of any difference in Weltanschauung when discussing any

aspect of economics with Arthur Okun.

In the second half of the 1960s I developed an increasingly close working

relationship, and friendship, with Nicholas Kaldor who was working at the

Treasury during most of that time. It was basically at his instance that I

decided, in 1970, to leave the Treasury to become Director of the Department

of Applied Economics at Cambridge. My principle objective in making this

move was to carry out in public the same work that I had carried out, perforce

in secrecy, in the Treasury and hopefully thereby to raise the level of the

public discussion of economic policy. (Even as late as 1970 not much policy-

orientated work was being done outside the Civil Service.) I had no interest

whatever in economic theory unless, and to the extent that, it was directly

concerned with real life economies and would be relevant for policy determi-

nation.

I now consider that my work in the 1970s, in particular the formation of

the Cambridge Economic Policy Group (CEPG) in partnership with Francis

Cripps and the publication of a series of reviews between 1971 and 1982, was

on the whole a success. It certainly did contribute to the public discussion of

economic policy, as can be gauged by the amount of response and ‘coverage’

we received. Although some forecasting errors were made, we also had some 234 Wynne GODLEY

 

notable ‘coups’, for instance our steadfast view (in contrast to that taken by

other forecasting bodies as well as by W. Rees Mogg and Professors Ball and

Matthews) that the Heath–Barber boom would crash because it was based on

a consumer boom without regard for the growth of net export demand; also

that the Thatcher–Howe policies of 1979–81 would generate by far the big-

gest slump of the post-war period from which no recovery could occur

without a ‘U-turn’.

However, far and away our most important contribution to the discussion

of economic policy resided in the insistence of the CEPG on the (basically

Kaldorian) point that it was the success or failure of manufacturing industry

in selling goods in world markets which would determine the growth (or

decline) of the economy as a whole. In view of the endemic weakness of

British manufacturing, we took a consistently very gloomy view about the

long-term prospects of the British economy – at least unless, by hook or by

crook, the extremely adverse trends in foreign trade could be reversed. This

view has been fully justified by events up to the time of writing.

There are two aspects (in particular) of the work of the CEPG which put its

members into a category which may he termed ‘dissenting’. The first – a

matter mainly of concern to the modelling fraternity and academic

econometricians – was the unconventional view we took about how to con-

struct and use an econometric model. Thus we attached prime importance to

what may be termed ‘model architecture’ by which I mean that the underly-

ing accounting was coherent, without any ‘dustbin’ equations or sectors;

everything came from somewhere and went somewhere. Our view, by which

I still stand, was that model architecture in this sense takes priority over

parameter estimation; I am even prepared to conjecture that a properly a

‘architected’ model will deliver much the same results over a wide range of

parameter estimates, particularly if the model is used for the simulation of

medium- or long-term scenarios. Furthermore our use of the model was

unconventional in that we treated it, not as something which would generate

accurate forecasts of what would actually happen, but as a tool that informed

our minds as to a great many possible outcomes conditional on a wide range

of alternative assumptions both about exogenous variables and about param-

eter values. In using our model in this way we were greatly assisted by

Cripps’s programming expertise, which permitted us to work with a speed

and flexibility not generally available at that time. I should add that

econometrics, as usually defined, played (advisedly) a relatively minor role in

our work.

The second, and more egregious, respect in which we became a ‘dissident’

group was that, as a result of trying to think through the possible ways in

which Britain’s net export demand might be improved, we entertained the

possibility that international trade should be, in some sense, ‘managed’.
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There might, we argued, be no way in which the adverse trends could be

reversed other than some form of control of imports. Our argument (see for

instance Cripps, 1978; Cripps and Godley, 1978) was never one in favour of

protectionism as normally understood – that is, the selective and unilateral

protection of relatively failing industries under conditions of general stagna-

tion. On the contrary, we were most careful to lay down conditions under

which the management of trade would benefit not only our own country

(without making its industry less efficient) but would also increase the level

of trade and output in the rest of the world. The two basic principles were,

first, that trade management should reduce import propensities without ever

reducing imports themselves (in total) below what they otherwise would have

been; and, second, that ‘protection’ should be as minimally selective as

possible (for example, through the use of market mechanisms such as auction

quotas) so that industrial inefficiency would not be sponsored.

I was surprised by the hostility with which our ideas about trade were

received. It seemed to me at the time, and still seems to me, that the argu-

ments actually used against us (at their most coherent by Maurice Scott et al.,

1980) did not, in practice, rest on a well-articulated theoretical position but

on very special assumptions about behavioural relationships and international

political responses. (I have, to the best of my ability, answered these particu-

lar points in Christodoulakis and Godley, 1987.)

In 1982 the ESRC decided to withdraw all substantial support from the

CEPG, making it impossible for us to continue to function as a group. It

apparently made this decision on the grounds of our lack of competence,

although no significant discussion had taken place and no site visit ever

made.

The controversy about free trade forced me to rely (personally) far less

on Kaldor where theoretical matters were concerned and to become a better

scholar myself. However, I found nothing in the literature to make me

change my mind. My initial problem with the academic subject was straight-

forwardly one of comprehension. For instance, I spent long hours staring at

Edgeworth box diagrams in the opening chapters of textbooks which showed

the usual price lines and indifference curves. The trouble turned out to be

that it was nowhere explained in the textbooks I read that resource endow-

ments were assumed to be given and fully utilized, and that the proof of the

gains from trade took these assumptions as axiomatic. This was not, for me,

a promising model on which to build since the precise point at issue was

whether or not free trade would have the effect of reducing national produc-

tion. Further investigation caused me ever-increasing astonishment that the

standard theory of international trade, in much more sophisticated versions,

depended on comparably special, and empirically contra-factual, assump-

tions.
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The ‘dissident’ argument in favour of managed trade is well summarized in

Kaldor (1980), where he points out that the modern theory of international

trade is based on the assumption that all production takes place according to

the conditions described by the neoclassical production function, with con-

stant returns to scale. Kaldor postulated instead, and he was surely right to do

so, that the principle of circular and cumulative causation leads (through

dynamically increasing returns) to a process, not of convergence, but of

polarization between successful and unsuccessful economies in which suc-

cess in competitive performance feeds on itself and losers become immiserated

by trade.

I never believed that the events of the 1970s confuted the basic system of

ideas on which I had been nurtured in the Treasury. In particular I had always

seen (and still, on the whole, see) inflation as a process which is contingent in

terms of economic theory. Certainly I did not feel confuted by the fact that

the rise in commodity prices in 1973 and the ‘threshold’ scheme which

effectively indexed wages to prices (too often forgotten in econometric stud-

ies) caused retail price inflation to reach 20 per cent in 1974; indeed, in

Cripps and Godley (1974a) inflation of this order was predicted.

Nevertheless I did find myself badly outflanked by the rise in the influence

of monetarism which really became important at the beginning of the 1970s.

It was not, as I now see it, that the monetarists won any argument in the sense

that they made propositions which I was forced to concede, on reflection,

were correct. They won it for a different reason which I now admit with some

shame and frustration – namely because in my own thinking I was only just

beginning to incorporate balance sheet concepts systematically and therefore

found myself unable, at the elementary level of accountancy, to give convinc-

ing answers to perfectly simple questions about where money ‘was’ in my

model.

When I was forced into retrenchment, admittedly rather late in the day, I

encountered the same problem that I have already described in mastering

conventional trade theory: I had extraordinary difficulty in understanding, not

the sentences, but what real life state of affairs mainstream ‘neoclassical’

macroeconomics could possibly be held to be describing. I went through the

standard textbooks on macroeconomics and then back to the underlying

professional literature (the locus classicus being, as I now see it, Modigliani,

1944 and 1963). I taught myself how to draw the diagrams and solve the

equation systems, but for years could not make any connection between these

and the real world as I knew it.

My breakthrough started as a result of yet another rereading of Patinkin


(1965) at the beginning of which he brings his introductory theory to life by

asking readers to imagine that all goods arrive randomly in parcels on Mon-

days (there is no production in his elementary model), while sums of ‘money’
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(a financial asset which has no counterpart liability) are discovered to be

randomly distributed among agents. ‘Trading’ takes place on Monday after-

noons only, the outcome of which is that the price of all goods individually

and of goods in general relative to the predetermined stock of ‘money’ are

somehow determined such as to eliminate all excess demands including that

for real money balances. Here was a story which, however improbable, I

could at least understand. And it was this fable which enabled me to construct

my own story in terms of which the model of the neoclassical macroeco-

nomic synthesis – the AD-AS analysis of the textbooks – could fairly readily

be understood as characterizing some imaginary world.

The story in question is not different in spirit from the Patinkin one (even if

it is far more complicated) because in essence it reinstates the notion of an

exchange economy. Thus the role of the neoclassical production function is

not to characterize real life production in the way that, for instance, Pasinetti

(1977) characterizes it, but to enable labour to be instantaneously converted

into a profit maximizing supply of goods so that ‘goods’ and labour can be

traded against one another. Then instead of having ‘auctions’ at which all that

happens is that the price of goods is determined, we have auctions at which

prices for ‘product’ (a single good), labour and ‘money’ are found such that

the ‘markets’ for product, labour, money and bonds are all simultaneously

cleared.

There is obviously not room here for a proper critique of this elaborate and

ingenious but utterly absurd story, but I cannot resist the following observa-

tions. In general, the pretence in virtually every modern textbook that the

single good which constitutes ‘real product’ in this abstract and timeless

model may be identified with the dear old GDP is worse than ridiculous – it is

fraudulent. There is nothing illogical about the notion that every ‘agent’

engages in a series of disjunct trading episodes in which he or she in the

capacity of a worker responds to alternative configurations of the three rel-

evant ‘prices’ with an offer of labour (seven hours today?); in the capacity of

an entrepreneur with an offer to supply product and to purchase investment

goods; in the capacity of a household to purchase consumption goods as well

as to hold money balances and bonds. There is nothing illogical about it but it

is perfectly obvious that nothing like this ever happens. And it is not just a

case of parts of the system not quite working because of the existence of time

lags or rigidities. No! I declare the entire notion of a macroeconomic general

equilibrium (in which agents grope, in trading episodes that can never be

satisfactorily located in real time, towards market clearing prices simultane-

ously for product, labour, money and bonds) to be a chimera.

Yet it is a chimera which can apparently paralyse part of the mind of

anyone who has been inhabited by it. For I do believe that studying this

system of ideas can explain why monetarism had the day it did, why its day is 238 Wynne GODLEY

 

not yet done and why it succeeded in putting nearly everyone, but most

unexpectedly American Keynesians, on the defensive. It could do this be-

cause the basic model of mainstream macroeconomics is one in which ‘money’

is exogenous in the sense that it does not even have an accounting relation-

ship with anything else, and in which firms, all sitting on their production

frontiers and operating under conditions of perfect competition, are maximiz-

ing profits. It then only requires relatively weak assumptions, in particular

that money wages are flexible, to reach the conclusion that output and em-

ployment are determined by supply conditions alone, while changes in the

‘money supply’ affect the price level and nothing else.

To this statement of dissent I add that my strong objection to mainstream

macroeconomics does not derive only from my perception that it does not

describe modern industrial economies well. It derives as much, or more, from

the perception, which I have indicated seriatim, that it is highly tendentious

politically.

In conclusion I sketch, in very hazy terms, the alternative in which I believe.

I insist, to begin with, that the world to be studied is one in which institu-

tions, in particular industrial corporations and banks, have a distinct existence

and motivation. Next, the production process must be seen as taking time,

hence the need for credit.

A realistic model of such an economy must start out with a comprehensive

system of national and sectoral balance sheets with which all flow concepts

are coherently related. As the (hypothetical) equilibrium conditions should be

conceived in terms of real stock-flow ratios, the entire system of accounts

needs to be inflation accounted, leading to unconventional definitions of real

GNP, real personal income and the current balance of payments.

To capture the main processes without too complicated a model, I think it

best to start by characterizing the determination of output and the distribution

of income in a single region of a modern industrial economy, since this can

feature realistically the importance of trade with the ‘outside’ world (in this

case the other regions) without having to be concerned with exchange rates or

the balance of payments. The objective (I hypothesize) of industrial firms is

to maximize, not profits, but their own market shares, while that of banks is

to maximize their balance sheets. Firms operate under conditions of imper-

fect competition and increasing returns; the implementation of their

growth-maximizing strategy requires a set of related decisions to invest and

set prices at levels relative to costs which generate adequate finance (given

various other constraints as set out in Adrian Wood, 1975). The growth of

output in the region depends on the success firms have in selling ‘abroad’.

The success or failure of the region will, however, be modified by the fact

that the central government will be providing transfers as well as public

services to some known standard. The government may also help backward

Wynne GODLEY 239

 

or failing regions with some kind of regional development policy – the

analogue of ‘trade management’ in an international setting.

I aim to show, in work which I now have well in hand, how this model can

be expanded to describe the behaviour of households and banks, how infla-

tion may be generated out of a struggle for shares of the real national income,

how government policy can affect the various outcomes and what difference

is made by assuming a multi-currency and multi-government world.

In the past decade I have divided my time roughly half and half into two

parts. On the one hand I have been making analyses of the US’s strategic

macroeconomic predicament, using a real stock flow model of the US economy

in tandem with an updated version of the world model which Francis Cripps

wrote in 1978. The most substantial of the relevant papers is listed below as

‘Seven Unsustainable Processes …’ (1999b).

For the rest, I have been trying to evolve a rigorous space within which

sensible macroeconomics can proceed. Although I’m sympathetic to the post-

Keynesian endeavour (defining this very broadly) I do not think it will succeed

without a substantial change in its methodology, the narrative method being,

as I believe, fundamentally inadequate.

I write this while recognizing that my own endeavours so far, for instance

in Macroeconomics which I wrote with Francis Cripps in 1983 but also in

dozens of other papers, have been incomplete to the point of being defective.

However I have now, at last, reached a stage at which I feel able to present

some solid foundations for a new synthesis.

The first of my new series of papers, ‘Money and Credit in a Keynesian

Model of Income Determination’ appeared in the Cambridge Journal of

Economics (1999a). It rigorously integrates, in the context of a dynamic

stock flow model with watertight accounting, money and credit creation with

the income/expenditure process, with assets allocated according to Tobinesque

principles; production takes real time and the future is always uncertain. This

model is tried in the fire of numerical simulation.

The second paper in the new series ‘A Simple Model of the Whole World

with Free-Trade, Free Capital Movements and Floating Exchange Rates’

applies the same technique to open economy macroeconomics. In this model,

exchange rates are determined by supply and demand in asset markets and

exchange rate changes feed into export and import prices and hence trade

volumes which, with fiscal and monetary policy, determine aggregate in-

come/expenditure flows. This paper is already available in mimeo and my

next project is to include international bank lending into the model so that it

becomes possible to understand and analyse various kinds of international

financial crisis in a more complete way.

Apart from these positive contributions, I have been trying to obtain a

deeper understanding of neoclassical macroeconomics which in one form or 240 Richard Murphey GOODWIN

 

another is still the dominant paradigm. I have done this work largely in

collaboration with Anwar Shaikh and an advanced draft ‘An Important Incon-

sistency …’ (1998) is listed below.
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Richard Murphey GOODWIN (1913–1996) Massimo di Matteo

Richard (Dick for friends) Goodwin’s life may be viewed from three different

angles reflecting his multifaceted personality. Throughout his life he has been

simultaneously an artist, a political spirit and an economist.

Born in Newcastle (Indiana) in 1913, the son of a lawyer turned banker, his

love of the arts was fostered by his aunts, one of whom had lived in Paris and

breathed the exciting atmosphere of the artistic vanguard. He decided not to

become a professional artist because of what he regarded as lack of talent, but
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has continued painting all his life. A catalogue of his paintings has been

published.

He won a scholarship to Harvard where he read Political Science and

graduated in 1934 with a dissertation entitled ‘A Critique of Marxism’. While

a student he took an active part in university life, writing political and cul-

tural pieces for the student magazine, The Harvard Critic, of which he was an

editor. His love of politics and curiosity about the big developments of the

1930s (Fascism and Nazism) have continued up to the present time, develop-

ing when he went to Oxford (St John’s) as a Rhodes Scholar in 1934 for three

years. There he read Philosophy, Politics and Economics but paid frequent

visits to Italy and Germany to study Nazi-Fascism at first hand. He was a

member of the Communist party until the Molotov–von Ribbentrop pact.

The tragic events of the Great Depression (including his father and his

grandfather both going bankrupt) and his experiences in Europe shifted his

interests towards political economy and he enrolled as a Ph.D. student at

Harvard. His thesis, initiated under H. Phelps Brown’s supervision in Oxford,

was ‘Studies in Money: England and Wales, 1919 to 1938’ and its main

results were soon published (reprinted in 1982). Here we find a first attempt

at building a statistics of the money supply and velocity in the UK (needless

to say he did it without a computer and this permanently put him off empiri-

cal work). He became convinced that trade cycles are not the result of

mismanagement by the monetary authorities (a common opinion then, as it is

again now) simply because money supply responds endogenously to business

conditions rather than vice versa.

During the late 1930s, overcoming his initial distrust due to the Austrian

economist’s right-wing ideas, he was increasingly influenced by the teaching

and personality of Schumpeter. When Goodwin was appointed at Harvard, as

an assistant to the unorthodox J.H. Williams, Schumpeter and Gottfried

Haberler attended the first course he ever gave on linear cycle theory. His

interest in cycle theory was stimulated by attending Jacob Marschak’s semi-

nar and Roy Harrod’s tutorials in Oxford. There he also became infected by

Keynes’s ideas. This was always a major point of discussion with Schumpeter

who never came to accept the central message of the General Theory despite

Goodwin’s repeated efforts of persuasion.

Already before the war, then, the fundamental elements of Dick Good-

win’s vision were in place, ready to be refined into what was later called the

M–K–S (Marx–Keynes–Schumpeter) system by Goodwin himself. One of

his first papers, ‘Innovations and Irregularity in Business Cycles’ (reprinted

in 1989), is full of Schumpeterian and Keynesian inspirations. In its simplest

version it is a lagged multiplier model in which investments, instead of being

driven by expectations, are modelled as a sinusoidal function of time in

accordance with Schumpeter’s swarms of innovations, with the intention of 242 Richard Murphey GOODWIN

 

bringing in historical events. This leads to cycles in income that reflect the

oscillations contained in the investment waves. So even if the inner mecha-

nism of the economic system is stable (that is, it does not amplify the

impulse), the latter nevertheless keeps the oscillation in income alive. This

interpretation of the impulse seems to Goodwin more satisfactory than that of

Frisch which resorts to random shocks. The model can be complicated in

various ways. One of the most interesting is to assume that the waves in

innovative investment are irregular oscillations so that they can be approxi-

mated by sums of sinusoidal functions: in this way the resulting fluctuations

in income will be irregular as well, resembling actual statistics:

 

An explanation of the reality of a tendency to periodicity is obtained without any strict periodicity ever existing. The historical individuality of each cycle is intro-duced into the rigidity of mathematical business cycle theory. The complex wave form follows. The ever changing severity of fluctuation can be explained. So long as capitalism is not stationary so long as there is any exciting expenditure the oscillations may temporarily become less severe or more severe, but they will not tend to die out. This results in spite of the fact that the mechanism itself has damping. (1989, pp. 183–4)

 

A few points can be made. First the subject of Goodwin’s theorizing is the

evolution in time of the capitalist system. As far as methodology is con-

cerned, no attention is paid to individuals; the idea is to build aggregative

models consistent with what is shown in time series. Lastly Frisch’s concep-

tual framework of impulse and response for analysing cycles is accepted.

The final ingredient needed to produce the most famous paper on cycle

theory of the Harvard period was provided by chance. During the war Good-

win taught physics to the army and became acquainted with the applied

maths used by physicists. When he went back to economics he knew the

limitations of linear analysis for explaining persistent oscillations. He had

fruitful discussions with Le Corbeiller (a physicist at Harvard) and subse-

quently produced ‘The Nonlinear Accelerator and the Business Cycle’, read

in December 1948 at a meeting of the Econometric Society in Cleveland

(reprinted in 1982). The central hypothesis concerns the behaviour of invest-

ment when there is a difference between actual and desired capital, with firms

trying to fill the gap as quickly as possible. When actual stock is lower than

desired, investment is kept at the maximum rate allowed by productive capac-

ity; when the opposite occurs disinvestment is at the maximum rate allowed

by not replacing capital goods that are scrapped (in other words, gross invest-

ment is zero). Finally if desired capital equals actual capital, net investment is

zero (only replacement takes place) and capital remains unchanged. The

peculiarity of the model is that whenever the system is not in equilibrium –

namely desired stock is different from actual stock – it undergoes a cyclical
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pattern that is neither damped nor explosive. Suppose that actual stock is less

than desired stock: net investment is determined according to the behavioural

hypothesis described above. Therefore income is determined via the multi-

plier mechanism and consequently desired capital is determined as well,

being closely related to the value of output. Capital will go on increasing

until it reaches the desired level; at this point investment falls to zero. Income

falls as well, via the multiplier; a new level of desired capital is determined.

The stock of capital goes on decreasing until it reaches the desired value.

Here net investment (which was negative) rises to zero: income rises too and

desired capital with it, so that net investment again becomes positive. Thus

the cyclical movement repeats itself again and again. This case is later dealt

with by catastrophe theory, but was anticipated by Goodwin.

A few noteworthy features of this paper can be identified. First, Goodwin

rejects Frisch’s approach by assuming that the cycle can be wholly endog-

enous and that no external forces are necessary to keep it alive. Second, the

values of the parameters are no longer crucial for an oscillatory solution, as

for example in Samuelson’s accelerator–multiplier model. Third, as long as

the (absolute value of) depreciation (assumed constant) and the maximum

rate of production of capital goods are different, the upswing and the down-

swing will be of different duration.

Important generalizations can be made by including technical progress,

lags in the multiplier process, and finally lags between investment decisions

and actual expenditures in capital goods. The final model is a nonlinear

model that admits a (unique) limit cycle. The latter designates a stable move-

ment (all trajectories tend to it from wherever they start) and can be seen as a

generalization of the concept of stable equilibrium (since the latter can be

regarded as a stable movement so small as to degenerate to a point). Of

particular interest is the introduction of technical progress in the form of a

constant rate of growth of capital. In this way the desired capital is a function

of both income and time. In later papers to explain growth (1982), much

emphasis is given to the Duesenberry (ratchet) effect that induces an asym-

metry in the consumption, and therefore income, pattern.

Before leaving the Harvard period, mention should be made of Goodwin’s

work on multi-sectoral theory. ‘The Multiplier as Matrix’ and ‘Does the

Matrix Multiplier Oscillate?’ (reprinted in 1983) were inspired by Leontief’s

input–output analysis. It is worth noting that these were the first economics

articles to use the Frobenius theorems on positive matrices (although I have

recently been informed by Professor Morishima that in his ‘Dynamic Eco-

nomic Theory’ published in 1950 in Japanese and in English in 1997, he also

applied Perron–Frobenius theorems). The papers’ main finding was that,

barring exceptional cases, in a suitably modified Leontief open model with a

simple lag, national income will oscillate in response to changes in injections 244 Richard Murphey GOODWIN

 

before reaching a new equilibrium level. To show this interesting result

Goodwin relies on a device he often used again. This consists in transforming

the coefficient matrix in order to solve the problem more simply. Goodwin

has always been of the opinion that economics is a hopelessly difficult

subject due to the complexity of the relationships between its parts: ‘There is

just one problem’, he is always saying. Therefore ingenious simplifications

are welcome.

The starting point of the transformation is that, generically, any empirical

matrix has n distinct latent roots (for example, see section 5 of A4 in the

Mathematical Appendix to 1987). A modal matrix exists that will transform

the system matrix into a diagonal matrix with its n distinct roots along the

main diagonal. Putting the matrix in canonical form and redefining variables

accordingly, the system of n interconnected equations can be reduced to n

decoupled equations that are easily solvable. In this way the system can be

seen as the sum of its parts.

From this superb work two directions can be taken, both of which were

subsequently pursued by Goodwin. One is to apply the multi-sectoral scheme

and the impulse-response framework to problems of demand and cost infla-

tion, as well as to international trade and policy (see ‘A Note on the Theory of

Inflationary Process’ and ‘The World Matrix Multiplier’, 1983). The other is

the extensive use of the diagonalization procedure to gain insights into the

dynamics of general linear equilibrium (see his ‘Static and Dynamic Linear

General Equilibrium Models’ published in 1953, but conceptually derived

from the ‘Multiplier as Matrix’ paper).

The other innovative paper that cannot escape our attention is ‘Iteration,

Automatic Computers, and Economic Dynamics’ (1982), read in Varese in

1950 at a meeting of the Econometric Society. In it the old problem of how to

solve the Walrasian equations of general equilibrium is given a novel treat-

ment. The device of tatonnement is interpreted as a practical method, namely

an algorithm for solving the system: then a constructive proof of equilibrium

is outlined. This interpretation was ignored until the 1960s and 1970s when

Uzawa and Morishima took it up again. The iteration procedure that Good-

win envisaged includes price, quantity and mixed (price–quantity) adjustments.

This concludes what Goodwin himself calls his ‘first life’, namely the

Harvard period. At the end of 1949, with the dissent of only Schumpeter and

Haberler, Harvard decided that Goodwin had no future there as an economist.

He took a Fulbright scholarship and went to work with Richard Stone at the

Department of Applied Economics, Cambridge (UK). When his year was up

the Keynesians (mainly Richard Kahn) offered him a Lectureship. He ac-

cepted the offer and settled into his second home. At this time McCarthyism

was making life unpleasant for left-wing supporters in the US. He remained

in Cambridge, at Peterhouse, until his retirement nearly 30 years later.
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By far the most important and influential piece in the field of cycles and

growth produced during this second period was his superb ‘A Growth Cycle’

(1982), read at the first World Congress of the Econometric Society in Rome

in 1965. The model is elegant and simple. Capitalists invest all they save;

workers consume all their wages; the rate of change of the real wage depends

on the unemployment rate; no money illusion is involved. There are fixed

coefficients and two factors only – capital and labour. The labour force and

labour productivity grow at a constant rate. As has been noted, the model is

an interpretation of Marx’s contradictory process of accumulation, as the

following quotation shows:

 

When profit is greatest employment is average and the high growth rate pushes employment to its maximum which squeezes the profit rate to its average value. The deceleration in growth lowers employment relative to its average value again, where profit and growth are again at their nadir. This low growth rate leads to a fall in output and employment to well below full employment, thus restoring profitability to its average value because productivity is now rising faster than wage rates. … The improved profitability carries the seeds of its own destruction by engendering a too vigorous expansion of output and employment thus destroy-ing the reserve army of labour and strengthening labour’s bargaining power. (1982, p. 171)

 

The cyclical process and therefore the crisis are not caused by a Keynesian

lack of effective demand, but by the operation of the labour market through

competition between workers that squeezes profits. The result is that in-

come grows at a rate fluctuating around the Harrodian natural rate which

can be attained only if initial conditions are appropriate. Fluctuations will

be wider the farther the distance from the natural rate at time 0. In other

words, the amplitude depends crucially on the initial conditions (past his-

tory). However, it is true that for each cycle the average values of the

unemployment rate and the wage share are constant and equal to the coor-

dinates at the centre of the fluctuation. This is a feature of the mathematical

structure of the model which is formally identical to the predator–prey

model originally elaborated by Lotka and greatly expanded by Volterra. In

particular the (non-zero) stationary solution is a centre. This means that the

solution is dynamically stable (though not asymptotically stable) and struc-

turally unstable. However, this feature is not a drawback since the model

has been interpreted to be ‘suitable either as the ideal type at a high level of

abstraction or as a general frame of reference for average and long-term

intercyclical comparisons’ (Vercelli, 1982, p. 186). The model has been

generalized in a number of directions (by the introduction of financial and

monetary variables, effective demand, government expenditure and taxa-

tion and so on) producing a relevant literature, but in only a few cases have

its qualitative features been preserved.
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During the Cambridge period, Goodwin applied the strand of thought

expressed in ‘Multiplier as Matrix’ – the diagonalization procedure – vari-

ously to the problems of the labour theory of value and the transformation

problem, to the dual dynamic theory of value and output, to the Wicksell

theory of capital and to the problem of reswitching (1983); the last has been

termed impossible in a purely circulating capital model where wages are paid

in advance.

Finally we cannot overlook Goodwin’s brilliant paper on ‘The Optimal

Growth Path for an Underdeveloped Economy’ (1982), inspired during his

period with the Indian Planning Commission under the direction of

Mahalanobis. Within nine months he managed to build the first input–output

table (12 sectors) for India despite the paucity of reliable data. For an under-

developed country moving from a traditional low-productive economy to a

more advanced (high-productive) one, Goodwin argues that it is optimal,

under simplified hypotheses, to compress consumption in the early phases of

the transition so as to raise the rate of growth and enable a rise in consump-

tion later. This policy can be shown to maximize the utility of consumption

per capita over the whole period. Various numerical examples also demon-

strate that the results are rather robust with respect to changes in labour force

growth, value of the capital/output ratio and so on. From the mathematical

point of view the problem is one of calculus of variations where an integral

(representing the overall value of future consumption) is maximized over a

finite interval, given technical conditions and labour force growth. The prob-

lem then becomes one of feasibility, namely how planners can induce the

high and rising propensity to save necessary to build machines that will

permit a rise in consumption per capita only much later. There are also ethical

problems involved since the sacrifice of today’s generations will be required

to benefit later generations. However the task of the economist is to present

the problem and to indicate a range of solutions from which governments can

choose.

The Cambridge period ended with Goodwin’s retirement in 1980. In the

autumn of the same year the Dipartimento di Economia Politica of the Uni-

versity of Siena, taking advantage of a new bill that allowed foreigners to

become professors in Italian universities, invited Dick Goodwin to apply for

a chair in Siena. This marked the beginning of the third period of his life

which, under the stimulus provided by young department members, has been

both productive and happy. Already towards the end of the 1970s and increas-

ingly in the Siennese period, Goodwin had come across exciting new

developments in mathematics that he thought could be usefully employed in

solving problems faced by economists in their analysis of the evolution of

capitalism. I am referring especially to the catastrophe theory of Thorn and

Zeeman, the chaos theory and finally the bifurcation theory.
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Goodwin has emphasized time and again that, to explain persistent cycles,

nonlinear models are necessary since otherwise one has to rely on random

shocks to keep the cycle alive. The maintenance of the cycle would be the

result of chance or at best exogenous events. In Goodwin’s vision the role of

random events is confined to rendering more irregular the perfect cycle that

results from a deterministic model. However the existence of chaotic motions

is regarded by Goodwin as a new source (in addition to random shocks) of

irregularity of fluctuations occurring in time series. In this respect the economy

is like the weather: both are highly irregular so that predictions are unreliable

or even impossible. The existence of chaos undermines the simple dichotomy

between deterministic models (whose trajectories, given the laws of motion

and initial conditions, can be predicted) and stochastic models. Prediction

becomes faulty since an arbitrarily small change in initial conditions may

lead to trajectories that diverge from one another as time goes on. This is

especially relevant in economics since initial conditions cannot be measured

exactly. Goodwin built several models that display chaotic trajectories which

he described in a book Chaotic Economic Dynamics (1990). This includes

essays on the (Ricardian) corn economy, the von Neumann model and an

integrated model of Kitchin and Juglar cycles based on multiplier–accelerator

interaction.

The other major and new development in Goodwin’s thought in Siena has

been his interest in long waves. These were popularized by Schumpeter in his

‘Business Cycles’ but were relegated to oblivion until the mid-1970s (at least in

English-speaking countries). Since his participation in a Conference on Long

Waves in Weimar in 1985, Goodwin has produced several models attempting to

formalize the Schumpeterian idea that capitalism evolves in an unsteady fash-

ion through short, medium and long cycles. In ‘Towards a Theory of Long

Waves’ (1989), he formulates a model in which in addition to induced invest-

ment (via the accelerator), there is also innovative investment which follows a

logistic pattern. He assumes that inventions grow more or less at a constant

rate, but innovative investment goes up and down. Such investment is positively

affected by the level of output since innovations are less risky to introduce

when demand is high. By means of simulations he is able to show that within

the time span of the logistic (approximately 45 years), the economy exhibits a

complete long wave accompanied by shorter fluctuations similar to trade cy-

cles. Here is what lies behind the upper turning point:

 

there is a positive feedback from investment in the innovative concepts through a multiplier effect to output levels and growth rates, leading to rising effective demand and hence accelerating innovative investment. … However as innovation accelerates it gradually reduces the gap between potentially feasible conceptions and their embodiment. (1989, p. 58)
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These words contain an unusual justification of the logistic which is therefore

not only an empirical representation of the innovative process, but has a

theoretical foundation. Again his approach combines Keynesian and

Schumpeterian ideas, the two theories always being regarded as complemen-

tary. The pattern that results is broadly in accordance with observed facts as

reviewed by Kleinknecht (1987).

Before turning to a general assessment of Goodwin’s scientific work, it is

important to include a short review of a representative paper on multi-sectoral

analysis, ‘The Use of Gradient Dynamics in Linear General Disequilibrium

Theory’ (1989), in which he summarizes his lifelong study. He examines the

stability problem of a general equilibrium linear model of Walras–von

Neumann type. The question one wishes to answer within the model is not

‘does an equilibrium exist’? but ‘can a freely functioning, competitive economy

achieve a given equilibrium solution’? If not, the equilibrium is devoid of

meaning. Goodwin formalizes two pairs of adjustment processes. The first is

that, in each sector, price change depends on the difference between price and

unit cost, whereas output change depends on the difference between supply

and demand: in this case the system is asymptotically stable and no fluctua-

tions occur. The second hypothesis is that price variation depends on the

difference between demand and supply whereas output variation depends on

the difference between price and cost: in this situation there will be 2n  (n

being the sectors) centres exhibiting simple harmonic motion. Considering

pairs of motions there are almost certain to be one or more irrational ratios

between periodicities, so that the shape of the resultant waves will never

repeat and there will be no strict periodicity. If there are many irrational

ratios the resulting time series may appear chaotic. This picture is made even

more complicated by considerations about stocks and inventories that give

rise to further reasons for instability.

In the field of political economy Goodwin devoted his efforts to the study of

the evolution of capitalism, taking inspiration from Marx, Keynes and

Schumpeter. He rejected neoclassical analysis mainly because, being essen-

tially a static theory, it leaves out precisely what matters most; moreover its

greatest achievement, namely welfare prescriptions, is crucially based on the

untenable hypothesis of full employment. From Marx he did not take the

labour theory of value and its conundrums, but rather his insights into the laws

of movement of the capitalist system (in particular the industrial reserve army

mechanism and the idea that in the long run labour is never in short supply).

Coupled with the view of capitalists as an organ of accumulation, this is the

core of the Marxist vision. From Keynes he took the rejection of Say’s law, so

that output depends on demand. This in general will entail a positive level of

unemployment so that the powerful analytical concept of the multiplier can be

profitably used. In addition prices are determined basically by costs, especially
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labour (and raw materials) costs. This duality between prices and output is

perhaps his most longstanding idea. From Schumpeter he took the idea that

cycle and development are not only linked, but must be explained within a

unified mechanism centred on the innovation process. The profits squeeze due

to the working of the labour market is periodically relaxed by innovation

swarms. He shares with Schumpeter the belief that Walrasian theory describes

an ideal state never actually reached by the economy. He finds that von

Neumann’s model is not inconsistent with Schumpeter’s vision since the rate of

profits is positive only when the rate of growth is positive.

Coming now to some of Goodwin’s more personal features, we first stress

his lifelong attention to sciences like physics, biology and applied mathemat-

ics with a view to capturing methods or instruments to help conceptualize the

complicated world of the economy. Secondly, we notice his faith in nonlinear

models of the cycle that only can provide explanations for self-perpetuating

oscillations. Thirdly, in his multi-sectoral models he employs a framework

based on the impulse-response (or injection and diffusion) mechanism as a

way of analysing the response of an economy to an external force. Hence

long-run tendencies are described by a nonlinear mechanism whereas the

diffusion of injections within the system in the medium run is analysed by

linear multi-sectoral models. To see how this enormously difficult task is

accomplished, the reader is referred to the first part of 1987. This is a revised

version of his Siennese lectures to undergraduates, co-authored with L.F.

Punzo. It marks a complete departure from the ‘Treatise on Nonlinear Busi-

ness Cycles’ (called ‘The Theory of Economic Dynamics’ actually) which, in

his Preface to The Dynamics of a Capitalist Economy, Samuelson recalls

having been in preparation around 1950. But as Samuelson himself writes:

 

Good Burgundy is worth waiting for. Vintage produce from the Goodwin work-shop repays us with compound interest for our long abstinence.

 

Goodwin died in Siena on 6 August 1996 after a short illness.

 

Goodwin’s Major Writings

Goodwin’s original unpublished documents are kept in the Goodwin Fund at the Library of the Faculty of Economics in the University of Siena. The material has been catalogued. (1982), Essays in Economic Dynamics, London: Macmillan. (1983), Essays in Linear Economic Structures, London: Macmillan. (1987), The Dynamics of a Capitalist Economy (with L.F. Punzo), Cambridge: Polity Press. (1989), Essays in Nonlinear Economic Dynamics, Frankfurt am Main: P. Lang. (1990), Chaotic Economic Dynamics, Oxford: Clarendon Press.
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David M. GORDON (1944–1996)

I was born in Washington, DC in 1944. I come from a family of economists:

my father, the late Robert Aaron Gordon, was a noted macroeconomist and a

president of the American Economics Association; my mother, Margaret S.

Gordon, is well-known for her contributions on social welfare policy, interna-

tional trade and employment policy; and my brother, Robert J. Gordon, is a

leading ‘new Keynesian’ macroeconomist. There are no other members of

our immediate family. Given that density of economists among us, we ac-

quired in the early 1970s the nickname of ‘the Flying Wallendas of Economics’.

Despite these origins, I thought throughout college that I would avoid

economics. Circumstances nonetheless intervened in the year after college –

largely driven by the problem of the draft and the Vietnam war – and despite

myself I entered the graduate programme in economics at Harvard Univer-

sity. I completed my Ph.D. in 1971 and in 1973 began teaching at the New

School for Social Research, where I have remained to this day.

My general concerns as a political economist have concentrated both on

helping to forge a coherent left analytic framework within economics and on

contributing to the formation of a progressive and hopefully socialist political

movement in the United States. As part of that effort, I and many of my

colleagues have devoted considerable energy to building small but hopefully

stable institutions. These include the Union for Radical Political Economics,

the left professional grouping of political economists in the US; economics

departments with strength in left political economy, such as the New School

and the University of Massachusetts at Amherst; and institutions committed

to outreach economic education, such as my own Center for Democratic

Alternatives in New York and the Center for Popular Economics in Amherst.

Throughout, many of us on the left in economics in the US have tried both to

develop our own internal discussions and approach and to engage in critical

debate and dialogue with the mainstream.

In turn, my own work as a political economist has emphasized both cri-

tique and constructive analysis. It may be useful to review that work as

involving six main strands.

One general concern has involved methodology. Many of us in the US,

building primarily upon the Marxian analytic tradition, have aimed to estab-

lish the central importance for economic analysis of attention to power

relationships, conflicts and institutional transformation. I first stressed some

of these themes, in a comparative context, in my Theories of Poverty and

Underemployment (1972). The same kinds of concerns have continued through-

out subsequent work on the structure of the labour process, urban

transformation, stages of accumulation, the determination of profitability in

advanced capitalist economies, and the internal contradictions of the accumu-

lation process. My most recent effort to clarify methodological issues of
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central importance for a left (and ‘materialist’) analysis comes in a long and

ambitious manuscript nearing completion, tentatively titled Remaking His-

tory: A Critical Reconstruction of the Transition from Feudalism to Capitalist

in Western Europe. In this volume, I try to engage with and move beyond

many of the longstanding methodological debates about historical transfor-

mation, using the time-honoured ‘Transition’ in Western Europe as a case

study for that argument.

A second strand of work has involved my effort to conceptualize an inter-

mediate level of analysis within Marxian economics which can provide the

basis for a ‘stage-theoretic’ analysis of capitalism. Closely related methodo-

logically to some parallel analysis independently developed by the French

‘regulation’ school, my own work – both individually and with several col-

laborators – has built upon the concept of a ‘social structure of accumulation’

(SSA), a coherent and determinate constellation of institutions which permits

rapid and stable capital accumulation. I first introduced this concept in 1978

and then formalized it in a 1980 article. This framework has been developed

further in joint work with Richard Edwards and Michael Reich (1982, espe-

cially Chapter 2), and with Samuel Bowles and Thomas E. Weisskopf (see,

for example, 1989). Although most of our work has concentrated on the US,

and particularly on the post-World War II period, I have tried to build connec-

tions with recent debates about changing structures of the global economy

(1988) and to more general debates about the character and determinants of

long swings in capitalist economies (see, for a review of that work, 1990).

(See also my own analysis of stages in the development of cities in 1974.)

Throughout this work, I and my collaborators have consistently sought to

persuade neoclassical economists that power and institutions matter.

A third strand has focused more specifically on the labour process and

labour markets. Many of us in what has sometimes been called the ‘social

relations school’ in the US have since the early 1970s sought to argue that the

capitalist labour process is shaped not merely by technology – by engineering

requirements – but also by the logic and contradictions of capital–labour

conflict. My own contributions to this effort have taken three forms:

 

1. I have tried to contribute to the theoretical conceptualization of such

conflicts and to clarify their implications for the organization of produc-

tion. (Some of my earliest efforts are presented in 1972, Chapter 5.)

2. Along with many others, I have tried to contribute to the more specific

analysis of the segmentation of the labour process and labour markets

arguing, at least in the case of the US, that institutionalized divisions

across firms and production processes have created enduring differentia-

tion among types of jobs. This work has aimed both at trying to understand
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workers in advanced capitalist economies, and at critiquing neoclassical

views of the labour market as a single competitive market in which

differences among workers, rather than those among jobs, dominate the

determination of market outcomes. Early efforts in these directions, in-

cluding my own dissertation, are summarized in Theories of Poverty and

Underemployment (Chapters 5–7), while a full historical, institutional

and analytic summary of this perspective is provided in the joint work

with Richard Edwards and Michael Reich, Segmented Work, Divided

Workers.

3. This work had obvious implications for the determination of labour

productivity. Some of us have contrasted a ‘technical model’ of produc-

tivity, characteristic of both neoclassical economics and traditional

Marxian analyses, with a ‘social model’ of productivity in which social

relations, particularly those affecting the determination of variable la-

bour intensity, also play a central role. My own contributions to this

analysis have been developed primarily with Samuel Bowles and Tho-

mas E. Weisskopf (see both 1983a and 1983b).

 

A fourth and increasingly important strand of my work has turned towards

what may best be characterized as ‘left applied macroeconomics’. One part

of this effort, developed jointly with Bowles and Weisskopf, has concentrated

on elaborating the implications of a neo-Marxian attention to power, conflict

and institutions for the determination of core macroeconomic interactions

among profitability and investment. In a series of both theoretical and econo-

metric explorations, we have developed a quantitative representation of the

post-war social structure of accumulation in the US; deployed that model of

‘power relations’ to explain the determinants of profitability; and built from

that power–profits nexus to what we have called an ‘SSA model of invest-

ment’ in which power relations partly determine investment through the

channel of their influence on profitability. (See 1989 for a summary of much

of this work.)

Another recent part of this effort has involved my own long-term project to

create a fairly large-scale left applied macroeconometric model of the post-war

US economy. The model builds theoretically upon both neo-Marxian and post-

Keynesian foundations and incorporates the core macro relationships explored

with Bowles and Weisskopf at both the abstract and stage-theoretic levels. It

goes beyond that work to try further to model the interrelationships among the

full array of endogenous variables traditionally incorporated into

macroeconometric models. My purpose in this effort is hardly to enter forecast-

ing contests; rather, I hope to demonstrate that a left perspective can be moulded

into a complete and internally consistent model of an advanced capitalist

macroeconomy, and to use that model in order to clarify the most important
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analytic differences among neoclassical, post-Keynesian and traditional Marxian

approaches and my own synthetic left perspective. This work is still very much

in progress, but I hope to begin publishing essays and ultimately one or two

books based on the project within another two to four years.

My fifth professional concern as a political economist has focused on

policy debates. In the absence of a strong social democratic or labour party in

the US, those of us on the economics left have been forced to seek influence

on economic policy more through our writing than through consulting or

direct policy-making. Numbers of us have tried to craft a ‘democratic’ policy

alternative to both right-wing and centrist policy perspectives. Bowles,

Weisskopf and I have presented our own versions of that democratic econom-

ics in our two joint books (1983a and 1991). Building on that foundation, for

example, I also worked closely with the Jesse Jackson 1988 presidential

campaign, drafting many of its policy papers on economic and budget policy.

A final strand of my work has involved what many of us call ‘popular

economics’. Again faced with a political vacuum on the left in the US, many

of us have concentrated our political efforts at outreach educational work

aimed at providing information and analysis about the economy for grass-

roots activists in labour, women’s, peace, community and environmental

movements. This work has in general sought to stress the importance of

power in the political economy and to underscore the potential impact of

popular mobilization for a more democratic economy. In my own case, I have

worked through an educational outreach institute which I founded in 1975,

originally called the Institute for Labor Education and Research and then

renamed in 1981 as the Center for Democratic Alternatives. Most recently as

part of that effort, I edited and published a ‘participatory’ newsletter called

Progressive Agenda from 1986 to 1989.

How does it feel to have worked for 20 years on the fringes of the economics

profession and the political system in the United States? My feelings seem to

remain relatively constant: I feel pleased with the choices that I and many of

my collaborators have made and the work we have produced; frustrated by the

condescending complacency of mainstream economists; angered by the greed

and irrationality which dominate the US political economy; and still hopeful

for the prospects of a significant progressive mobilization towards a more just

and humane society as we turn towards the twenty-first century.

 

David Gordon died on 16 March 1996. At the time of his death he was

Professor of Economics at the New School and Director of the Center for

Economic Policy Analysis in New York.
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analysis of bureaucratic supervision of the labour process and declining real wages of US workers. The latter effort culminated in the publication, the month of his death, of Fat and Mean: The Corporate Squeeze of Working Americans and the Myth of Managerial ‘Downsizing’ (1996). (Bowles and Weisskopf, 1998, p. 155)
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Augusto GRAZIANI (born 1933)

Graziani was born in Naples (Italy) in 1933. After graduating from the

University of Naples, he undertook postgraduate work in Great Britain at the

LSE and in the US at Harvard University. He began his teaching career in the

University of Catania in 1959, subsequently moving to the University of

Naples and finally to Rome.

Graziani parted company with neoclassical theory very early in that he

never considered consumers’ preferences and technology as being exogenous

variables, or money as being neutral. Graziani’s main theoretical postulates

are that the power of producers originates from the fact of having access to

credit; that producers impose their own choices upon consumers; and that

technological progress is part and parcel of profit-maximizing behaviour of

firms. In Graziani’s view, the sovereignty of producers only holds if we

consider producers as a group. The strategies of single producers, or of
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groups belonging to one single industry or nation, may face various sorts of

limitations. The constraints with which single producers are confronted may

appear as being originated by consumers’ preferences but are in fact the result

of conflicts among rival groups. In Graziani’s view, a true understanding of

the economic mechanism can only be reached by abandoning the analysis of

the behaviour of single producers or consumers in favour of an approach

dealing directly with social groups of agents.

Graziani’s thought has undeniably been strongly influenced by the Marxian

tradition. While clearly conceiving society as being formed by conflicting

classes, Graziani discussed only occasionally, and without going into analyti-

cal details, such crucial aspects of Marxian theory as the labour theory of

value (1998). The influence of Schumpeter is equally clear so far as the role

of credit is concerned, as is that of the post-Keynesian school, in that Graziani

fully accepts the Kaldorian (or Kaleckian) theory of income distribution.

What follows is an illustration of Graziani’s work in the field of macroeco-

nomics. His contributions to development problems and to regional disparities

being mainly centred on specific problems of the Italian economy, will be

dealt with more briefly.

The first organic work in which Graziani clearly appeared as a dissident

economist is the book The Development of an Open Economy (Italian text,

1969). This is largely devoted to an analysis of the Italian economic develop-

ment of the 1950s and early 1960s although the initial chapters, containing a

theoretical model, have more general implications.

Graziani starts by criticizing the traditional Theory of Comparative Costs

according to which each country should specialize in the production of those

commodities in which, given its factor endowments, it enjoys a comparative

advantage. Graziani emphasizes in fact that, even in the absence of advan-

tages connected to factor endowments, if producers want to enter the world

market, the required degree of competitiveness can be reached provided

appropriate technologies are chosen. The neoclassical model is thus reversed

because, according to it, factor endowments determine the productivity of

resources and therefore the degree of competitiveness of the national indus-

try. In Graziani’s thought, once the decision to enter the world market has

been taken, international competition determines the level of productivity to

be attained, the technologies required and therefore the level of employment

in the exporting sector. In this sector, advanced technologies, high productiv-

ity and high wage rates will prevail. The remaining labour force must then

find employment in the non-tradeable sector, where the reverse mechanism is

at work: employment is fixed, while the relative endowments of capital and

labour determine labour productivity and the rate of wages. The dualistic

structure which is the outcome of this process tends to perpetuate itself.

Because of the pressure coming from the low-wage sector, the increase in 256 Augusto GRAZIANI

 

wage rates in the exporting sector lags behind the increase in labour produc-

tivity. The price level thus tends to be stable, which helps to reinforce the

competitiveness of exports. At the same time, the resulting increase in profits

stimulates investment and insures further increases in productivity. The higher

level of wage rates in the dynamic sector as compared to the rest of the

economy gives rise to a domestic demand for high-income commodities. The

exporting sectors are then able to couple domestic and foreign markets,

thereby reducing the danger of fluctuations as well as of demand failures.

When Graziani produced his interpretation of an export-led economy, the

dominant model of a dual economy was that elaborated by Vera Lutz (1962).

In her model, dualism was mainly ascribed to the action of trade unions,

which would induce high wage rates in big firms, with the consequence of

altering relative prices in favour of capital-intensive technologies and of

reducing employment. In Graziani’s model, instead, the starting point in the

process is the decision of producers to enter the world market, while the

stronger position of trade unions in the exporting sector comes only as a

consequence. Similar principles have been applied by Graziani in his major

work on the history of the Italian economy in the second half of the twentieth

century (2000).

The rejection of the neoclassical model of general equilibrium, already

implicit in Graziani’s work on dualism, was further pursued on strictly theo-

retical ground in a short book on General Equilibrium and Macroeconomic

Equilibrium (Italian text, 1965). Here, after reviewing criticisms regarding

the internal consistency of the model of general equilibrium, Graziani puts

forward the suggestion that an overall equilibrium position is in itself incon-

sistent with the typical features of a capitalist economy. In a changing economy,

in which by definition the rates of growth of single sectors differ, rates of

profit must also differ, in order to draw resources out of declining sectors and

into expanding ones. While a short-period equilibrium, in which positive and

negative quasi-rents are present, affords a reasonably realistic picture, a posi-

tion of full equilibrium has little to do with the actual working of a market

economy.

Graziani’s subsequent theoretical work was developed in the field of money,

his basic idea being that in a monetary economy, the power of producers

depends on their having a privileged access to bank credit and financial

markets.

Graziani devoted attention very early to the problems of the circulation of

money. His first work dealing with the flux and reflux of money (even if the

terms were not used) goes back to 1956. From the very beginning Graziani

followed the debates concerning the priority of the Stockholm school over

the Keynesian school (he reviewed Landgren’s book immediately after its

publication in 1960). More recently, he has re-examined the Marxian theory
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of money (1986) and given a personal systematization of the French theory of

the monetary circuit. A more exhaustive statement of his conception of money

and of the relationships between the monetary and real sectors can be found

in his The Theory of the Monetary Circuit (1989b) as well as in other later

essays (1992, 1994).

The basic questions raised by Graziani in his monetary works can be

summarized as follows: (i) As to the origins of money, has there been a

gradual evolution from commodity money to credit money or has money

been in the nature of credit ever since its first appearance? (ii) Is the role of

money one of making exchanges easier or less costly, or one of making it

possible for producers to earn profits? (iii) Does money perform its most

relevant roles when it is kept as an idle balance or when it is spent?

The very possibility of the existence of a commodity money is denied by

way of an initial definition, in that an economy using a commodity as money

would in fact be a barter economy. A truly monetary economy must therefore

make use of some form of credit money, something which must have been

true ever since the inception of monetary economies. The next step is a

rejection of any model in which the stock of money has a given magnitude.

To consider the money stock as being totally determined by the government

deficit is also rejected in favour of a broader definition, according to which

the stock of money may also originate from credit granted by the banking

system to agents, typically firms. (In an open economy, a third source of

variation of the money stock would, of course, be the surplus or deficit of the

balance of payments.) In fact, in contrast to most macro models, Graziani

often considers the money stock as being totally determined by bank credit,

something which makes the model very similar to the Wicksellian one of a

‘pure credit’ economy.

In order to make clear the role of money, Graziani gives a full description

of the process of money circulation, starting with the creation of money

(which takes place when bank credit is initially granted to an agent) and

ending with the final destruction of money (which takes place the moment the

initial credit is paid back to the bank). The basic phases of money circulation

in a closed economy can be synthesized as follows:

 

1.   Credit creation. The banking system grants credit to firms in order to

enable them to meet their running costs. The moment a firm makes its

first payment (for instance the payment of wages), money is created as

the simultaneous debt of the firm towards the bank (bank loan) and credit

of the wage-earner towards the bank (bank deposit). Typically a mon-

etary payment gives rise to a triangular debt and credit relationship

among agents (the bank, the payer and the payee), while it does not

create any direct debt–credit relationship between the two non-banking 258 Augusto GRAZIANI

 

agents. The essence of a monetary payment is that it allows the payer to

settle his debt to the payee thanks to the presence of a third party (the

bank), whereas in a credit economy the payer would only make a prom-

ise of payment and would still be a debtor to his counterpart. The opening

phase shows clearly that the role of banks is one of creating credit. It also

shows that the decision of a bank to grant a loan gives rise to the

simultaneous appearance of a deposit. Banks as a whole create deposits

the same moment they grant loans. They do not, and could not, collect

deposits without having previously granted loans.

2.   The goods market. Wage-earners spend a part of their money income on

the goods market. To the same extent, firms get back their money outlays

and are able to repay their debt to the banks. Wage-earners can only buy

on the commodity market what firms have decided to produce in the

form of consumers goods, or anyhow what firms have decided to put on

sale. They are unable to acquire what has been produced in the form of

capital goods, or what firms have decided to keep for themselves.

3.   Financial saving. Wage-earners may place a portion of their savings on

securities issued by firms on the financial market. To the same extent,

firms get back a second portion of their money outlays and are able to

make a further repayment of their bank debt. At this point it appears

clearly that the role of the financial market is not one of collecting

savings in order to finance investment, but rather one of making it possi-

ble for firms to repay their bank debts.

4.   Money balances. To the extent that wage-earners decide to increase their

money balances, firms will be unable to repay their bank debt and will be

forced to ask the banks to increase the amount of their loans just to keep

their activity at a constant level. It is the decision of savers to keep part of

their savings in money form that forces firms to ask for bank credit. In

other words, the demand for deposits gives rise to a demand for loans.

This result contrasts with the conventional presentation according to

which deposits do not act on the demand side, but rather increase the

potential supply of loans on the part of the banks.

5.   Income distribution. At the end of the production cycle, wage-earners get

the portion of output they have consumed plus the property of the financial

wealth they have accumulated as securities or bank deposits. The ques-

tion now arises whether financial wealth owned by individual wage-earners

can be considered as actual wealth for wage-earners taken as a group. In

principle, securities are representative of capital goods, and bank depos-

its can be converted into real goods at any time. Therefore both should be

regarded as actual wealth (this is why Keynes in his Treatise on Money

defined profits as being equal not to the whole of investment but only to

the difference between investment and savings of households). Graziani,

Augusto GRAZIANI 259

 

however, follows the post-Keynesian tradition and argues that wage-

earners would never be able to convert financial wealth into real wealth,

even if they wanted to. If wage-earners decided to sell their securities or

to spend out their bank deposits, they would only cause money prices to

go up, but would not succeed in increasing the actual level of their real

consumption which is limited anyhow by the amount of commodities

firms have decided to bring to the market. In Graziani’s view, financial

wealth is only fictitious wealth to wage-earners as a class. Real income

of wage-earners is equal to the amount of real goods they can buy, and

total profits equal total investment. This does not mean that financial

wealth is totally meaningless. In fact, it allows single wage-earners to

modify the time-shapes of their own consumption flows by having re-

course to reciprocal loans which leave the time-shape of total consumption

unchanged.

 

The model of a pure credit economy used by Graziani brings him to a

number of heterodox conclusions some of which may be briefly mentioned.

All of them depend on the specific features of the model, namely that bank

credit is the only source of liquidity and that banks and firms are considered

as separate entities.

The first point concerns the problem of real and monetary interest (1983a,

1985a). According to the received doctrine, inflation in itself reduces the

burden of debt in that it reduces the level of real interest (of course this does

not happen if some form of indexation is applied, for instance if nominal

interest rates are revised with inflation). In a pure credit economy this is no

longer true. Here the stock of money in existence is a debt of firms to the

banks. If the velocity of circulation is assumed constant, any increase in

prices brings about a proportional increase in the stock of money, and there-

fore in the debt of firms to the banking system. In consequence, the nominal

financial burden of the firms goes up with inflation. Therefore, even if, with

constant nominal rates, the real rate of interest goes down with inflation, the

total real financial burden remains constant. On the other hand, if interest

rates follow the Fisher rule and are revised with inflation, the real financial

burden of firms will go up. Therefore the Fisher rule only applies to an

economy in which the money stock is totally created by the government

deficit.

Another consequence drawn from the pure credit model concerns the so-

called inflation tax. According to received doctrine, any government

expenditure financed by money creation brings about an increase in the price

level, causes disposable income of the non-government sector to decrease,

and is therefore the equivalent of a tax. Graziani shows that, if the govern-
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longer levied, but the financial burden of firms is reduced in that the govern-

ment deficit freely supplies an amount of liquidity that firms would otherwise

have borrowed at interest from the banks (1985b).

A third point concerns the limits of monetary policy. Since the real cost of

production to firms is only calculated by the output of consumption goods (or

anyhow by the amount of commodities available for sale), the monetary costs

of output are irrelevant to total profits. This implies that interest payments

made by firms to savers are also irrelevant. A higher level of interest rates on

securities (analogous to what happens with a higher level of money wages)

can be a source of inflation but does not act as a brake on the level of

investment (1983a).

The above presentation may generate the impression that Graziani totally

rejects the Keynesian theory of money, in that he makes no mention of money

as a stock of wealth and never deals with demand failures, liquidity traps or

other typical categories of the Keynesian model. A similar impression can be

suggested especially by some of his writings (such as 1983b). In fact, Graziani

draws a clear distinction between two roles of money.

So far as the distribution of income is concerned, what matters is money as

purchasing power. Producers can hire labour, run the production process and

earn profits thanks to the fact that bank credit endows them with the neces-

sary purchasing power. What allows producers to acquire real resources

(labour force and finished goods) and earn real profits is bank credit. Wage-

earners instead can only make use of their labour force by selling it against a

money wage, namely against scraps of paper which they will only be able to

turn into real goods to the extent that producers have decided to bring to the

market a corresponding supply of commodities (1984a, 1985b).

Money as a form of wealth becomes relevant when the determination of

aggregate demand is considered. Here Keynesian analysis is crucial in that

any accumulation of idle balances, by increasing the debt of firms towards

the banks, may cause a decline in demand. As a consequence Graziani, far

from rejecting the General Theory, would consider it as only partially repre-

sentative of Keynes’s thought and would emphasize the need, in order to get a

full picture of Keynes’s contribution, of taking equally into account the

whole of his monetary writings.

The consideration of money as an endogenous variable is strictly con-

nected to Graziani’s re-examination of the main trends in the history of

economic analysis. Most historical reconstructions are made in terms of a

chronological succession of different schools, progressing from superficial

and imprecise to more refined analytical models. In the dominant version, the

succession starts from the classical thought, proceeds to the crucial turning

point of 1870 when marginal theory made its appearance, and finally to the

Keynesian revolution, subsequently revised and interpreted as a special case
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of the more general neoclassical model. An alternative historical reconstruc-

tion is offered by the neo-Ricardian school, which sees the high level reached

by the classical school with Ricardo and Marx as followed by a long period

of decline dominated by the neoclassical approach and by its symmetrical

analysis of demand and supply as determining the system of relative prices.

According to the neo-Ricardians, new light was only brought by Keynes in

the 1930s and by Sraffa in the 1960s.

Against similar reconstruction made in terms of a sort of unidirectional

chronological process, Graziani views the history of economic analysis as

being formed by two parallel and conflicting lines of thought. One of them

considers the economic process as the outcome of individual actions, mainly

interpreted as the result of the maximizing behaviour of individuals. Its main

representatives are A. Smith, W.N. Senior, J.B. Say, A. Marshall, L. Walras,

C. Menger, up to present-day neo-neoclassical economists. The second line

views the economic process as determined by the actions of conflicting social

classes or groups. Much of Graziani’s work in this field has been devoted to

showing how not only Ricardo and Marx, but also authors like T.R. Malthus,

K. Wicksell, J.A. Schumpeter and J.M. Keynes, belong to this group.

Although usually considered a neoclassical author, Graziani believes that

Wicksell should be re-examined mostly owing to his theory of money and

credit (Wicksell, 1898). The relevant point in Wicksell’s model is not his

definition of money as an endogenous variable; rather it is his conception of

the economic process as resulting from the conflicting actions of social

groups (banks, firms, capitalists, wage-earners), in which single agents lose

their identity and autonomy of decision making (Wicksell, 1898, Chapter 9,

Section B).

In Graziani’s judgement, J.A. Schumpeter deserves similar treatment, thanks

to the theory of money and credit contained in his works on development and

fluctuations (Schumpeter, 1911, 1939). After giving a clear definition of

banking as an activity of credit creation, Schumpeter also shows how bankers

and firms, by means of their joint decisions, can impose their choices upon

consumers who play a merely passive role in the economic process. The

rejection of consumers’ sovereignty and the leading role assigned to bankers

and entrepreneurs make Schumpeter a heterodox economist.

Something has already been said concerning Graziani’s interpretation of

Keynesian theory (this point has been analysed in Graziani 1984b, 1987,

1988). His starting point is that the General Theory should not be considered

as an exhaustive presentation of Keynes’s thought. Along with Schumpeter

(1954, p. 1176), Graziani believes that taking the money stock as a given

magnitude is a weak point in the Keynesian model. While this is only true of

the first part of his book, it prevents Keynes from analysing the role of the
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recognizes that it was Keynes’s intention in the General Theory to present an

equilibrium analysis, for which purpose money had to be defined as an

observable magnitude and therefore defined as a stock. In any case, he thinks

that a complete picture of Keynes’s thought can only emerge from a simulta-

neous consideration of the Treatise, the General Theory, and his articles on

the ‘finance motive’ (1937). Here Keynes defines money as purchasing power

created by the banks and placed in the hands of firms and gives a full

description of what he himself calls ‘the power of the banks’.

The abovementioned historical approach is also applied by Graziani in his

teaching activity. In contrast to the dominating dogmatic tendencies, the

emphasis in his handbook of economics is placed in showing how conflicting

theoretical models were born and developed and how they coexisted over

time, each of them being justified by a different theoretical vision (1993).
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Keith B. GRIFFIN (born 1938) James K. Boyce

Born in 1938 in Colon (Panama), Keith Griffin spent part of his childhood in

Latin America, including a year in Bogota in 1948 when a political assassina-

tion followed by mass urban rioting led to Colombia’s violencia. His concern

with economic development and income distribution grew from this early

experience.

In 1960, upon graduation from Williams College in western Massachu-

setts, Griffin went to Oxford University as a Marshall scholar, studying at

Balliol under the supervision of Paul Streeten and the late Thomas Balogh.

After completing his doctorate, teaching at the University of Chile in San-

tiago, and serving as an agricultural adviser to the government in newly

independent Algeria, Griffin was appointed in 1965 to a teaching fellowship

at Magdalen College, Oxford. His association with Magdalen continued until

1988 when, having served as the College’s President for nine years, he left

Oxford to become Chair of the Department of Economics at the University of

California, Riverside.

Griffin’s book, Underdevelopment in Spanish America: An Interpretation

(1969), addressed a number of issues in development economics, including

agrarian problems, foreign trade, the role of capital imports, inflation and

regional integration. A major theme here, as in Griffin’s subsequent work,

was the negative effects of international economic relations upon Third World

countries, in particular upon their poor majorities. Unlike some contributors

to the emerging ‘dependency school’, however, Griffin gave equal weight to

internal class structures and institutions as barriers to development.

In Planning Development (1970a), co-authored with fellow Magdalen econo-

mist John Enos, Griffin addressed such nuts-and-bolts matters as plan

formulation, input–output analysis, benefit–cost analysis, and sectoral devel-

opment policies. The resulting handbook for development practitioners

demonstrated that unorthodox economic analysis need not, and should not,

remain confined to the armchairs of academia.
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In the early 1970s Griffin was commissioned by the United Nations Re-

search Institute for Social Development to carry out a study of the economic

and social implications of the introduction of highly fertilizer-responsive

varieties of wheat and rice in Asia, Latin America and, to a lesser extent,

Africa. The Political Economy of Agrarian Change (1974), an outcome of

this research, advanced a radical critique of this ‘green revolution’ develop-

ment strategy. Griffin’s central argument is that in settings marked by great

inequalities of land ownership, such a production-orientated strategy exacer-

bates distributional inequity. As a result the position of the rural poor may

deteriorate not only relatively, but also absolutely. Griffin does not argue that

growth in food production is unnecessary, rather that production increases are

insufficient to significantly reduce hunger and malnutrition. ‘The reason lies

not so much in inadequate technology’, Griffin concludes, ‘as in inappropriate

institutions and policy. The explanation for the latter, in turn, lies not in the

ignorance of those who govern but in the powerlessness of most of those who

are governed.’

In the mid-1970s Griffin served as Chief of the Rural and Urban Employ-

ment Policies Branch of the International Labour Organization, in which

capacity he organized a set of detailed studies on trends in rural poverty in

seven Asian countries and four Indian states. The resulting volume, co-edited

with Azizur Rahman Khan, Poverty and Landlessness in Rural Asia (1977),

presented strong evidence that a significant proportion of low-income fami-

lies in rural Asia had experienced absolute declines in their real incomes in

the preceding two decades. In all but one case, this occurred despite rising

average real incomes and rising food output per capita. The exception was

Bangladesh, where an interesting variant of this pattern emerged: despite

falling average incomes, the rural rich in that country secured rising real

incomes, while the incomes of the poor fell faster than average.

In an introductory chapter, Griffin summarized this evidence and offered a

powerful critique of the technocratic agricultural strategy. ‘When the poor

starve’, he observed, ‘it is not mainly because there is no food but because

they do not have the wherewithal to acquire food. In other words, the prob-

lem of world hunger cannot be solved merely by attempting to increase

production.’

When confronted with evidence of persistent or deepening rural poverty,

defenders of the green revolution strategy often lay the blame on rapid

population growth. In the opening chapter of Poverty and Landlessness,

Griffin anticipates this argument, again stressing the institutional framework

within which growth occurs: ‘[R]apid population growth is certainly not the

only cause of the increasing poverty of some sections of the rural population

in Asia’, he wrote. ‘Equally important causes seem to be the unequal owner-

ship of land and other productive assets, allocative mechanisms which
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discriminate in favour of the owners of wealth, and a pattern of investment

and technical change which is biased against labour.’

A central theme in Griffin’s writings on agrarian issues is the critique of

the unidimensionality of the conventional analysis. The notion that rising

land productivity can solve the problem of rural poverty, and the claim that if

it fails to do so the culprit must be population growth, are both woefully

incomplete. In particular, they do not examine the institutions governing the

distribution of wealth and power. For Griffin these are crucial. ‘[T]he only

way to alter substantially the distribution of income is by altering the distri-

bution of wealth’, he concludes in Poverty and Landlessness. ‘In agrarian

countries this implies above all the need for land reform.’

In the late 1970s and 1980s, Griffin’s interest in institutional change and

land reform took him to China. He travelled widely in the Chinese country-

side and, with a team of colleagues, carried out scholarly investigations into

the country’s organization of production and distribution, resulting in Growth

and Equality in Rural China (1981). Griffin also edited and contributed to the

volume Institutional Reform and Economic Development in the Chinese Coun-

tryside (1984); further essays on China appear in Griffin’s World Hunger and

the World Economy (1987). A distinctive feature of Griffin’s writings on

China is that he combines a sympathetic understanding of the recent process

of economic reform with a deep respect for the country’s economic achieve-

ments since the 1949 Revolution. Unlike many observers of contemporary

China, he interprets the post-Mao reforms not as the triumph of capitalism,

but rather as innovations within an ongoing and open-ended socialist devel-

opment strategy.

In 1982 Griffin was able to study another ostensibly socialist development

strategy, when he headed the International Labour Organization’s Employ-

ment Advisory Mission to Ethiopia. The mission’s report was suppressed for

ten years at the insistence of the Ethiopian government, but was ultimately

published as The Economy of Ethiopia (1992). Griffin’s own conclusions can

be glimpsed, however, in his two essays on Ethiopia in World Hunger and the

World Economy. One essay examines the ‘horrendous consequences of wrong

priorities’, notably the government’s decision to pursue a military solution to

ethnic separatism. A second essay, coauthored with Roger Hay, argues that

grassroots producer cooperatives could play an important role in rural devel-

opment in Ethiopia, particularly in mobilizing labour for investment, but have

yet to do so.

Griffin’s essay on communal land tenure systems in the same volume takes

the distinctly unfashionable position that communal agricultural systems can

(and frequently do) outperform individual tenure systems in terms of both

efficiency and equity. This does not imply that Griffin sees no role for

markets or private agricultural production; on the contrary, both can comple-266 Keith B. GRIFFIN

 

ment a well-organized communal system. In China, for example, Griffin

found in the late 1970s that private animal production not only coexisted with

communal grain production, but also contributed to a more equal inter-house-

hold distribution of income.

Griffin’s concerns have by no means been limited to agriculture. In ‘Fi-

nancing Development Plans in Pakistan’ (1965), Griffin argued that despite

fairly substantial increases in per capita income, the Pakistani growth strat-

egy so exacerbated inequalities that the ‘vast majority of the Pakistani

population probably has a lower standard of living today than when the

country achieved its independence in 1947’. In particular, Griffin documented

the massive transfer of resources from agriculture to industry, a transfer with

a pronounced regional dimension due to the overwhelming importance of

agriculture in East Pakistan and the concentration of industrial investment in

West Pakistan. This economic disparity fuelled the political tensions which

culminated in civil war and the birth of Bangladesh in 1971.

In the same article, Griffin drew upon Pakistan’s experience to attack the

conventional wisdom that foreign ‘aid’ (that is, inflows of external capital at

below-market interest rates) necessarily promotes more rapid economic growth.

He generalized this critique in ‘Foreign Capital, Domestic Savings and Eco-

nomic Development’ (1970b) arguing that aid inflows could result in lower

domestic savings and higher incremental capital–output ratios in the recipient

countries, which called into question not only the magnitude but also the sign

of the net impact upon growth.

 ‘Foreign Assistance: Objectives and Consequences’ (1970c) further devel-

oped the radical critique of foreign aid. Griffin and Enos observe that economic

aid is an instrument of foreign policy through which strong countries engage

in symbolic as opposed to military battles. With more than a touch of irony

they write: ‘Perhaps the world should be grateful to the politicians and

economists who have created a means by which resources devoted to con-

flicts can be destroyed without physical injury.’ They add, however, that this

conclusion may be ‘too optimistic’ given the deleterious effects of aid upon

people in recipient countries. In addition to the savings and efficiency im-

pacts mentioned above, Griffin and Enos argue that the most important reason

why foreign assistance frequently hinders growth is that it strengthens the

political status quo, thereby preventing needed institutional changes such as

land reform.

Griffin reaffirms this critique in a more recent essay entitled ‘Doubts about

Aid’ (in the volume World Hunger and the World Economy), and in an often-

cited paper on ‘Foreign Aid After the Cold War’ (1991). Unlike right-wing

critics of aid, Griffin endorses in principle international redistribution of

income and the use of government taxation to bring this about. His criticisms

derive instead from observation of the actual results of existing aid pro-
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grammes. ‘In practice foreign aid is doing little to promote growth in the

Third World’, he concludes, ‘and even less to alleviate poverty. In the end it

appears to be doing little more than sustaining corrupt and often vicious

regimes in power, sometimes deliberately and sometimes perhaps not.’

Griffin’s analysis of the international debt crisis of the 1980s has been

equally forthright. At a seminar held in Mexico City in July 1984, Griffin

called upon debtor countries such as Mexico and Brazil to ‘get together and

form a cartel’ or, failing that, to band together informally with one member

acting as a ‘default leader’, analogous to the price leader in an oligopolistic

industry. Griffin told his audience that ‘default – disguised, partial but more

than marginal, done in a polite, quiet and gentlemanly way, but default none

the less – is the name of the game’. His remarks (subsequently published in

World Hunger and the World Economy) received prominent coverage in the

Mexican press, prompting an official disclaimer from the Mexican govern-

ment. In retrospect, however, his conclusion appears controversial not so

much for its substance as for the openness with which it was expressed.

In June 1988 Griffin advocated this approach in the pages of the Interna-

tional Monetary Fund/World Bank quarterly, Finance and Development, in a

guest article entitled ‘Towards a Cooperative Settlement of the Debt Problem’.

While recognizing that the governments of many debtor countries spent bor-

rowed capital unwisely and adopted inappropriate policies, notably exchange

rate overvaluation, Griffin argues that the root of the debt crisis lies in the

economic policies of the major industrial countries. He again calls for collec-

tive action or default leadership by debtor countries. Furthermore, he points to

the conflict of interest between the financial and industrial sectors within the

creditor countries: the negative net transfer from the Third World benefits the

former at the expense of markets for the latter. Hence ‘a potential alliance in

favor of debt alleviation exists between the governments and people of debtor

countries and the industrialists and foreign traders of the creditor countries’.

Here Griffin sees a political basis for a negotiated settlement.

The elimination of the negative net transfer from heavily indebted Third

World countries of course will not solve all their economic problems. The

‘developing’ countries will continue to face an international playing field

tilted in favour of those already ‘developed’. In ‘The International Transmis-

sion of Inequality’ (published in his International Inequality and National

Poverty, 1978), Griffin argues that the concentration of technical advance in

the rich countries, together with the allocation of resources on the basis of

profit maximization, tend to result in the structural impoverishment of Third

World countries as their resources are extracted through trade, migration and

finance capital flows.

In The Transition to Egalitarian Development (1981b), Griffin considers
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radical shift in development priorities towards poverty reduction. Although

Griffin and James claim that their analysis could apply to capitalist as well as

socialist development strategies, they note that in practice ‘egalitarian devel-

opment is more likely to occur after a revolution has established a socialist

economy’. Their book provides a manual for economic policy makers grap-

pling with such a transition.

Beginning with the premise of a government committed to the rapid elimi-

nation of absolute poverty, Griffin and James trace a series of necessary

steps, the first of which is a rapid redistribution of assets. Such a redistribu-

tion is likely to result in excess demand for wage goods such as food,

clothing and housing. Griffin and James argue that international trade can

provide at best only a partial solution to this problem. Hence they outline a

number of transitional supply and demand management measures, including

rationing, price controls and market mechanisms on the supply side, coupled

with demand-side measures designed to ward off the disincentive effects of

supply management. A review of the experiences of Cuba, China and Chile

under Allende provides lessons on the importance of achieving the right

policy mix, including the mix between market and administrative interven-

tions.

Griffin’s book, Alternative Strategies for Economic Development (1989)

draws together a number of the recurrent strands in his work, in the frame-

work of an analysis of the diverse development strategies pursued in various

Third World countries during the past three decades. Griffin distinguishes six

broad strategies which he terms monetarism, the open economy, industriali-

zation, the green revolution, redistribution and socialism. Comparing these in

terms of resource utilization, savings and investment, growth, human capital

formation, poverty and inequality, the role of the state and democratic partici-

pation, he finds trade-offs as well as complementarities. Here as elsewhere,

Griffin poses hard questions and eschews easy answers.

In the 1990s Griffin was active in formulating the ‘human development’

approach to economic policy. His edited volume on Human Development and

the International Development Strategy for the 1990s (1990) identified sev-

eral themes later elaborated by the United Nations Development Programme

in its annual Human Development Report, and his book Implementing a

Human Development Strategy (1994) attempted to translate the central ideas

of human development into practical policy suggestions. Simultaneously he

became deeply interested in problems of transition from central planning to

more market-guided economic systems, drawing on his earlier work in China.

He helped to organize a major study of The Distribution of Income in China

(1993) and then published a number of papers and books on other low-

income transition economics, including Poverty and the Transition to a

Economy in Mongolia (1995) and Economic Reform in Vietnam (1998). Griffin
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has been a staunch critic of orthodox prescriptions for rapid privatization of

state-owned enterprises and indiscriminate price liberalization. He empha-

sizes instead the importance of maintaining aggregate demand (to prevent a

collapse of output and employment), the need to sustain high levels of invest-

ment (as the best way to reallocate resources and increase efficiency), and the

need for measures to prevent great inequalities in the distribution of income

and wealth from emerging and becoming entrenched (lest support for reform

be undermined in the short run, and an inequitable society be created in the

long run).
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Peter GROENEWEGEN (born 1939)

Peter Groenewegen was born in 1939 in Kerkrade (Limburg, the Nether-

lands). He migrated with his family to Australia in 1952 and in his secondary 270 Peter GROENEWEGEN

 

studies concentrated on history. His realization that an understanding of

modern history required a knowledge of economics made him decide in 1957

to pursue that subject at the University of Sydney rather than Arts, the

traditional family field of study. Sydney’s Economics faculty during the

1950s had a number of unusual features in its syllabus. For example, its

courses included a very systematic study of the work of Schumpeter, while

Kalecki’s Economic Dynamics was a text for macroeconomics. The final

honours year syllabus contained a compulsory course on the history of eco-

nomic thought, and lecture courses dealing with topics such as the economics

of socialism and critiques of capitalism, the last being taught by Bruce

McFarlane and Ted Wheelwright respectively.

Groenewegen joined the staff of the Economics faculty in 1962 as a Teach-

ing Fellow, completed his doctoral dissertation at the LSE under Bernard Corry

(1963–65) and then returned to the University of Sydney as a lecturer (1965).

He was appointed to a full Chair in Economics in 1980. He had joined the

Labor party as a student, but resigned from membership in 1966 because of

opposition to its then stance on Australia’s involvement in the Vietnam war. In

1989 he became Foundation Director of the Centre for the Study of the History

of Economic Thought at Sydney University, designed to encourage such stud-

ies partly by the production of reprints of economic classics; he commenced in

1982 with reprinting the 1738 classic, Some Thoughts on the Interest of Money

in General. His most recent work on the history of economic thought has been

concerned with Alfred Marshall (1995, 1998).

Early influences on his economics came less from his Sydney teachers

(exceptions being Jim Wilson and Bruce McFarlane) than from a study circle

organized by an economist-librarian, Frank Dunn. This heightened his inter-

est in the history of economics and enabled intensive critical study of Ricardo,

Wicksell, Marx and Cantillon as well as of Viner’s monumental study on

international trade. Critical faculties were likewise sharpened by his associa-

tion with the Sydney Libertarians, an anarchist group strongly influenced by

the Sydney academic philosopher, John Anderson. Historical work on the

development of agriculture and technology in Europe loomed large in his

original research, concentrating as it did on the history of economic thought.

Publications on Turgot (1977, 1987), based on his Master’s thesis, were a

major product of this research. This work also gave him a thorough grasp of

classical political economy in Marx’s meaning of that term, which made him

very receptive to the surplus approach to economic thinking then being

developed on Sraffian lines. As is the case with many other historians of

economics in academic teaching positions, he selected public finance as an

additional research area. Like the history of economic thought, this subject

permits a broad perspective on the discipline and, moreover, enables an active

participation in practical policy discussion.
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No theoretician, but strongly in support of the need for theoretical analysis

provided its limitations are fully understood (1982, p. 17), his public finance

work has a strong institutionalist flavour. This is clear both from his text on

public finance, which is specifically tied to an Australian institutional setting

(1979a), and in his material on fiscal federalism, which describes the tradi-

tional theory as inspired by US practice as failing to explain satisfactorily

alternative experience in federalism (1983). His text stresses different per-

spectives on theory; for example, his discussion of incidence theory juxtaposes

Harberger’s general equilibrium analysis and Kaleckian incidence theory.

Likewise, it is highly critical of the current anti-public sector fashion, stress-

ing the inherent need for adequate public spending growth essential to

maintaining living standards as the population increases, and criticizing neu-

trality as an overriding tax criterion because governments actively need to

encourage productive, and to discourage unproductive, activities (1988).

This last stance relates to Groenewegen’s affiliation with Sraffian econo-

mists, to the extent that he strongly advocates a serious rehabilitation of

classical economics as a more fruitful approach to the solution of many

economic problems than is provided by marginalist economics. He actively

taught the critique of neoclassical capital theory during the late 1960s and

early 1970s. He also assisted in establishing a course of post-Keynesian

economics at the University of Sydney in 1977, a course which since then has

disseminated its alternative theoretical perspective to many senior students.

Aspects of these developments are covered in his survey of ‘Radical Eco-

nomics’ in Australia (1979b), his 1986 Newcastle Lecture defending

post-Keynesian economics and his History of Australian Economics (with

Bruce McFarlane, 1990). Emphasis on the value of an institutionalist ap-

proach, combined with critical scepticism of the dominant theory and an

emphasis on the importance of history for economic understanding character-

ize much of his published work.
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G.C. HARCOURT (born 1931)

To understand how I came to my ‘dissenting’ views I need to be autobio-

graphical. I like to say that I am an Australian patriot and a Cambridge

economist. I was born in Melbourne in 1931 into a middle-class assimilationist,

agnostic Jewish household with right-wing political views. Melbourne then

was a stuffy, snobby place, marked by sectarian battles between Catholics

and Protestants, who were nevertheless united in their unthinking anti-Semitism

towards a large Jewish community. Political and especially religious prob-

lems were, from very early on, stark and frightening experiences for me. So,

when I went to the University of Melbourne in 1950, itself a veritable para-

dise of enlightenment and tolerance after my schooldays, it was no accident

that I became absorbed in the search for a political philosophy and a religious

creed, as well as in economics (which I loved).

I found a political philosophy more quickly than a religious creed. I aban-

doned the right-wing views of my parents six months or so into my first year

and became a democratic socialist, convinced by the lectures on economic

geography that private enterprise competitive institutions were neither the

most rational nor efficient means to develop society’s basic resources, espe-

cially when the needs of future generations had to be taken into account.

It was a much longer journey to religious belief, puzzled as I was by the

divergence between the beliefs and professed moral values of Christians (in

particular) on the one hand, and their actions on the other. By my fourth year

though, helped by discussions with a number of theologians in my College

(Queen’s) and by the Student Christian Movement, I had adopted a working

hypothesis of belief in God. Basically I argued that personal morality could

safely be left to a personal relationship with God, that it was a useless and

misguided, indeed unhealthy, struggle to tackle on your own, and that Christian

principles provided the basic blueprint for the just and equitable society that I

wanted to see established, through institutions that would allow altruism, com-

passion, cooperation and justice to flourish. My religious and political beliefs

merged at this juncture, fending off what I saw as the unhealthy absorption

with self of the evangelicals, by diverting energies outwards towards commu-

nity objectives and the care of other people. I differed from socialist humanists

only in that I did not believe that these ends could be attained, unaided, by

persons alone. I joined the Australian Labor Party (ALP) in 1953, the year that

I was baptised, and when I took up my first lecturing post at Adelaide in 1958, I

began to say that I was the only Jewish Methodist in Adelaide.

The Commerce Faculty at the University of Melbourne was Cambridge-

orientated. We were brought up on Keynes’s works, reading the Tract in our

first year and The General Theory in our second. Piero Sraffa, Dennis

Robertson, Austin and Joan Robinson, Richard Kahn and Nicholas Kaldor

soon became everyday names to us. Wilfred Prest’s dog-eared copy of
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Marshall’s Principles was a familiar sight too. There was also a strong

neoclassical influence so that Wicksteed’s Common Sense, along with the

Tract, were the first two great works I read. Boulding’s Economic Analysis

was our advanced theory book and I can still remember – now I wonder why

– how excited I was when I realized that the formal structure of consumer

theory was exactly the same as that of production theory. We were exposed to

Kalecki’s writings too. Economic history and history of thought were also

prominent; as an undergraduate I read virtually all the great books from The

Wealth of Nations to The General Theory. I was defeated by Volume I of

Capital, turning in desperation to Sweezy’s Theory of Capitalist Develop-

ment in order to try to understand Marx’s concepts. I read a lot of Dobb’s

work, Political Economy and Capitalism having a lasting impact on me. We

read Value and Capital (including the mathematical appendices), the Founda-

tions and Trygve Haavelmo’s Econometrica supplement, as well as many of

the then classic papers of mathematical economics. I also read Hayek’s Pure

Theory of Capital.

For my undergraduate dissertation (30,000 words) I tried to integrate the

analysis of Kurt Rothschild’s classic 1947 Economic Journal paper on price

theory and oligopoly with the macroeconomic system of The General Theory

in order to study the reserve policy of Australian companies during the Great

Depression. I used accounting data – explicitly applying what I had learned,

in a first-year one-off course on profit and loss accounts, balance sheets and

funds statements – in the empirical work. I did not get far with the synthesis,

but it does illustrate that I have always been interested in micro foundations

and that I did not, even then, accept the artificial distinction between micro

and macro which does so much harm to the way we teach economic theory.

I graduated in 1953 and worked for the next 18 months on a Pilot Survey

of Income and Saving in Melbourne. In August 1955, I left Melbourne, as it

turned out permanently, for King’s College, Cambridge – where else? – to do

a Ph.D., initially with Nicky Kaldor as my supervisor (a disaster for both of

us) and then with Ronald Henderson. (Joan and I were married a fortnight

before we left and we have, truly, lived happily ever after.) I intended to work

on the implications for the theory of the firm and the trade cycle of the

assumption that secure profits are as important as maximum ones; by the time

I submitted in August 1958, it had become a study of the economic implica-

tions of using historical cost accounting procedures to measure income for

dividend and tax purposes and to set prices in a period of inflation (with

hindsight, not that unconnected).

While I was in Cambridge, Joan Robinson published The Accumulation of

Capital (1956). I locked myself up with the book for a term, then emerged to

read a paper on it to the research students’ seminar, with Robin Marris in the

chair and the author herself attending the second session. This paper marks
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the beginning of my friendship with Joan Robinson, though I had met her at

previous research students’ seminars (these were usually chaired by Piero

Sraffa). Incidentally, ‘the class of 1955–58’ included Tom Asimakopulos,

Charles Feinstein, Pierangelo Garegnani, Luigi Pasinetti, Amartya Sen and

John Whitaker, as well as a host of bright Australians (such as Allan Barton,

Keith Frearson, Hugh Hudson, Duncan Ironmonger and John McCarty) who

were later to make their mark on Australian academic and public life.

The Accumulation of Capital had a profound effect on me. It presented a

‘vision’ of how capitalism works over time and, more tentatively, a concep-

tual framework with which to think about the processes involved and make

sense of what I saw happening around me. It formed the core from which my

own work and teaching were subsequently always to start. I realize now that,

apart from her own very considerable contributions, not least the marvellous

introduction (to which Lawrence Klein paid tribute in 1989), Joan Robinson

had also synthesized strands of thought from other economists who had

influenced me – Smith, Ricardo, Marx, Marshall, Keynes, Kahn, Kalecki and,

increasingly in the years to follow, Sraffa.

I returned to Australia in March 1958 to take up a lecturing post in the

Economics department of the University of Adelaide with which I was to be

associated for 27 very happy years. There my mentors were, first and fore-

most, the late Eric Russell, who was ten years older than myself, and Bob

Wallace, who was one year older and with whom I had overlapped at Mel-

bourne. I wrote my first book, Economic Activity, with Bob Wallace and Peter

Karmel, our dynamic youthful professor.

At Adelaide I developed my interest in the links between accounting prac-

tices and economic performances, at firm and economy levels. This culminated

in 1962–63 in ‘The Accountant in a Golden Age’ (1965, 1982, 1992), a

project first suggested to me by Harold Lydall. I was introduced to Wilfred

Salter’s seminal work on vintage models when Peter Karmel asked me to

write a review article of Salter’s 1960 classic, Productivity and Technical

Change, for the Economic Record. I lectured to the interim honours class on

Kaldor’s economics and wrote a critique of his (then) theories of distribution

and growth (1963, 1982, 1992), concentrating on his strange assumption of

full employment. Though naturally I welcomed the macrotheories of distribu-

tion as an alternative to marginal productivity, I was puzzled by the peculiar

pricing behaviour inflicted on the consumption and investment goods sectors

in Kaldor’s version, principally because of the full employment constraint. I

was also politically active in a conventional sense, becoming president of our

local branch of the ALP and secretary of the South Australian branch of the

Howard League for Penal Reform.

In 1963 I returned to Cambridge, I thought for a year’s study leave. Rich-
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corresponding with Joan Robinson about my 1963 paper criticizing Kaldor’s

models. She also wanted me to be a witness to fair play in her debates with

Solow and Arrow who were also in Cambridge on study leave.) I made a

nostalgic return to the research students’ seminar to read a paper on the

determination of the level of employment and the distribution of income in

the short period in a two-sector model. The paper was inspired by hearing

Bob Solow’s 1963 Marshall lectures on two mythical creatures, Joan and

Nicky. Its themes jelled with my continuing interest in the process of price

formation in oligopolistic industries, with the work I had done on Kaldor and

Salter in Adelaide, and with the beginnings of the hardest intellectual task of

my life – to try to master the argument of Sraffa’s 1960 classic, Production of

Commodities. (I was then reading the book with Vincent Massaro; we agreed

not to go on to the next sentence until we had understood the one before.)

I read the paper to an audience which included Arrow, Meade, Sraffa,

Kahn and Joan Robinson. Evidently it went well for Joan Robinson and

Meade both complimented me on it; Kahn asked me to dinner and to join the

‘secret seminar’. Then, to my amazement, I was offered in effect a lecturing

post in the Faculty. As I was on leave from Adelaide, I felt I could only accept

this for a limited period, so I obtained three years’ leave without pay to do so.

Trinity Hall elected me as their first teaching fellow in economics. (The Vice

Master clinched my election by saying that even if it were a disaster, it would

only be a short-run one.)

I am personally very fond of the two-sector model paper, which was

published in the Economic Record (1965, 1982, 1992), after which it van-

ished, virtually without trace. So I was delighted when Robert Dixon wrote in

1988: ‘This much under-rated paper is one of the major building blocks of

post-Keynesian economics’ (p. 247).

Then commenced what were probably the most productive years of my

life. Drawing on my Adelaide experiences and working in one of the best

faculties in the world, I wrote a number of papers which I can now see were

in the post-Keynesian tradition. There was a unity to them, as reviewers of

the volumes of my selected essays have pointed out. In addition to finishing

‘The Accountant in a Golden Age’ (can we use accountants’ methods to find

out what economic profits are?) and the two-sector model, I wrote a satirical

critique of the CES production function (1966, 1982) in which I incorporated

the implications of Salterian vintages into the Robinsonian critique of the

aggregate production function as it applied to econometric exercises. I also

began to work on investment decision rules, investment incentive schemes

and the choice of technique, including in this an analysis of the implications

of the results of ‘The Accountant in a Golden Age’ for a bonus scheme for

managers in the Soviet Union (1966, 1982). The papers under this rubric

illustrated how models which were based on what business people or manag-
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ers actually do result in significantly different predictions from those which

may be obtained from models which incorporate standard profit-maximizing

assumptions. In these papers, unwittingly at the time and as very small fry,

I was allying myself with heretics such as Kaldor and P.W.S. Andrews. I

also began the work on pricing and the investment decision which was to

reach fruition ten years later in a Kyklos paper (1976, 1982) with Peter

Kenyon, who was then a graduate student at Adelaide. This was an attempt

to explain the sizes of the mark-ups set by firms in oligopolistic industries

by relating them to the financial requirements of the firms’ investment

programmes. Finally, with Vincent Massaro I wrote two papers on Sraffa’s

1960 book, one of which was a review article for the Economic Record. It

had Sraffa’s blessing in the sense that we discussed virtually every word of

it with him!

Joan, the children (then three) and I left Cambridge for Adelaide at the end

of 1966, loathed to leave yet excited to be going home (and to be able to play

Australian Rules Football again). As it turned out, I was about to embark on

actions which fundamentally changed my life. In 1965 I began to get agitated

about the Vietnam war, especially, of course, Australia’s involvement in it,

with the accompanying conscription of 18-year-olds. I went back to Australia

armed with well-prepared information from some of my Cambridge col-

leagues, who were already attacking Harold Wilson’s and Michael Stewart’s

appalling acquiescence in the role of the US. When the Campaign for Peace

in Vietnam (CPV) was set up in Adelaide in mid-1967, I became a Founda-

tion Committee Member and later the Chairman. Thus began five-and-a-half

years of intense direct political action, during which I averaged about two-

and-a-half days a week on anti-war activities, as well as having a full teaching

load, jointly editing Australian Economic Papers (which at that time was one

of the few outlets for maverick opinion), and helping to bring up four young

children (I reneged a lot on this count – the great support and love of my wife

seems more extraordinary to me now than it did even at the time). I must

confess, too, that I played cricket in the summer and Aussie Rules in the

winter.

Because of my Jewish origins, I was doubly a target for the right. I

received more death threats than most people have had hot dinners, as well as

one actual attempt when someone tried to blow up our car. I have never

regretted the involvement in direct-action protests, moratoria and so on. In

the actual debates I tried not to forget the role for dispassionate argument,

and that the people I disagreed with were nevertheless people. The works of

two scholars had a great influence on me at the time – Hugh Stretton’s The

Political Sciences (1969) and Noam Chomsky’s ‘The Responsibility of Intel-

lectuals’ (1967). They made me realize that ideology and analysis are
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poraries where we stand, both in the classroom and in society at large. Since

then I have never given a course of lectures without an opening burst on

values, ideology and analysis, and what my own political, religious and

economic views are, so that the students may be on their guard from the

beginning.

The other significant event was the request in August 1968, by the editor

Mark Perlman (at the suggestion of my former professor at Melbourne,

Wilfred Prest), that I write the survey article on capital theory for the second

issue of the newly-formed Journal of Economic Literature. The rest, as they

say, is history!

I shut myself away for four months behind a usually open door and,

between protest marches and meetings, wrote ‘Some Cambridge Controver-

sies in the Theory of Capital’ (1969, 1986). In order to make the task

manageable, I split the topic into a number of self-contained working papers

which I sent to about 30 people in Australia, the UK and the US. The then

economics editor of CUP saw them and asked me to make a book of the

survey. A Leverhulme Exchange Fellowship, which took us all to Keio Uni-

versity in Tokyo for three months over the long vacation period, December

1969 to March 1970, allowed me to escape from ceaseless political activities,

live the selfish life of a scholar and write the book, the first draft in two

months. I have never, before or since, worked so intensively. I wanted to get

on paper what I saw in my mind as a unity.

Although many saw the reswitching episode as the centrepiece of both the

survey article and the book, I thought the methodological critique by Joan

Robinson concerning changes versus differences at least equally as impor-

tant. Certainly Joan Robinson had already decided on the primacy of this

aspect of the critique. When I sent her the first draft of the book in May 1970,

her major criticism (apart from her reaction to some of the jokes) was that I

had not emphasized it enough.

Some Cambridge Controversies was published in early 1972. I went back

to Cambridge for a year at Clare Hall in 1972–73, venturing forth to give

upwards of 50 seminars on the book’s themes. I also wrote a sequel paper,

which was published in Oxford Economic Papers (1976, 1982, 1992).

To be known for these papers and the book became something of a bind,

for I spent the next ten years or so writing commissioned articles on these

themes. The only paper that had to meet the refereeing test, as it were, was

the one written with Kenyon; it fell at the Economic Journal hurdle (courtesy

of my old chums, David Champernowne and Brian Reddaway) but cleared

the Kyklos one in style (1976, 1982, 1992). Personally, I think it a good

example of post-Keynesian analysis of a problem set in historical time and

starting from ‘real world’ observations. I also chaired, at John Hicks’s sug-

gestion, the 1975 IEA Conference at S’Agaro on ‘The Microeconomic
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Foundations of Macroeconomics’ and edited the volume of the conference

(1977). Writing the ‘Introduction’ was one of the hardest tasks I have ever

undertaken, so I was chuffed when Hicks said how much he liked it, adding

that he thought it could not be done. The issues of the conference were, of

course, those I had been grappling with, ever since my undergraduate disser-

tation.

In the 1970s, partly from the impetus of giving the Edward Shann Memo-

rial Lecture on the social significance of the Cambridge controversies (1975,

1982), but mainly because of the emergence of the great inflation and the

attempts to tackle it by monetarist policies, I became increasingly involved in

policy debates and policy-making in Australia. With Eric Russell and other

colleagues, I attempted to apply post-Keynesian analysis – containing strong

Kaleckian–Robinsonian inputs and using the Meade–Russell model of the

Australian economy (1957) – to the problem of inflation within the context of

the Australian institutions of centralized wage-setting through the Arbitration

Commission. As the economist on the ALP’s 1978 National Committee of

Enquiry, I drew together the party’s progressive strands of thought on eco-

nomic policy in a discussion paper which emerged from the enquiry. My own

ideas may be found in a paper written with Prue Kerr (1980) and in the 1982

John Curtin Memorial Lecture, ‘Making Socialism in Your Own Country’

(1982, 1992). When Hans Jensen (1988–89) wrote about my ‘civilized eco-

nomics’, he discerned a structure running through the two volumes of my

selected essays (1982, 1986) from which emerged a coherent set of policy

proposals. This involved a package deal of redistribution through the public

sector as the quid pro quo to wage-earning groups for accepting incomes

policies directed at the rate of increase of money incomes, using the tradi-

tional Australian institutions of indexation and the Arbitration Commission.

Fiscal and monetary measures were to be directed towards the level of activ-

ity and the rate of growth. I put nationalization of certain key industries,

including financial intermediaries, back on the agenda for discussion but sat

on the fence concerning the tariff (leave it as it is and concentrate on export

promotion). I opted for a fixed exchange rate, with the proviso that in an

economy like Australia’s, a change may have to be contemplated from time

to time. I like to think that Bob Hawke toyed with the idea of implementing

such a package deal for a good half hour after the election of the ALP

government in 1983.

The bottom dropped out of my personal and intellectual world in February

1977 when Eric Russell died, completely unexpectedly, after playing squash.

This happened while I was on six months’ unpaid leave from Adelaide, teach-

ing at the Scarborough Campus of the University of Toronto with the wonderful

group that Lorie Tarshis had gathered there. To help to cope with the (shared)
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of intellectual biographies. My memoir of Eric was published in the Eco-

nomic Record (1977, 1993); I then wrote a fuller study for the Newcastle

Lecture in Political Economy (1977, 1992). One of my more encouraging

colleagues at Cambridge calls my essays on Tarshis, Shackle, Boulding and

Goodwin, for example, ‘mere chit chat’. I think they serve a more serious

purpose of attempting to show how people’s background and personalities

influence their approaches to economics, and how ideas arise in the form that

they do. I brought together the intellectual essays I had written up to 1993 in

Harcourt (1993a).

I was in Canada again in 1980, working especially with Jon Cohen. I wrote

an exploratory and speculative paper on ‘Marshall, Sraffa and Keynes: In-

compatible Bedfellows?’ (1981, 1982, 1992), in which I tried to think through

the issues associated with the concept of centres of gravitation both in their

work and in the make-up of modern economies. I remain ambivalent about its

value but several of my research students have taken the paper as the starting

point for their own work, and a number of papers have also appeared in the

literature on convergence to natural prices in classical models. Path depend-

ence, of course, is now all the rage.

I returned to Cambridge in 1982 to try to carry out one last research project

– to document the intellectual history of those we may loosely think of as

Keynes’s pupils. I call it ‘Joan Robinson and her Circle’ for I want to use her

contributions as the focal point around which to put the writings of Kahn,

Kalecki, Kaldor, Sraffa, Pasinetti and the other gifted people, most of whom

worked at Cambridge in the Cambridge tradition before and after Keynes’s

death. I believe it to be a worthwhile object to explore what is coherent and

lasting in the contributions of these scholars. Most of the papers that I have

written in the 1980s and 1990s may therefore be seen as prefatory to this

task. I am also an editor of the Cambridge Journal of Economics and am

associated with other journals which furnish outlets for non-mainstream pub-

lications.

I must confess to having been sidetracked from my main task on many

occasions (not least by nearly kicking the bucket four times between Septem-

ber 1992 and September 1994). Since 1992, as a result of being asked to give

the Second Annual Donald Horne Address in Australia, I have written a series

of interrelated policy papers. I started with the Horne Address, ‘Markets,

Madness and a Middle Way’ (1992, 1995), continued through macroeco-

nomic policy for Australia in the 1990s (1995), ‘The Harcourt Plan to “Save”

the World’ (1993b), a ‘Modest Proposal’ to tackle the harmful systemic

effects of speculation in the foreign exchange, stock and property markets

(1994, 1995) to a paper (1997a) which combines the policy insights of Eric

Russell’s writings and Salter’s 1960 classic with the difficult issues raised by

the vital distinction that Kalecki made (in 1943!) between getting to full
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employment, on the one hand, and sustaining full employment, on the other.

The other major sidetrack was to edit with Peter Riach, A ‘Second Edition’ of

The General Theory (2 Vols, 1997b). We asked over 40 Keynes scholars

ranging from the venerable to the up-and-coming to write chapters on what

they thought Keynes would have written in, say, 1938 or 1939 if he had not

had his heart attack, and why they have done what they have done on those

aspects of The General Theory in the postwar period. In volume I, the chap-

ters trace (more or less) the chapters of The General Theory; in volume II, we

have an overview, extensions, new developments, predecessors and succes-

sors.

In January 1997, through the kindness of the editors of this volume and

Gabriel Palma, a conference was held in Jesus to celebrate my 65th birthday

(27 June 1996). At it, I was presented with two splendid Festschrift volumes,

edited by Philip, Gabriel and Malcolm and published by Routledge, Arestis,

Palma and Sawyer. A third volume, containing chapters by my former Ph.D.

students and edited by Claudio Sardoni and Peter Kriesler is now at the

publishers, Routledge. I ‘retired’ in September 1998 but I hope to continue on

as an elder of the post-Keynesian tribe (see Harcourt 1998, 1999).

Omar Hamouda (who edited the second volume of my essays) asked me to

record what I thought the purpose of economics is. Evidently, I said that the

purpose is:

 

to make the world a better place for ordinary men and women, to produce a more just and equitable society. In order to do that, you have to understand how particular societies work and where the pockets of power are, and how you can either alter those or work within them and produce desirable results for ordinary people, not just for the people who have the power. I see economics as very much a moral as well as a social science and very much a handmaiden to progressive thought. It is really the study of the processes whereby surpluses are created in economies, how they are extracted, who gets them and what they do with them. All economies have created surpluses in one way or another. Capitalism does it in a particular way and that is the process in which I am most interested because I live in capitalist economies. At the same time, I would like to help to create a society where the surplus is extracted and used in a way quite different from that of a capitalist society.

 

Sheila Dow kindly suggested that this could stand as a succinct statement

of the post-Keynesian credo.
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Robert L. HEILBRONER (born 1919)

I was born on 24 March 1919 and began my intellectual life as an economist

at a propitious moment, in the autumn of 1936, when I matriculated at

Harvard, quite caught up in the full flush of Rooseveltian political ideals and

ignorant of the name, much less the pronunciation, of John Maynard Keynes.

It is difficult today to convey the sense of discovery that permeated econom-

ics in the late 1930s, when neither growth nor general equilibrium, rational or

any other kind of expectations, choice theoretics or, for that matter, micro or

macro had yet entered the economic vocabulary. One of my most vivid

academic recollections was a debate mounted by the economics faculty in a

crowded hall, where distinguished professors argued with trembling voices

and empurpled faces as to whether savings did or did not equal investment. It

speaks to the innocence of the age that six years later I was able to publish a

small article in the American Economic Review (1942) on the perplexing

question of why a changing level of income was required to bring about
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equality between these two variables when they were defined to be equal at

all levels of income.

Thus, I was certainly not distanced from the emerging consensus of the

times. When Alvin Hansen, already Keynes’s foremost American disciple,

spoke to us about prospects for stagnation and possibilities for deficit finance,

‘Keynesian’ economics seemed capable of offering self-evidently clear solu-

tions. I also recall very well the sense of disbelief when Schumpeter lectured

in Hansen’s course to tell us, in his inimitable Viennese accent and manner,

that ‘a depression is for capitalism a good cold douche’, a statement rendered

all the more shocking in that not many of us knew that a douche was a

shower.

I begin with this nostalgic sketch to establish the point of my subsequent

departure from conventional pieties towards both radical and conservative

scepticism, and from analytic simplicities into interpretational complexities.

The change began in 1946 when, after returning from the war, I decided to

continue my economic education and had the immense good fortune to fall

into the class, and under the spell, of Adolph Lowe at the Graduate Faculty of

the New School for Social Research. There I extended my knowledge of

Keynes to include growth theory (I recall that Hansen had noted with interest

that the trough of every other Kitchens cycle was typically higher than that of

two cycles before); learned a little calculus (there had been no mathematics

required in the Harvard economics curriculum); heard for the first time of a

field called ‘underdevelopment’, a subject unmentioned in the Harvard cata-

logue; and – much more important – discovered the existence of a wholly

new perspective on economics in Lowe’s seminars on the history of thought.

Reading Smith and Ricardo under Lowe’s guidance, I discovered classical

political economy as an approach to economics compared with which

Keynesianism appeared less revolutionary than parochial. Behind this grow-

ing enthusiasm for the work of the classics was the dawning comprehension

that the ideas from which Keynes sought to extricate himself – what he

misnamed ‘classical’ economic theory – were less constraining than others

that Keynes accepted without much difficulty, namely the framework of what

we have come to call neoclassical economics.

What Lowe conveyed was the idea of the economic process as a force

imposing a powerful order-bestowing shape and impetus to the material

activities of society. Classical political economy could thus be seen as a

succession of attempts to explicate this process from (roughly) the mid-

eighteenth to the mid-nineteenth centuries. Of special interest to myself, as a

burgeoning student of the history of economic thought, was the way in which

the investigators of different periods fastened on, or interpreted, different

aspects of society as strategic for its evolution. To take only the most elemen-
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Ricardo could thus be seen not merely as a refinement of analytic capabili-

ties, but as a gradual redefinition of the very idea of ‘land’ as an economic,

not as a natural, category. With this redefinition, rent is no longer perceived

as a gift of nature but as an absorptive wedge inserting itself between wages

and profits. In this way, I began to see economics as something other than the

analysis of a wholly unambiguous object of investigation called ‘economic

reality’. In its place emerged the problem of identifying an ‘economy’ within

the totality of perceived social relations – an act that determined both the

boundaries of the object to be studied and the constitutive elements and

properties of the discipline that studied it. Although I do not think I yet knew

the word, I was thus orientated towards what has come to be known as a

hermeneutic, as opposed to a positive, approach to economic inquiry.

In the course of these studies I began writing The Worldly Philosophers

(1953), at first somewhat to the consternation of Lowe, but soon thereafter

under his invaluable guidance. The book took everyone by surprise, its pub-

lisher and author not least, by finding a place for itself on enough syllabi to

multiply its initial printing a thousand-fold. Over successive revisions, the

cast of characters has remained essentially unchanged, minor entrances and

exits excepted, but one substantial alteration marks the last edition. Earlier

texts have always concluded in efforts to take the measure of the current

socio-economic state of affairs, but these have invariably proved to be dated

almost as soon as they appeared. The last version, in 1986, ends on a different

note. It asks whether Schumpeter, who occupies the penultimate chapter, will

be followed by other scenarists of his imagination and scope; and it answers

the question in the negative. The reason is that, following Lowe’s diagnosis

(On Economic Knowledge, 1965), I have come to doubt that the historic

course of contemporary capitalism can be depicted in terms of a self-regulat-

ing socio-economic drama. For reasons of institutional size and complexity,

changes in social attitudes and ever-more-urgent political imperatives, all

capitalist economies are today subject to political direction of one sort or

another, including the very important political decision as to the areas in

which, and the extent to which, market processes will be allowed to work

their way unhindered. This is a setting so different from that of the past as to

make the purely economic scenarios of the classical thinkers largely irrel-

evant. Schumpeter is himself the paradigmatic example of this change in that

his optimistic projection of a ‘plausible capitalism’ is, in the end, undone by

socio-political changes that undermine and annul its economic vitality.

This changing relationship of economics and history applies in particular to

the most ambitious of all economic prognoses, that of Marx. I had not yet

studied Marx at any length when I first wrote The Worldly Philosophers. At

Harvard I read the Manifesto and some historical essays; later, with Lowe,

Volume I and Theories of Surplus Value; but I only studied Volumes II and III
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still later, after I became Chair of the Economics Department at the New

School in 1968. The Department had already begun to take on a radical orienta-

tion with the accession of E.J. Nell, and this drift was accelerated through the

hiring of Stephen Hymer, Anwar Shaikh, David Gordon and still others. These

new colleagues, and the climate of student radicalism during the 1960s, con-

tributed to the next clear phase in my own distancing from conventional

economics, culminating in Marxism: For and Against (1980a). This book was

an effort on my part to assess the body of Marxian work in which I had become

increasingly interested and immersed. As I have had occasion to remark many

times, the contentious word in the book’s title was its innocuous ‘and’ which

drew fire from both those who wanted me to embrace and those who wanted

me to reject Marxian ideas without reservation.

In fact, the conjunction ‘and’ describes very precisely my intellectual

stance. In the book I define Marxism as consisting of four interrelated but

distinct parts: (i) a dialectical approach to knowledge, construed as a rela-

tional rather than positivist epistemology; (ii) a materialist conception of

history, centring on the importance of production activities, and class strug-

gle over distribution; (iii) a general view of capitalism that emphasized the

ideological aspects of Marxian economics – above all, its demystification of

‘labour’ and ‘capital’ as comprised of social relations, not individuals or

things; and (iv) a commitment to socialism, defined as the ‘practice’ of

Marxian social theory. This four-way definition allowed me to see Marxism

‘as embodying the promise of a grand synthesis of human understanding – a

synthesis that begins with a basic philosophic perspective, goes on to apply

this perspective to the interpretation of history, moves thereafter to an analy-

sis of the present as the working-out of historical forces in the existing social

order, and culminates in an orientation to the future that continues the line of

analysis in an unbroken trajectory of action’ (pp. 22–3). At the same time, the

categorization of Marxism also allowed me to define my stance as for the first

three elements mentioned above, and against the last – namely, a commit-

ment to socialism as an historical destination that can be attained by

scientifically’ guided analysis.

This general endorsement of Marxian historical analysis, coupled with

grave misgivings with respect to its usefulness as an historical vade mecum,

allows me to introduce another theme in my general dissent from established

economic doctrines. This is an interest in the ill-defined but inescapable

concept of human nature as the bedrock of drives and needs that underlies all

institutions, whether socialist or capitalist. This theme first surfaces in The

Future as History, a book written in reaction against the facile optimism of

the late 1950s. A central tenet of the book – that economic development was

unavoidably a revolutionary, and not an evolutionary process, more likely to

occur under the guidance of ‘strong-man’ regimes or ‘military socialism’ than 286 Robert L. HEILBRONER

 

as a consequence of free market practices – sharply indicates its distance

from the conventional wisdom of the time. But this ‘radical’ view was en-

twined with another, whose much more conservative character was suggested

by the subtitles of the concluding chapter: ‘The Limits of the Possible’, ‘The

Inertia of History’ and ‘The Ambiguity of Events’. These subtitles indicate a

facet of my inquiries that has distanced me from conventional views of the

left as well as of the right. The distancing arises from a recognition of the

power of social resistance to change. In Marxism: For and Against this idea

takes the form of doubts as to the degree of malleability of the human species

– doubts which, once expressed, impose constraints on the socialist project;

or which, if not admitted, force us to consider that under the appropriate

conditions any human behaviour would be compatible with ‘socialism’. These

considerations can be easily pressed into service as arguments against the

feasibility – or even the morality – of all movements of socialist reform, but I

raise them not for that reason, but rather to protect the socialist movement

from unnecessary disappointments and unwanted abuse.

The limits of social change come to the fore again in An Inquiry Into the

Human Prospect (1974a) which was in part concerned with the then just

emerging problems of massive ecological disturbance. Its main object of

inquiry, however, was less on the size and complexity of the ecological

challenge than on the degree of socio-economic disruption required to bring

that challenge under control. Here the crucial matter for consideration was

the degree of adaptability of capitalism and socialism as social orders and,

anterior to that, some assessment of the fundamental psycho-social basis on

which these orders were raised and on whose support they depended.

In retrospect, my treatment of the adaptive capabilities of the two orders

seems flawed, according too little adaptability to capitalism and too much to

socialism, but the direction of inquiry leads nonetheless towards my most

recent work, above all The Nature and Logic of Capitalism (1980b) and my

article ‘Capitalism’ in The New Palgrave (1987). There the central question

becomes, more explicitly than ever before, the manner in which all socio-

economic formations rest on patterns of indoctrinated belief and behaviour

that endow them with a specific ‘nature’ and an ensuing ‘logic’. Thus primi-

tive, imperial and of course capitalist social orders are characterized by

general behaviour-shaping institutions that not only set each order apart from

others, but that bestow on each a characteristic historic dynamic. More spe-

cifically, despite many variants within each formation, we have no difficulty

in recognizing a ‘business world’ that shapes the activities and mentalities of

all members of the capitalist order, just as we can recognize the reciprocities

and tradition-based orientations of primitive peoples, and the institutions and

beliefs of kingship in imperial orders. From these differently constituted

settings, we can also trace the historic movements associated with each –
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homeostatic adaptation in the case of primitive society, dynastic strategies in

imperialist systems, and the complex dynamics of economic expansion in

capitalism.

With respect to capitalism, the analysis singles out the accumulation of

capital as the key element in its ‘nature’. What separates this analysis from

conventional Marxism is its consideration of the drive for accumulation not

only as the means by which economic viability is achieved, but as the means

by which the capitalist class continuously reestablishes and justifies its socio-

political legitimacy. Therefore the approach searches for the roots of the drive

for power and domination itself, rather than taking this drive for granted as

do most socio-political analyses. I trace this drive to the universal experience

of prolonged infantile helplessness, whence springs a central shaping aspect

of human nature – its infantile frustrations and rages that find adult expres-

sion as the desire for power and/or acquiescence in existing structures of

power. Under capitalism these universal social dynamics must be worked out

in a setting in which the seamless cloak of rulership has been rent in two,

according to government the traditional powers of war, law and order, and

ceremony but denying it the rights of property invasion, while in turn accord-

ing to the class of capitalists the rights to dominate the economic process but

denying it the prerogatives of war, coercion, law-giving and the like.

In this fashion capitalism appears not as an ‘economic system’ but as a

‘regime’ – a social order with a central pillar of beliefs (and activities moti-

vated by those beliefs) that endows it with the supra-rational drive enjoyed by

social orders whose regimatic character is more readily recognized, such as

monarchy, feudalism and the like. The differences between this view and that

of conventional economics are too obvious to require comment, but it may be

useful to add that without such a psychoanalytic approach, no explanation

can be given for the drive to accumulate wealth, given the conventional belief

in the diminishing marginal utility of wealth.

Behind the Veil of Economics (1988) pursues this general line of inquiry by

searching for the degree of difference in the mechanisms of social control

that distinguish the market ‘mechanism’ from that of tradition and command.

The conventional wisdom sets the two apart, suggesting that the control

mechanism of the market has no need for – indeed, has no lingering traces of

– these earlier means of social coordination. My argument is that behind the

veil of conventional economic rhetoric we can easily discern an understructure

of traditional behaviour – trust, faith, honesty and so on – as a necessary

moral foundation for a market system to operate, as well as a concealed

superstructure of power in the characteristic allocation by the market of a

disproportionately large share of the social product to owners of the means of

production. From various perspectives, the book examines these and other

ambiguous boundaries of the economy, and of economics itself.
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It only remains to add that I have pursued a few other lines of endeavour

that should be noted in this brief intellectual self-profile. One of them is a

lifelong interest in Adam Smith’s large-scale endeavour, of which I might

mention a general article on Smith in the Encyclopedia Britannica (15th edn,

1974) and ‘The Socialization of the Individual in Adam Smith’ (1982). Other

long-pursued interests include problems and possibilities of socialism; tech-

nological determinism; the problem of value; and yet others, the more

important of which have been gathered together in Between Capitalism and

Socialism as well as in Behind the Veil. I have in addition written widely for

non-academic audiences, in journals ranging from Dissent to The New York

Review of Books and The New Yorker, as well as for professional journals, in

particular The Journal of Economic Issues and Challenge.

It remains to say a word about the social philosophy that has made me a

‘dissenting’ economist. From what I have written, it is evident that liberal,

radical and conservative promptings have successively coloured my social

philosophy; but I could not describe those successive colourations as a move-

ment from one end of the political spectrum towards the other. Rather, each

orientation has imparted its distinctive dye to those previously there, a multi-

colouring rather than a blending that I hope is as visible to the reader’s eye as

it is to my own. In all of this, one clear line of change is evident. This is an

increasing impatience with, and finally a near total rejection of, neoclassical

economics as an interpretation of social reality. I cannot resist illustrating this

rejection by considering the fundamental building block of neoclassical eco-

nomics itself. This is the concept of the rationally maximizing individual as

the irreducible building block of economic analysis. What interests me in this

conception is not the idea of ‘rational’ or ‘maximizing’, both of which are

easily enough subjected to criticism but which remain useful as heuristics.

Rather, the key self-destructive term is ‘the individual’.

For what is the first act that this individual performs as the expression of its

paradigmatic behaviour? A thousand textbooks tell us that it is to allocate his

or her income in such fashion as to equalize the marginal utilities yielded by

the commodities over which income is distributed. And what is the self-

destructive element in this innocuous description? It is our individual’s

‘income’. For how does an ‘individual’ acquire an income, if not from an-

other individual? Does not the ‘fundamental building block’ thereupon become

a dyad – a metaphor for society? Does this not remove all possibility of

creating a study of economics from an individual, rather than from a social,

starting point?

On that matter alone, I find the space between myself and conventional

economics too wide to allow of comfortable mutual adjustments to secure an

amicable unity. Economics, in my view, can only be approached as a form of

systematized power and of the socialized beliefs by which that power is
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depicted as a natural and necessary form of social life. We may – indeed, we

have no option but to – utilize the remarkable analytical capabilities of the

discipline that calls itself economics to understand the logic of our market

system but, even at its best, analytical economics will tell us nothing about

the nature of our social order. For that we require a standpoint outside the

uncritical construals of reality that constitute the vocabulary of neoclassical

economics.

Such a critical perspective allows us to see that ‘economics’ is by its nature

always inextricably enmeshed in ‘society’, and that the ‘problems’ identified

by economics are therefore always in some fashion entangled in the require-

ments of the larger order of which the economy is a part. Economics, in a

word, is a construct, not a thing. Its analytic concerns are those of a particular

social order, not of an immutable human condition. Its first and most difficult

problem is therefore to make its practitioners aware of the responsibility they

bear for the economic reality they place before us. Economics, thus self-

consciously interpreted, is a valuable servant; but with those cautionary

recognitions it is a dangerous master.

Finally, I would like to conclude by describing briefly the new theme of my

first book, The Worldly Philosophers, about to appear in its seventh edition.

The theme, adopted from Schumpeter’s History of Economic Analysis, is the

concept of Vision and Analysis, which gives a structural unity to the other-

wise often widely diverse concepts of the great economists.

Rather than describing the application of this new approach instance by

instance, let me turn to my final chapter which bears the curious title of ‘The

End of the Worldly Philosophy?’. The chapter begins by reminding my

readers that ‘end’ has two meanings: termination and purpose. The question

mark indicates that I have questions regarding both.

The first meaning brings me to two themes, as prominent in contemporary

economics as they are absent in its earlier predecessors. One of these is the

ever more explicit self-conception of economics as a science, to which the

ubiquitous mathematization of our subject bears striking testimony. Related

to this is a second theme, similarly absent from earlier economic writings,

namely a studious avoidance of any mention of the socio-political nature of

economic inquiry. Here we need only contrast the near-disappearance of the

term capitalism from the pages of the American Economic Review or the

British Economic Journal with the widespread use of political economy as

the object of inquiry of our discipline in its youth and middle age.

That striking separation from politics, and the no less unmistakable iden-

tification with science, do indeed imply to me an ‘end’ to the worldly

philosophy, in the sense of its termination. With respect to the relevance of

science as a model for economic vision and analysis, I remind readers of the

difference between the meaning of the key term ‘behaviour’ as it applies to 290 Rudolf HILFERDING

 

the movement of electrons and of buyers and sellers. With respect to the

avoidance of the term ‘capitalism’, I ask if there is any substantive content to

economics with regard to hunting-and-gathering or command societies, and

if there exists any explanation system other than economics, that sheds light

on the drive for capital, the organizational consequences of markets, or the

effects of a division of power into two spheres: one public, one private?

Should not this unique explanatory relationship to capitalism be proudly

announced, not hidden away in a closet?

And what of the ‘end’ of the worldly philosophy in terms of purpose?

From what I have said, it follows that its usefulness must hinge on its

contribution to the survival of the social order with which it is so integrally

connected. In turn, I see that contribution best realized in today’s world by an

economics based on a conception of the socio-political adaptability, not the

scientific and depoliticized rigidity, of a capitalist system.

To be sure, it remains to be seen whether such a turnabout of contemporary

economic thought is possible, not least in countries, such as the United States,

where it is seriously waning; and whether even a reinvigorated economics can

assure the long-run viability of an always revolutionary capitalist order. Of

necessity, then, it is on a note of mixed unease and hope that I conclude the

final edition of my first book. For better or worse, it also reflects the end – I

mean the purpose, hopefully not yet the termination – of my lifelong work.
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Rudolf HILFERDING (1877–1941) Jerry Coakley

Rudolf Hilferding was born into a prosperous Jewish family in Vienna (Aus-

tria) on 10 August 1877. He joined the student socialist movement at 15

while at the Staatgymnasium (secondary school) – hence his early and life-
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long interest in socialism. At the University of Vienna he studied medicine,

obtaining his doctorate in 1901. By that time he had developed an interest in

the social sciences and particularly economics. Thereafter he enjoyed a cheq-

uered career in a series of posts as editor, economist, doctor, lecturer, politician

and Cabinet minister.

Hilferding practised as a doctor until 1906 and later during the First World

War when he was stationed with the Austrian army on the Italian front. In

1902 Kautsky invited him to become a regular contributor on economic

issues to Die Neue Zeit, the theoretical journal of the German Social Demo-

cratic Party (SDP). Five years later he was chosen to be the foreign editor of

Vorwärts, the leading SDP newspaper. At the outbreak of the First World War

Hilferding, along with a minority of the SDP, opposed the voting of war

credits.

After the war he was invited to edit Freheit, the journal of the newly formed

Independent Social Democratic Party (USPD) of Germany. As well as Bernstein

and Kautsky, the latter included Rosa Luxemburg amongst its leading mem-

bers. Hilferding opposed the affiliation of the USPD to the (Communist) Third

International and, in 1922, he rejoined the reunited German SDP, playing a

prominent role in its activities during the following decade.

In 1920 he was appointed to the Reich Economic Council and briefly

served as Minister of Finance from August to October 1923. He was elected

to the Reichstag (parliament) in 1924 and remained a member until 1933. He

again served as Minister of Finance in 1928–29. Along with other members

of the German left he was perhaps slow to realize the menace of the rise of

Hitler in the late 1920s and early 1930s. After Hitler’s accession to power he

was forced to flee the country and eventually settled in France. In 1941 the

Pétain government handed him over to the Gestapo which tortured and prob-

ably executed him; the details of his death remain unknown.

One of the impressive features about Hilferding was his productivity in his

adopted subject – economics. From the outset Hilferding was a dissenting

economist whose main output was an elaboration and extension of Marxist

economics. At the age of 27 he intervened in the debate between the Austrian

neoclassical, subjectivist school and the Austro-Marxist school by publishing

a riposte to Böhm-Bawerk’s critique of Marx’s value theory (1904). This

formed part of the first volume of a Marx-Studien series which he had helped

to establish with his friend, Max Adler.

One year later his magnum opus – Das Finanzkapital (hereafter Finance

Capital or FC for short) – was substantially complete, as Hilferding tells us

in a preface dated Christmas 1909. FC, published as part of the Marx-Studien

series in 1910, was a monumental achievement by any standards. Unfortu-

nately it proved to be the apogee of Hilferding’s writings in economics, for

his subsequent output pales into repetition and insignificance by comparison. 292 Rudolf HILFERDING

 

Despite its early impact and undoubted originality, FC has been allowed to

gather dust on the shelves of Marxists. Why should this be so? One explana-

tion is Hilferding’s subsequent political career in which he allied himself

with the centrist faction of the German SDP. This is borne out by Lenin’s

characterization of him as an ‘ex-“Marxist”, and now a comrade-in-arms of

Kautsky and one of the chief exponents of bourgeois, reformist policy in the

Independent Social Democratic Party of Germany’ (Lenin, 1920, p. 13).

The other explanation concerns Bukharin (1918) and Lenin (1920) who

freely borrowed Hilferding’s economic ideas for their theories of imperial-

ism. Indeed it was Lenin who popularized many of Hilferding’s economic

theories and concepts in his classic pamphlet, Imperialism, The Highest Stage

of Capitalism. But whereas FC makes for demanding and challenging read-

ing, Imperialism is presented in Lenin’s characteristically accessible and

popular style. The upshot is that many of the central concepts of Imperialism

are attributed to Lenin although their provenance can be traced directly to

Hilferding.

Since Hilferding’s enduring contribution as a dissenting economist was

FC, this piece will focus on that work (see also other References, below).

When FC first appeared in print in 1910 it was hailed as a major achieve-

ment especially by his political allies, Bauer and Kautsky, who claimed it as

the fourth volume of Marx’s Capital. Certainly Hilferding was not lacking in

ambition; he describes the object of his project as an attempt ‘… to arrive at a

scientific understanding of the economic characteristics [my emphasis] of the

latest phase of capitalist development. In other words, the object is to bring

these characteristics within the theoretical system of classical political economy

which begins with William Petty and finds its supreme expression in Marx’

(p. 21; hereafter all references are to the Bottomore’s 1981 edition of FC).

The economic characteristics which Hilferding had in mind were those

processes of concentration which: (i) lead to the formation of cartels and

trusts and thus to the elimination of free competition; (ii) bring bank and

industrial capital into an ever-closer relationship which he characterized as

finance capital. These two aspects of concentration and their interplay form

recurring themes throughout the book. On one hand they are related to the

growing power of bank capital, and on the other to an analysis of finance

capital as a stage of capitalism.

FC combines elements of theoretical and conjunctural analysis. The former

draws heavily on Marx’s Capital. It distinguishes three main fractions of

capital: industrial, commercial and bank capital. At times the first two frac-

tions are collectively described as ‘productive capital’, an apparent shorthand

notation which also recognizes the fact that both fractions earn the average

rate of profit; it does not appear to relate to the ‘productive’ and unproductive’

labour debate.
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Hilferding takes disaggegration of capital still further, identifying different

sectors of industrial capital such as consumer goods industries and even

individual enterprises. His conjunctural analysis is less systematic. Its focus

clearly is Germany, but this does not blind Hilferding to the institutional

differences of other countries as has been alleged at times. Nonetheless his

discussion of other countries’ peculiarities within the confines of one volume

tends to be cursory and selective.

The juxtaposition of theoretical and conjunctural analysis is a feature of

the whole of FC. Hilferding himself makes a distinction between the theoreti-

cal and policy components of his book. The former (Parts I–IV) deal

respectively with money and credit, fictitious capital, the restriction of free

competition, and crises and the trade cycle. The latter (Part V) traces the

influence of developments in the theoretical component on economic and

commercial policy.

Paul Sweezy, a leading Marxist, was confidently able to assert in 1942 that

Hilferding had mistaken a transitional phase of capitalism for a lasting one.

At issue was the permanence or otherwise of the power enjoyed by bank

capital at the turn of the century. To get to the root of this issue, one needs to

understand that Hilferding was employing the concept of ‘bank capital’ in its

broadest sense of the German model of universal banks.

As the term itself suggests, these banks supply a wide or universal range of

bank services including those associated with the institutionally separate

categories of commercial and investment banks. Countries such as the US,

Canada and Japan have segmented financial systems where commercial and

investment banking are legally separate. In recent years the barriers within

such systems have been subject to deregulatory pressures and are being

eroded. Interestingly, the concept of universal banking underpins the Euro-

pean Commission’s Second Banking Directive for the creation of a unified

banking market within the European Financial Area by 1992. Moreover the

principal rationale behind the whole 1992 project is to enable EC-based blocs

of capital to compete with their US and Japanese rivals. In that context

Hilferding’s discussion must be seen as highly relevant today.

In Parts I and II Hilferding outlines the three major functions of bank

capital which form the basis of the power and influence which he claims bank

capital exerts over industrial capital under modern capitalism. These three

functions of bank capital relate to money, credit and fictitious capital (this is

capital represented by securities such as equities and bonds). I now examine

these three functions as they relate to industrial capital.

Hilferding’s analysis of the functions of money does not in itself add much

to Marx’s discussion in Capital I. However he highlights the major develop-

ments in the form money has taken under modern capitalism. In particular he
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ments but rather through the use of credit money such as bills of exchange or

cheques. A cheque or banker’s draft is simply a bill of exchange payable on

demand and drawn on a banker. Since credit money arises in circulation,

Hilferding calls it ‘circulation credit’. In the orthodox literature this is equiva-

lent to trade credit or debtors’ and creditors’ items on a company’s balance

sheet.

Since the bulk of payments between capitalists takes the form of credit

money, a system for netting out or clearing payments and receipts is neces-

sary. Bank capital operates such payments and clearing systems as one of its

major functions. Hilferding underlines the role of payments systems in facili-

tating trade on an ever-wider geographical basis. Initially credit money took

the form of commercial credit (or bills), but Hilferding noted a tendency for

bank credit, such as bankers’ acceptances, to replace commercial credit as the

major form of credit money.

One may wonder how the control of the payments mechanism and of the

supply of bank credit would enable bank capital to exert influence over

industrial capital. Indeed Hilferding believed that this function conferred no

power on bank capital. Lenin, on the other hand, stressed how the operation

of the payments mechanism enabled banks to ascertain the exact financial

position of other capitalists. This would have been true in Lenin’s day when

most companies relied on just one bank for banking services. Today the

monitoring of a company’s financial position is complicated by multi-bank

relationships.

Bank capital’s second main function is the supply of capital credit or, in

modern parlance, loan finance facilities. In this function bank capital col-

lects the idle money of both the capitalist and non-capitalist classes as

deposits and lends it as ‘capital’ credit, so-called since it involves a transfer

of capital between capitalists. By contrast, credit money or ‘circulation’

credit is merely a payment in the exchange of equivalents. Hilferding notes

that, historically, capital credit has tended to replace circulation credit, thus

reinforcing the near monopoly of bank capital in the spheres of money and

credit.

Hilferding contrasts the longer-term relationship between banks and enter-

prises implied by capital credit with the essentially short-term nature of

circulation credit. However both his and Lenin’s conceptions of the power

conferred on bank capital by the supply of capital credit are couched in terms

of competition for access implied by a developed credit system. They both

overlooked the conditionality of such credit facilities which, to be fair to

them, has only developed in recent decades. In other words capital credit

today is advanced subject to detailed conditions inscribed as restrictive cov-

enants in loan agreements which may limit and circumscribe the activities of

the enterprises concerned.
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One of the insights of FC is the distinction which Hilferding develops

between money and credit on one hand, and fictitious capital on the other. In

Part II he focuses on the mobilization of capital or the raising of equity on the

stock exchange by the modern joint stock company or corporation. He con-

trasts the individually-owned enterprise with the modern corporation. In the

former the industrial capitalist or entrepreneur owns and controls the means

of production. In the corporation the raising of equity becomes the domain of

money capitalists, including bankers, who become the owners of the corpora-

tion’s equity stock. This implies that these money capitalists are the owners,

not of the corporation’s means of production (except, in extremis, on liquida-

tion or receivership), but of claims to potential dividends. Hilferding describes

shareholders as money capitalists rather than industrialists since, in principle,

they can convert their shares into money capital at any time on the stock

exchange.

What is the role of banks in this process? Unlike Lenin, Hilferding empha-

sizes the role of banks in the raising of new or additional equity capital. In

this investment banking function Hilferding envisages banks earning a new

source of revenue which he calls ‘promoter’s profit’. In the modern corpora-

tion the profits of enterprise are no longer appropriated by the industrialist

but rather divided into dividends paid to shareholders and promoter’s profit

paid to banks. In this context Hilferding does not explicitly mention the role

of retained profits in the corporation, though he does hint at it by referring to

the competitive struggle between banks and corporations over the appropria-

tion of promoter’s profits. He also argues that the role of banks is further

enhanced in modern capitalism by the demise of the stock exchange and the

appropriation of its functions by banks.

A number of caveats must be added at this stage. First, the subordinate role

of the stock exchange vis-à-vis bank capital is specific to Germany. In most

other advanced economies the stock exchange plays an important role, al-

though the role of banks has increased in the wake of various deregulatory

measures known as ‘Big Bangs’. Second, Hilferding seems to have over-

looked the role of other financial institutions in relation to fictitious capital.

In countries such as the UK and US the latter, in the guise of pension funds

and insurance companies, dominate the ownership of equity claims on the

stock exchange.

To sum up, the major functions of bank capital place it in a relatively

powerful position vis-à-vis industrial capital. Both Hilferding and Lenin stress

that this can lead to interlocking directorships and cross shareholdings be-

tween banks and industry. An important point stressed only by Lenin is that

the power of bank capital is predicated on the combination of all its func-

tions. Thus in both the US and Japan, for example, investment and commercial

banking functions are segmented which limits the relative power of both type 296 Rudolf HILFERDING

 

of banks as compared with their European competitors. Finally it seems

curious that both Hilferding and Lenin saw power relations between banks

and industry as uni-directional; they both overlooked Marx’s view that bank

capital ultimately depends on productive capital for its profits.

One of the merits of FC is that Hilferding does not present a static picture

of the relationship between industrial and bank capital, but distinguishes

between its secular and cyclical aspects. In addition he examines the change

in the relationship of the capitalist class to the state which finance capital

implies.

As already mentioned, Hilferding’s focus in FC is on processes of concen-

tration. One of the major secular tendencies of modern capitalism is that of

concentration through the formation of cartels and trusts. However these

processes are selective rather than general. For example, in Part III, Hilferding’s

elaboration of cartels and trusts appears confined to industry, contrasting

sharply with Lenin’s (1920) account of concentration within banking and

industry. A curious aspect of Hilferding’s discussion is the catch-all nature of

the concept of concentration and the absence of any engagement with the

concept of centralization. Instead he distinguishes between concentration of

ownership of property and of production. Both processes need not be, and

frequently are not, coterminous.

One of the recurring themes within FC is that developments within bank-

ing and industry are mutually reinforcing. It is by this circuitous route that

Hilferding sees concentration as affecting the banking sector. One important

consequence of concentration tendencies within the two sectors is that, by

implication, other sectors get squeezed. Thus Hilferding charts the demise of

commodity exchanges (Chapter 9) and of commerce and trade (Chapter 13)

and the appropriation of their roles mainly by bank capital.

He sketches a musical-chairs picture of the role of fractions of capital since

the beginnings of capitalist production. In the early era pre-capitalist frac-

tions (like usurer’s and merchant’s capital) played an important role in

accumulation. The next stage, heralded in by the industrial revolution, was

one in which industrial capital subordinated bank and money-dealing capital

to its needs. The latest or modern stage is finance capital in which bank

capital is the hegemonic fraction and dominates industrial and other fractions

of capital. Unfortunately such a schematic depiction of modern capitalism

does not appear convincing towards the end of the twentieth century.

One problem with Hilferding’s concept of concentration is that he appears

to countenance no effective limits to the process. Indeed he explicitly men-

tions ‘tendencies towards the establishment of a general cartel and … a

central bank’ (p. 234). This seems unsatisfactory for the following reason,

which Lenin was later to formulate in terms of inter-imperialist rivalries.

Even in a world dominated by the export of capital, it fails to take account of
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ongoing competition between corporations based in different national econo-

mies or groups of economies, as in the case of the European Community’s

plans for a single market by 1992 (see Coakley, 1991).

In Part IV Hilferding looks at the relationship between industrial and bank

capital during the course of the business cycle and its fluctuations. His some-

what controversial view was that crises stem from disproportionalities in the

course of the cycle. They arise from disturbances in the price structure when

market prices deviate excessively from prices of production. If the rate of

profit begins to fall, the exacerbation of these disproportionalities can lead to

crisis. The development of cartels intensifies disproportionalities, although

cartels can divert the burden of a crisis to non-cartelized sectors or enter-

prises.

Hilferding views developments in the credit system as obscuring

disproportionalities during the business cycle. The upside of these develop-

ments is the elimination of the monetary crisis characteristic of the nineteenth

century. By contrast the modern concentration of bank capital implies a

redistribution of power in its favour at the expense of industrial and commer-

cial capital. This development, combined with the absence of monetary crisis,

safeguards against banking and stock exchange crashes. With the benefit of

hindsight one can see that Hilferding was overly optimistic vis-à-vis the

possibility of financial collapse, Third World debt crisis and the October 1987

crash being vivid reminders of the latter.

Despite the centrality of fractions of capital in Parts I–IV of FC, it is

somewhat ironic that Hilferding concludes in Part V that the phase of finance

capital unifies all fractions of capital as well as the opponents of finance

capital. This unity means that capital is able to exert coordinated political

pressure on the state to support its policies. These include measures relating

to domestic protective tariffs for cartels and others designed to promote the

export of capital. This is a relatively disappointing conclusion but, in

Hilferding’s defence, it must be said that the theory of the capitalist state was

underdeveloped at the time of writing.

It is now some 70 years since Hilferding first published Finance Capital.

In the interim capitalism has developed still further, especially in its interna-

tional dimensions, and debate on its essential characteristics has continued to

flourish. Nonetheless FC was and remains an impressive study of modern

capitalism. One of its merits is Hilferding’s lucid combination of elements of

real and financial analysis. Even if Hilferding’s most enduring concept –

finance capital – has been found wanting in the light of developments this

century, FC remains a landmark in Marxist scholarship which still repays

close study for its many insights. For this reason alone Hilferding will be

remembered as one of the leading dissenting economists of the twentieth

century.
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Albert O. HIRSCHMAN (born 1915) Michael S. McPherson

Albert Hirschman was born on 7 April 1915 in Berlin. After attending the

Sorbonne and the London School of Economics, he obtained a doctorate in

economic science from the University of Trieste in 1938. His early career

was dominated by the struggle against fascism in Europe. He left Germany

for France in 1933 and, while in Italy with the French army until its defeat in

June 1940, he actively supported the underground opposition to Mussolini.

He stayed on in Marseilles six months more, engaging in clandestine opera-

tions to rescue political and intellectual refugees from Nazi-occupied Europe.

He avoided arrest by leaving France for the United States in January 1941.

There he produced his first book, National Power and the Structure of For-

eign Trade (1945), which introduced some of the main themes of dependency

theory.

After the war, Hirschman served as an economist in the Federal Reserve

Board until 1952, when he left for Colombia where he stayed four years.

Beginning in 1956 he held professorships successively at Yale, Columbia and

Harvard, and in 1974 was appointed professor at the Institute for Advanced

Study in Princeton.

The closest thing Albert Hirschman has written to a description of his

own approach to social science is the essay, ‘Political Economics and

Possibilism’ which introduces his collection, A Bias for Hope (1971).

‘Possibilism’ is tied up on the normative side with a hopeful attitude to-

wards the prospects for constructive social change, but intellectually it is
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also closely connected to the proposition that available social science ex-

planations of events rarely, if ever, exhaust the interesting features of those

events. There is generally something further to be discovered. Possibilism

thus seeks ‘to widen the limits of what is or is perceived to be possible, be

it at the cost of lowering our ability, real or imaginary, to discern the

probable’. ‘Quite possibly,’ Hirschman observes, ‘all the successive theo-

ries and models in the social sciences, and the immense efforts that go into

them, are motivated by the noble, if unconscious, desire to demonstrate the

irreducibility of the social world to general laws!’ Hirschman characterizes

his own work as a search for ‘novelty, creativity, and uniqueness’ (1971,

p. 28).

Hirschman never sets this search of his for ‘the unexplained phenomenon

… the odd fact’ (1971, p. 27) in opposition to the social scientific search for

general laws. One could imagine such a nihilistic posture: a claim that since

all putative general laws in social science are bound to fail, the search for

them – the standard kind of social scientific activity – ought to stop. This

would be quite foreign to Hirschman’s purpose, which is to obtain ‘equal

rights of citizenship in social science to the search for general laws and to the

search for uniqueness’ (1971, p. 28). This is not mere tactical politeness;

indeed, Hirschman himself has more than once propounded social scientific

‘laws’ of his own. Besides being useful in themselves, such general laws

provide the necessary background against which the unique and the unex-

pected can stand out.

The feature of Hirschman’s work that I shall focus on can be described

metaphorically as one of peering around the edges and through the cracks in

social scientific laws, to see what is being overlooked. This feature is perva-

sive in Hirschman’s writings, from his early work on the virtues of unbalanced

growth (1958), through his discovery of the ‘tunnel effect’ by which under

certain circumstances the familiar emotion of envy is transmuted into pleas-

ure at others’ good fortune (1971), and on into more recent work like his

uncovering of unexpected arguments for capitalism as a device for ‘gentling’

people’s unruly passions (1977).

Even when Hirschman does express his findings in the form of law-like

generalizations, these are typically couched in language that quietly reminds

us not to endow the ‘law’ with too much finality and completeness. Thus in

his book on cooperatives in Latin American he formulates the ‘Law of Con-

servation and Mutation of Social Energy’ to describe the tendency for those

once involved in political or social action to find a way to return to it, often in

another form (1984). The reference here to Newton’s Laws serves both to

capture an important finding in a memorable phrase and, implicitly, to remind

us how much more limited and context-dependent such a finding is compared

to the laws of classical mechanics.
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Hirschman’s insistence on the complexities that embarrass economists’

attempts at simple generalizations is often presented with humour and irony,

as in his observation that Mancur Olson’s celebrated book demonstrating the

irrationality (and hence unlikelihood) of mass political action appeared on

the eve of the era of Vietnam protest (1982). Hirschman’s tone, here and

elsewhere, is one of ‘playful seriousness’, a questioning and amused attitude

based on an awareness of our profound ignorance about the truth concerning

social life, and hence of the pretentiousness of most claims to settled knowl-

edge. This lack of certainty about how things work carries worrisome risks –

but also hopeful possibilities. This persistent search for the new angle of

vision, for the overlooked phenomenon, illuminates some important aspects

of Hirschman’s unique place in contemporary social science.

One such aspect is the ‘unity within diversity’ of Hirschman’s work. Read-

ers of Hirschman’s writings are aware of the exceptionally wide variety of

topics, themes and even structures of argument they display. Compare, for

example, the detailed historical narrative of Journeys Toward Progress with

the essentially abstract argument of Exit, Voice and Loyalty or the textual

exegesis of The Passions and the Interests. Yet, at the same time, almost all

his writings share a highly distinctive, almost unmistakable, style. A key

element in his intellectual style, I would suggest, is precisely this ‘contrapun-

tal’ quality of thought. What has been neglected or overlooked will vary

according to subject matter or occasion: it may be an abstract logical symme-

try or a recalcitrant historical fact. But the common thread is found in the

desire to search it out and discover the hidden features of reality it reveals.

Second, this feature of Hirschman’s thought helps us to understand why,

despite his widespread influence, he has never been the founder of a school.

A school which numbered among its prime doctrines that of searching out

what other doctrines had overlooked would have something in common with

an anarchists’ convention. Of course, it is possible to imagine people doing

work in the spirit I have identified as Hirschman’s, and there are many such.

But they would not, and do not, look much like disciples in the conventional

sense.

In fact, this point can be pushed further. It would probably be impossible

for Hirschman’s work (or those aspects of it stressed here) to be the norm or

standard or ‘paradigm’ of a discipline. For in an important sense, his work is

reactive to the main themes being undertaken in the disciplines he takes up.

The search for the overlooked must be guided by what is being focused on.

The point is analogous to the observation that altruism cannot be everybody’s

prime motivation: there have to be some folks out there who care substan-

tially for their own satisfactions so that the altruists have somebody to help.

Just so (to put it too mechanistically), somebody has to be promulgating the

laws Hirschman finds the exceptions to.
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It should follow that, when one of Hirschman’s formulations becomes part

of the prevailing wisdom, it becomes his task to peer around the edges of

that, to see what it omits. There are, in fact, some interesting cases of this in

Hirschman’s writings, several of which are elaborated in his retrospective

essay, ‘A Dissenter’s Confession’ (1984), and in a reflective essay, ‘Beyond

Asymmetry: Critical Notes on Myself and some Other Old Friends’ (in 1981).

(This essay, which considers his early book on National Power, is a useful

reminder that Hirschman is as willing to dissent from ‘left’ orthodoxies as

from other kinds.) But perhaps the most striking instance appears in

Hirschman’s less personal essay on the history of his specialty, ‘The Rise and

Decline of Development Economics’ (1981).

In that remarkable piece, Hirschman examines the historically quite excep-

tional circumstances that gave birth to development economics, and shows

how its optimistic assumptions about the benefits of economic development

ran afoul of the unfolding political disasters in many developing countries.

The analysis thus uncovers a hidden or overlooked aspect of the relation

between development economics and political outcomes, and thereby sheds

light on many complexities in the recent evolution of development thought.

The essay is indeed self-critical, since Hirschman plainly numbers himself

among the development pioneers whose understanding of the vital relation

between political and economic development has proved too naive. Yet this

criticism of himself and his peers is, again, of a constructive sort. Hirschman

recognizes the value of what development economists tried to, and in part

did, achieve, and he employs his uncovering of the political limitations of

development economics to enrich, rather than disparage, the field.

The final aspect of Hirschman’s own work that I shall touch on is his

attention – unusual in contemporary social science – to history. In contempo-

rary economics, history has come to be viewed largely as a laboratory for

testing general economic laws. For Hirschman, however, a principal purpose

of historical study is to uncover the role of the exceptional or unpredictable in

human affairs. A striking illustration, pointing to the normative as well as the

explanatory value of such historical insight, appears in his comment on a

paper by S.N. Eisenstadt concerning theories of revolution (1986). Hirschman

observes there that any attempt to identify probabilistic laws of revolution is

bound to be pessimistic: few oppressed groups will be in a condition that

makes a successful revolution likely. In fact, any path one can discern that

leads from authoritarianism to pluralist democracy will appear both quite

narrow and highly improbable. But, Hirschman continues,
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the laying down of just one overriding precondition for redemocratization. The reason why the less probable turns out here to be subjectively more hopeful is, precisely, that the bringing together of various conditions conjures up the image of a conjunction of circumstances such as we are familiar with from history. The mere act of describing such a conjunction gives confidence that, even if this particular one cannot be translated into reality a second time, there must be quite a few other similarly far-fetched ones that history might have up its sleeve. For history is nothing if not far-fetched.

 

In addition to investigating the history of phenomena, Hirschman is also

interested, for rather different reasons, in the history of thought in his special-

ist disciplines. A lively awareness of both the current state of thinking about a

subject and how it has evolved is essential to Hirschman’s distinctive ap-

proach to social theory. For it is only relative to current understandings and

their background that Hirschman can define neglected and overlooked as-

pects. A sensitive and broad-ranging awareness of the currents of thought in

the social sciences is an essential characteristic of Hirschman’s make-up;

although plainly a natural part of his personality, it is also central to his

distinctive way of working. Hirschman’s introductory remarks about an essay

of his entitled ‘Morality and the Social Sciences: A Durable Tension’ (1981)

capture this outlook nicely:

 

If there is to be a fruitful re-encounter of morality and social science, then the strength of the resistance against such an enterprise must be realistically appreci-ated. The essay thus explores the historical and epistemological reasons why the many well-meaning exhortations to build moral values into economic analysis have not been notably effective.

 

Albert Hirschman is, indeed, a dissenting economist, but not one who

dissents in favour of some other orthodoxy. Although anxious to show up

inadequacies in existing theories, he is not typically concerned either to

overthrow those theories or to replace them with a new alternative. The aim is

rather to say, ‘Yes, there is something right about the existing theories, and

also there is something over here, not noticed by those theories, which we

should keep in mind as well’. This ‘something else’ will not typically be a

full-blown new theory, with law-like generalizations and testable hypotheses.

It is more likely to consist of a narrative account of some instances where the

theory breaks down, illustrations of aspects of reality that the theory over-

looks, or a collection of admittedly fragmentary theoretical insights.

Good illustrations are provided by Hirschman’s arguments that what look

like obstacles to development sometimes are not, or that reliance on com-

parative advantage sometimes is not a satisfactory strategy for growth. A

fully-fledged replacement for the present theory of development obstacles

would say when apparent obstacles are real and when they are not, and would
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stipulate criteria and tests for determining which they are. And similarly for a

modified theory of comparative advantage. Hirschman’s arguments are not

generally ambitious in this way.

The underlying rationale for this modest approach, I would suggest, is

Hirschman’s perception that anything approaching the ‘whole truth’ about

any interesting piece of social reality is bound to be much more complicated

than our available means of apprehending it. The theories we possess are

inevitably partial, constrained by our limited point of view, our imperfect

knowledge, and our finite imagination. But we should not, on that account, be

contemptuous of those attempts at systematic theory that are available – they

give us whatever grasp we have. There is no point at our current (or foresee-

able) level of understanding to demand or try to produce a completely adequate

view. Rather we have to find positive ways of living with our ignorance.

It is not, from that perspective, particularly helpful simply to refute avail-

able theories – given their limits, that is liable to be both fairly easy and not

very illuminating. It can, however, be useful to be reminded of our ignorance,

if that can be done in ways that encourage us to widen our vision, and to see

possibilities we had overlooked.

As Kuhn and others have argued, it may be necessary for members of a

scientific community to suppress awareness of the dubieties and the limits of

available theories – to proceed as if the dominant paradigm is true until such

time as it is replaced by a new one. Researchers may need to hold firmly to

certain basic propositions and theories as they try to advance knowledge; it is

both understandable and useful that they should evolve ways of agreeing

among themselves in order to get on with the work. But, however necessary

for a certain kind of theoretical work to put on blinders, in social science we

also have to live with those theories and their implications. Such theories are

not confined to the textbook or the laboratory. They help guide our delibera-

tions about social policy and our judgements about the limits of social

possibility. Indeed, in an era as ‘theory-soaked’ as our own (to borrow a

phrase from Charles Taylor), social scientific theories may importantly shape

our own self-understanding as well.

We need, in conducting our lives, to draw on the best available social

science theories, but we also need to learn to keep our distance from them, to

retain a measure of perplexity and puzzlement about the character of our

social lives. Although for the sake of advancing theory, it may be highly

functional for a social scientist to ‘put on blinders’ – to focus as narrowly as

possible on extending and refining a theory – those same blinders may be

quite disabling when we seek to conduct ourselves intelligently in society, as

well as disastrous if worn by policy-makers equipped with executive energy

and the means of coercion. The disability is, of course, all the greater if we

forget that we are wearing blinders.
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This suggests that there is a role to be played by maverick social thinkers

in probing beyond the limits of accepted views, trying in a constructive

fashion to remind us that there is indeed more to the story. There is no

‘method’ to playing this role; what is needed is a broad knowledge of society,

a good imagination, and something of an adventurous spirit. Thought in this

vein should be tolerant, indeed supportive, of the more ‘singleminded’ theo-

rists (although not above poking fun at their exaggerated claims). Nor would

such thinkers aspire to the lofty heights of abstraction and universality, but

instead would see their work as deeply enmeshed with the particular needs

and limits of contemporary social thought.

Some such posture seems to me to characterize at least one important

aspect of Hirschman’s role in social science today. Perhaps this analysis can

be seen as an application of some of Hirschman’s own views about the

development of societies to the development of social science. Hirschman

helped pioneer the attitude that the policy process was best understood, not as

a well-informed optimization process, but instead as a disjointed search for

improvements and opportunities. In that context he argued (along with Charles

Lindblom) that putting too much faith in a systematic plan or an allegedly

comprehensive theory could impede the process of effective search.

Hirschman wrote in 1958 that ‘development depends not so much on

finding optimal combinations for given resources and factors of production as

on calling forth and enlisting for development purposes resources and abili-

ties that are hidden, scattered or badly utilized’. Perhaps improvements in

social science sometimes depend not so much on advancing more encom-

passing theories as on uncovering ideas that are hidden, scattered, or badly

understood. Such, I suggest, has been Albert Hirschman’s role.
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John Atkinson HOBSON (1858–1940) John E. King

John Atkinson Hobson was born in Derby on 6 July 1858, into a prosperous

middle-class family. After reading classics at Oxford he became a school-

teacher and extension lecturer in English and, for a time, in Economics, in

which he was entirely self-taught. Hobson’s heretical views made it impossi-

ble for him to obtain a regular university teaching position, and he spent most

of his life as a freelance writer, publishing over 50 books in addition to

innumerable articles in the radical press.

A leading theorist of ‘New Liberalism’, which attempted to synthesize

liberal and democratic socialist ideas, Hobson resigned from the Liberal

party in 1916 in protest at its war policy. He subsequently joined the Inde-

pendent Labour party and, through it, the Labour party itself, exercising a

profound influence on its economic thinking throughout the interwar period.

Hobson continued to publish prolifically until his eightieth year. He died on 1

April 1940.

Hobson’s intellectual interests were unusually wide-ranging, encompass-

ing sociology, ethics, the rationalist critique of religion, and political theory,

in addition to economics. His sources were equally diverse, including Spen-

cer, Ruskin, Veblen, John Stuart Mill and Henry George. As an economist he

is best-known, first, for his underconsumptionist theory of crisis which to

some degree anticipated – and was in some ways superior to – the demand-

deficiency theory of John Maynard Keynes and, second, his economic

interpretation of imperialism, which attracted the interest of Lenin. No less

important, but often overlooked, were Hobson’s analysis of income distribu-

tion (in which he generalized the concept of rent to derive an idiosyncratic,

non-Marxist theory of exploitation and economic surplus) and his critique of

orthodox welfare economics. Hobson’s continuing interest in economic policy

found expression in a tireless campaign for the redistribution of income,

selective public ownership of industry and international economic coopera-

tion.

The central themes of Hobson’s underconsumptionism were set out in

1889 in his first book, written with the businessman and mountaineer A.F.

Mummery. In The Physiology of Industry, Mummery and Hobson identify

over-saving as the underlying cause of trade depression. Their analysis is

non-Keynesian, in the sense that savings are always invested, adding to

society’s stock of capital. Excessive levels of saving push up the ratio of 306 John Atkinson HOBSON

 

capital to consumption above that consistent with macroeconomic equilib-

rium and a crisis of over-production ensues, with heavy unemployment and

falling wages. Although a private virtue, Mummery and Hobson argue, thrift

had become a social vice. Fiscal policy should discourage saving, and the

labour market should be regulated to protect the interests of the workers.

After Mummery’s death in 1895 during an unsuccessful attempt on Nanga

Parbat, Hobson developed and refined their analysis but never repudiated its

fundamentals. For instance, The Physiology of Industry did not contain a

convincing explanation of the forces giving rise to a tendency for excessive

saving. This gap was filled in 1902 in Hobson’s Imperialism, when he attrib-

uted over-saving to the maldistribution of income:

 

If a tendency to distribute income or consuming power according to needs were operative, it is evident that consumption would rise with every rise of producing power, for human needs are illimitable, and there could be no excess of saving. But it is quite otherwise in a state of economic society where distribution has no fixed relation to needs, but is determined by other conditions which assign to some people a consuming power vastly in excess of needs or possible uses, while others are destitute of consuming power enough to satisfy even the full demands of physical efficiency. (Imperialism, p. 83)

 

For the rest of his life Hobson would advocate egalitarianism and increased

expenditure on social welfare, not merely on humanitarian grounds but also

as an essential weapon against over-saving.

Orthodox economists were strongly opposed to Hobson’s crisis theory,

though it took the Great Depression to provoke explicit and detailed criti-

cisms of his ideas. Their objections were two-fold. First, investment led to

reduced costs and lower prices, which would stimulate consumption. Second,

any tendency to over-saving would be rapidly reversed by a decline in the

rate of interest. Both claims had been rejected, somewhat unsatisfactorily, in

The Physiology of Industry. In his Economics of Unemployment (1922) and,

more especially, in Rationalisation and Unemployment (1930), Hobson

launched a more considered counter-attack. On the one hand, the price level

was unlikely to fall, he maintained, since monopoly power involved rigid

prices and widening profit margins. On the other hand, lower prices would

lead to lower money incomes and reduced demand. Nor was saving at all

sensitive to changes in the rate of interest; it was rather a function of the level

and distribution of income.

In these later writings Hobson anticipated both the model of monopoly

capitalism associated with the work of Paul Baran and Paul Sweezy, and

some important aspects of the economics of Keynes, who praised Hobson in

the General Theory and with whom he corresponded in 1931 and again in

1936. Towards the end of his life Hobson made significant concessions to
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Keynes’s theory of under-investment (see for example 1938, pp. 192–3),

without abandoning his own contention that crises could also result from

over-investment. In this he has been vindicated by the Harrod–Domar growth

theory, which stresses the capacity-increasing effect of investment and the

potential problems of effective demand which this creates.

Hobson’s theory of imperialism represented less a direct challenge to

contemporary orthodoxy than the application of economic ideas to issues

which were generally regarded as essentially non-economic in nature. Draw-

ing on his experiences in South Africa, where he was sent as correspondent of

the Manchester Guardian during the Boer War, Hobson pointed to the inti-

mate connection between economic interests and political decisions.

Overproduction had led to the dumping of surplus output in export markets,

and over-saving had induced desperate attempts to find overseas outlets for

surplus capital. Powerful financial lobbies had seized control of Britain’s

foreign policy to assist them in this, and were promoting militaristic and

chauvinistic attitudes among the population at large. Over-saving, then, was

‘the economic tap-root of imperialism’, which could be combated only through

social reforms to redistribute income and expand the home market.

This analysis, if not the associated policy conclusions, was taken up by

Marxian theorists of imperialism, most notably by Rudolf Hilferding in his

discussion of ‘finance capital’ and – very much less systematically – by

Lenin. Hobson himself was not entirely consistent on the question, some-

times largely ignoring it and on occasion evidencing a much more sanguine

view of the prospects for international capitalist cooperation along the lines

of Karl Kautsky’s notion of ‘ultra-imperialism’. At other points, especially in

the 1930s, Hobson brings to mind Rosa Luxemburg in arguing that imperial-

ist expansion was inherently contradictory. Once absorbed by the metropolitan

powers, peripheral areas no longer offered ‘external’ outlets for surplus capi-

tal, making the crisis of over-saving a truly global one (1932, p. 26).

The third central feature of Hobson’s economics, closely related to his

views on underconsumption and on imperialism, was his distribution theory.

First proposed in The Physiology of Industry, the analysis was fully devel-

oped in his Economics of Distribution in 1900. Hobson followed his friend

Sidney Webb in generalizing the concept of economic rent from land to

labour, capital and entrepreneurship. All payments to owners of productive

inputs in excess of their minimum supply prices constituted ‘forced gains’ or

‘surplus’ income. Imperfections in competition were pervasive, Hobson ar-

gued, and the resulting surpluses were correspondingly large. Factor prices

depended on the respective bargaining strengths of their suppliers. Labour in

particular was at a permanent disadvantage relative to the owners of capital;

this was reflected in the very large share of the total product which accrued as

profits.
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In principle none of this was inconsistent with the marginal productivity

theory of relative income shares which John Bates Clark was advocating at

the end of the last century. Then, as now, neoclassical writers tended to assert

that competition was powerful enough largely to eliminate monopoly and

monopsony power, which Hobson denied. This is an empirical question, on

which Hobson’s position is arguably the more plausible; no really important

theoretical issue is at stake. Indeed, in two articles in the Quarterly Journal of

Economics in 1891, Hobson had formulated his own analysis in marginal

productivity terms. But in The Economics of Distribution he repudiated the

whole Clarkian approach on the grounds that the marginal products of indi-

vidual units can never be identified.

This was sufficient – it may not have been necessary – for his theory to be

ignored by orthodox economists, or treated with disdain. It was, however, of

great importance for the Hobsonian system. Surplus incomes were the source

of the vast inequalities which he despised; they were the basic cause of

oversaving, trade depression and imperialism. For Hobson ‘the problem of

absorbing the “surplus” for social uses’ (Poverty in Plenty, 1931, p. 35) was

the most fundamental of all macroeconomic issues.

Hobson was also extremely hostile towards neoclassical welfare econom-

ics. Here he drew heavily on the passionate if rather diffuse humanism of

John Ruskin and on the more biting criticism of Thorstein Veblen, in addition

to his own ideas on ethics and social philosophy. In The Industrial System,

Hobson argued for a ‘human interpretation of industry’ in which the quality

of working life was given equal weight with the satisfactions afforded to the

consumers. Twenty years later, in his Wealth and Life, he returned to this

theme, attacking orthodox thinkers like Mill, Marshall and Pigou for failing

to transform economic into human values. True wealth involved more than

material goods, Hobson maintained. Under capitalism, individuals were al-

ienated both at work and in consumption. Human personality, social

relationships and individual creativity were all conditioned by productive

activity and in consuming. None of these dimensions, according to Hobson,

was adequately dealt with by orthodox economic analysis. A ‘new utilitarian-

ism’ must be derived, which would take into account physical, intellectual

and moral satisfactions and replace the neoclassical view of economic wel-

fare with a more rounded conception of ‘organic’ well-being.

The breadth of Hobson’s theoretical perspective was reflected in his writ-

ings on economic policy. Always a social reformer, he was by 1920 a socialist.

But his was a socialism of an idiosyncratic kind, neither Fabian nor Marxist.

In The Physiology of Industry, Mummery and Hobson had urged the redistri-

bution of income through progressive taxation, both to promote social justice

and to counteract the tendency to over-saving. They endorsed trade unionism

for similar reasons, and throughout his life Hobson opposed wage reductions
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as a cure for trade depression. Imperialism added an extra dimension to his

argument. Social reform was now seen as an essential means of avoiding war:

‘Trade Unionism and Socialism are thus the natural enemies of Imperialism,

for they take away from the “imperialist” classes the surplus incomes which

form the economic stimulus of Imperialism’ (Imperialism, p. 90).

At this stage ‘socialism’ still meant little more to Hobson than redistribu-

tion and social welfare expenditures; in short, a welfare state. He later came

to see state ownership of industry as the only way in which the abuses

associated with monopoly power could be contained. But Hobson advocated

a mixed economy rather than comprehensive nationalization. Public owner-

ship should be confined to industries where mass-production techniques were

indispensable, and large-scale operation could not be avoided. In other branches

of industry, state control would stifle craftsmanship and individual initiative,

and ‘as much as possible of production and consumption [should] participate

of the nature of the fine arts’ (Wealth and Life, p. 327).

All this was set against the background of an internationalism which owed

more to Cobdenite liberalism than to Marxian revolutionary proletarian solidar-

ity. Hobson was a tireless advocate of international economic cooperation, both

to protect the interests of workers in the high-wage countries and to promote

the development of the more backward regions. Always suspicious of the

relevance of orthodox trade theory to a world of unemployment and crisis,

Hobson was nevertheless no protectionist. He mourned the passing of free

trade in 1931, but called, as so often in the past, for the international coordina-

tion of economic policy to stimulate consumption demand, adding a case for

the establishment of a world bank. An internationally planned recovery, Hobson

argued, offered the only realistic prospect of a return to free trade.

Orthodox economists were generally dismissive of Hobson’s economic

heresies. As far as his underconsumptionism was concerned, the tone was set

by Edgeworth’s hostile review of The Physiology of Industry, which in the

longer term effectively excluded Hobson from British academia. Not until the

1930s had the climate changed sufficiently for him to receive some of the

credit which he was due, and even then it was very much a case of reflected

glory from Keynes. Hobson’s theory of imperialism was neglected or op-

posed by neoclassical writers: sympathetically by Pigou, less so by Robbins;

only the Marxists took it at all seriously. His views on income distribution

and economic welfare made even less of a mark on professional economists,

at least in Britain. (In the US, where the institutionalist tradition was much

stronger, he found a somewhat friendlier reaction.) Hobson’s greatest influ-

ence was at the political level. In 1928 he was described as ‘economist “by

special appointment” to the British Labour Party’ and, to the extent that the

programme of the 1945–50 Attlee government had any coherent intellectual

basis, Hobson supplied it.
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Of his theoretical contributions, only Hobson’s theory of income distribu-

tion has sunk without trace. Something close to his theory of over-saving

continues to thrive on the margins of Marxian and post-Keynesian political

economy, along with his analysis of imperialism. And Hobson’s quest for a

humanist economics of welfare, however unsuccessful it might have been,

finds an echo among many modern socialists and in the green movement

inspired by E.F. Schumacher.
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Stephen Herbert HYMER (1934–1974) Christos N. Pitelis

Stephen Hymer is the undisputed leading figure in the theory of the multina-

tional or transnational firm (TNC hereafter), his Ph.D. thesis being probably

the most extensively cited ever. However, Hymer’s contribution to economic

theory extends well beyond the analysis of the TNC; he also wrote a most

insightful and original account of the political economy of multinational

corporate capital.

Stephen Hymer was born in Montreal (Canada) on 15 November 1934 and

died tragically in 1974. His father, a Jewish immigrant from Eastern Europe,

ran a small clothing store in which his mother worked as a bookkeeper.

His undergraduate studies were at McGill from where he graduated with

first class honours in politics and economics. He then moved to MIT with his
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wife Gilda and their two sons. At the suggestion of Charles Kindleberger, he

decided to combine his interests in industrial and international economics, by

working on the area of the TNC. His now famous Ph.D. thesis on The

International Operations of National Firms: A Study of Foreign Direct In-

vestment, though completed in 1960, did not appear until 1976 due to MIT’s

original refusal to sponsor its publication.

Following the completion of his thesis, Hymer spent a year in Ghana,

returned to MIT and Yale where he taught for two years and then went back

to Ghana in 1963. Back at Yale in 1964, he worked at the Economic Growth

Center until 1969. During this time he was also appointed to the Canadian

Task Force in 1967 to examine the structure of Canadian industry and visited

Cambridge (UK) where he worked with Bob Rowthorn in 1968. The follow-

ing year he received a research fellowship at the University of West Indies

(Trinidad), worked at the summer Institute for International Studies of the

University of Chile, made a ‘public commitment to Marxism’, and was

refused tenure and promotion at Yale. From autumn 1970 until his death he

worked as a Professor of Economics at the New School for Social Research

in New York. In 1973 he separated and divorced; he also spent several months

in the Max Planck Institute in Starnberg (West Germany). During his last

years he acquired substantial acclaim, testifying before the UN study group

on TNCs and appearing on the CBC several times. His death left an unfin-

ished book where his various contributions to economics were to be brought

together. A collection of 11 of his best papers was published in 1979 by a

number of his friends and colleagues, entitled The Multinational Corpora-

tion: A Radical Approach.

By his own admission, Hymer’s work and more general perceptions of

capitalism were shaped by his family background during the early depression

years. During his childhood he recalls how they felt ‘aliens’ in a land control-

led by big business and government, coming to understand the importance of

‘money as social power’. At McGill he and his fellow Canadians were also

beginning to realize the special status of Canada as ‘more than a colony but

… less than a nation’. In Ghana he experienced problems relating to the

British colonial legacy; in particular he entertained the possibility that Britain

discouraged Ghana’s development. His experience in Chile reinforced a feel-

ing that least developed countries (LDCs) needed more than the regulation of

TNCs for survival.

Hymer’s ideological attitudes developed in parallel with his experiences.

From an orthodox but liberal criticism of the TNC in his thesis, through his

nationalist radical proposals to curb US TNCs in Canada in his Task Force

study he developed his ‘cathartic’ commitment to Marxism and an associated

focus on overthrowing rather than regulating the multinational corporate

capital system.
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In the following pages I begin with Hymer’s theory of the TNC, describing

its main strands and how it relates with current debate in the field. My belief

that he virtually ‘said it all’ has not been accepted because of a tendency in

the profession to focus on his thesis and ignore his later ‘Marxist’ (thus

irrelevant?) papers. Particular emphasis is given below to his views on TNCs

and labour, the TNC and the nation-state, uneven development and the indus-

trialization of the LDCs. Discussion then follows of his more generaI

assessment of the internationalization of capital and the transnational corpo-

rate capital system, as well as the implications of his views for policy towards

TNCs and the system as a whole.

Hymer’s starting point was that, for the coordination or the division of

labour, the firm is an alternative to the market. Built around a special discov-

ery or an advantage, the strength of firms lies in their ability to reap the

benefits of cooperation and the division of labour. Firms then obey a ‘law of

increasing size’. Historically they have developed from their early Marshallian

years (an owner-controller), to becoming national corporations (public lim-

ited companies), then multi-divisional firms (with a separation of strategic

decisions from operational ones) and finally transnationals. The distinctive

characteristic of the last stage is that they control production activities out-

side their country of origin. Such control – the undertaking of foreign direct

investment (FDI) – distinguishes transnationals from alternative forms of

international operations, such as exporting or licencing. In the light of this,

two obvious questions emerge: first, why are national corporations willing

and able to undertake FDI; and, second, why do they prefer FDI to existing

(market) alternatives? In other words, why do they choose to internalize the

market on a global scale?

Concerning the first question, Hymer’s theory had two strands, the first

being the concept of an ‘monopolistic advantage’ (‘specific advantage’ or

‘ownership advantage’); this would include such aspects as organization,

technology, access to capital and product differentiation. According to this,

firms are able to undertake FDI because they possess an advantage over

indigenous firms abroad. Without FDI they would suffer a competitive disad-

vantage vis-à-vis indigenous firms, which have a better knowledge of the

local market conditions, customs, language and so on.

The second strand of Hymer’s theory, explaining why firms are willing to

undertake FDI, relies on the concept of firms operating in a framework of

oligopolistic rivalry and collusion. The threat of (potential) rivalry leads firms

to try to reduce competition and eliminate conflict (collude). TNCs increase

their control over international product markets; bigness is paid by fewness

and competition decreases.

Concerning the historical phenomenon of US firms investing overseas,

particularly in Europe in the 1950s, Hymer observes that this was due to the
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threat of potential competition by expanding Japanese and European firms.

US firms were obliged to undertake FDI overseas as a defensive measure

against the threat of potential competition. FDI is therefore a device for

restraining competition.

This still does not fully explain the choice of FDI over market alternatives

such as exports or licensing. Already in his Ph.D. thesis, Hymer suggested

that this choice was due to the inherent problems that firms have fully to

appropriate their ownership advantages if they use the market, such as with

licensing arrangements. Such problems could relate to contracting arrange-

ments, ‘externalities’, ‘opportunistic’ behaviour, the desire to control raw

materials and the need to ‘defend the quasi-monopoly of knowledge’!

Other motives for FDI discussed by Hymer include market growth for

firms’ products overseas, the existence of cheaper labour, and macroeconomic

factors such as higher growth rates abroad. Benefits of transnationalization

include dividing the power of labour while uniting it in production. Also,

because of the greater flexibility of their operations and their better organiza-

tion compared with national firms, TNCs enjoy an enhanced bargaining

position vis-à-vis nation-states. Hymer also viewed size and internationality

as advantageous in themselves, in part due to the broadening of the TNCs’

horizons.

In summary, Hymer’s views on the TNC can be interpreted as follows.

Oligopolistic rivalry, collusion and the law of increasing firm size provide the

underlying framework. Within it ‘ownership advantages’ explain why firms

can become TNCs (the necessary condition). International collusion explains

why they wish to undertake FDI (the sufficient condition). Problems associ-

ated with the appropriation of quasi-rents explain why firms internalize the

use of such advantages, that is supersede the market (the choice of institu-

tional form). A number of locational factors provide additional motives for

firms to undertake FDI. Others are their ability to increase their bargaining

position vis-à-vis labour by dividing it spatially and vis-à-vis the nation-state.

For all the above, size and internationality are advantages in themselves and

thus additional motives.

Whether one follows the current TNC debate or just glances at the collec-

tion of papers in Pitelis and Sugden (2000), it becomes plain that almost

everything has been said by Hymer. In particular, ‘ownership advantage’

theories, ‘global reach’ theories, ‘internalization’ theories, the ‘eclectic’ theory

(which combines ownership advantages with locational factors and internali-

zation, OLI), ‘oligopolistic interaction’ theories, ‘divide and rule’ theories, as

well as some macroeconomic considerations, are all there. This would seem

to leave little basis for decrying Hymer’s alleged focus on ‘ownership advan-

tages’ alone, his alleged failures to account for locational factors and/or to
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‘structural’. Subsequent theories have obviously expanded, often substan-

tially, on Hymer’s groundwork but they have not extended the argument.

The one thing arguably missing in Hymer’s work, is a focus on endog-

enous growth through knowledge creation within firms. That was Edith

Penrose’s contribution. Arguably this is fully compatible to and complemen-

tary to Hymer’s work, see Pitelis and Sugden (2000).

An important aspect of Hymer’s work was the relationship between TNCs

and labour. Generally he was in agreement with both Marx and Marshall in

claiming that the division of labour was the key to solving the economic

problem. He viewed the factory (firm) as a better means of coordinating the

division of labour than market forces. He observed that the division of labour

stemmed from the principle of ‘divide and rule’ and was based on the divi-

sion between mental and manual labour. Control over labour was through

spatial, horizontal, vertical and temporal divisions. Sexism, racism and hier-

archical divisions among occupations extended this control. He regarded the

TNC as a means of achieving a more productive division of labour, thus

unleashing great sources of latent energy, by eliminating anarchy in interna-

tional markets. Simultaneously TNCs further reduced the power of labour

through extending its spatial division.

Hymer claimed that ‘market economic power grows out of the barrel of a

gun’. In his mind, the subjugation of labour to capital was originally achieved

through an alliance between the merchants (the emerging capitalist class) and

the feudal monarchs, based on mutual benefit. Ever since then, the capitalist

class and the state have grown hand in hand. The emergence of the ‘new

industrial state’ helped to complete the process of ‘primitive accumulation’,

and led to the strengthening of the ‘nation-state’. This gave rise to national

rivalries externally and the use of the visible hand of the state, along with the

invisible hand of the market internally.

However, the transnational corporation put an end to the symbiotic rela-

tionship between capital and the ability of nation-states to pursue autonomous

policies. This erosion of power applies to all states, but asymmetrically.

Strong states, such as the US, are in a better position in relation both to their

own transnationals and to foreign TNCs. For example, Hymer observes, the

US can stop its TNCs from ‘trading with the enemy’ whereas a less devel-

oped country cannot hold a US firm hostage for actions of its parent company.

Concerning the bargaining power of TNCs vis-à-vis small, weaker, nation-

states (DCs or LDCs), the TNC is always dominant both because of its

locational flexibility of operations and its superior organization. More gener-

ally, TNCs no longer operate under the state, but alongside it or even above

it.

The erosion of the power of nation-states generates a need for transnationals

to mobilize new power bases to fill the vacuum (after all markets grow out of
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the barrel of a gun). This implies a need for international institutions such as

the UN, the IMF and so on. Still, it is not a foregone conclusion that TNCs

will supersede the state. Hymer (with Rowthorn) asks the question whether

France or IBM will have survived in a hundred years. Although the answer

may not appear so obvious now as in 1970, Hymer observes that TNCs and/

or international organizations still need to find an effective substitute to good

old ‘nationalism’. The ‘struggle’ between nation-states and TNCs is thus an

ongoing one.

One of the most important aspects of Hymer’s work was his views on

uneven development and industrialization of the Less Developed Countries

(LDCs). He observed that, unlike the earlier years of capitalist development

when LDCs were banana republics, TNCs now needed industrialized LDCs

in order to create new markets and extend their productive base globally. New

markets are very important for TNCs for three reasons. First, the existence of

fixed costs in the production of new products implies high marginal profits

when these are sold in new markets. Second, in contrast to what income

statistics suggest, a relatively wealthy middle class exists in LDCs with

similar aspirations and tastes to its counterpart in the developed countries,

thus providing a ready clientele. Third, oligopolistic preemption: TNC opera-

tions in LDCs can be seen as a device to preempt potential rivals from

entering these markets.

The importance of LDCs for TNCs need not imply development and/or

equality: rather it implies uneven development and inequality. Hymer was

careful to point out that TNCs’ operations in LDCs did provide these coun-

tries with benefits – technology, skills and so on. The vital issue for him,

however, was who controls this process of development. To the extent that

TNCs do, LDCs lose their economic independence and enter a condition of

self-perpetuating dependency. The benefits moreover are spread unequally.

TNCs tend to shape the world to their image (the ‘correspondence princi-

ple’); they create superior and inferior states by using a ‘pyramid of power’ –

a centre and a periphery (the hinterland) which involves decentralized deci-

sion-making but centralized control. A few metropoles in the centre concentrate

all strategic decision-making. New products are first introduced there and

then diffused to the periphery through international ‘trickle down’ and ‘dem-

onstration’ effects.

Although the periphery might have been better off choosing an independ-

ent path to development, the chances of this happening through a national

capitalist class are grim. According to Hymer, middle classes in the LDCs

prefer to seek promotion within the transnational corporate capital system,

and for good reason! Local capitalists are better off becoming shareowners of

a TNC (possibly even running the local branch) than trying to compete. An

obvious reason is that they are no longer locked in their firms and can thus 316 Stephen Herbert HYMER

 

join the international wealthy in diversifying their portfolios so as to share in

the ‘general social surplus’. This results in a branch-plant outlook in LDCs.

In contrast to orthodox economists, Hymer claimed that it is not technology

that leads to uneven development. On the contrary, technological develop-

ments in communications could make it easier for LDCs to develop

independently. Rather, it is the centralization of control by TNCs that leads to

dependency. The latter in turn increases TNCs’ control over the ‘labour

aristocracy’ at home, since they can always threaten to draw on the ‘reserve

army of labour’ in the LDCs.

From his early inclination (expressed in his thesis) to regard TNCs as an

institution of capitalism, Hymer gradually moved towards the view that the

TNC was simply an institutional form of the tendency towards the interna-

tionalization of capital, a tendency arising from the interest/needs of capital

to expand its productive base, the source of potential profit (labour power).

Internationalization, Hymer observed, introduced profound changes in the

world capitalist order. First, it reduced national capitalist competition, through

interpenetration of investments. He specifically stressed the concept of inter-

penetration (rather than US imperialism) due to the growing power of European

and Japanese capital. The former, he suggested, had had the opportunity to

choose self-sufficiency but chose interpenetration; Japan was facing a similar

situation, with all the pressures being for it to choose the same road. One

such pressure was its stake in trade with the US. This interpenetration did not

serve the national interest of any country; rather it served the interest of the 1

per cent of the world’s wealthy who invest their money in the international

social surplus. Unlike earlier periods, the wealthy had realized that their

interest lay not in war, but rather in international market sharing and collu-

sion, in particular the maintenance of the capitalist order through the TNC.

Concerning the LDCs in particular, Hymer observed that the developed coun-

tries competed in providing loans but presented a united front in collecting

debt repayments.

The new emerging world system, Hymer suggested, tended to create an

international capital market, international production and international gov-

ernment. Competition and credit were the two levers of concentration of

capital. Credit in particular was the prerequisite for expansion on a world

scale. He regarded the joint stock company as a means of enhancing the

ability of capital to obtain access to social saving without on the whole

sacrificing control. By exchanging shares, he observed, the wealthy form a

common front, thus ‘generalizing their interests’. Similar to the national

corporation abolishing ‘private property’, the TNC was now abolishing national

capital. Although rivalry among capitals to obtain above average rates of

return still existed, a dominant common interest for the general profit rate

had emerged. While European and (probably) Japanese capital, together with
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the middle classes of the LDCs, became ‘partners’ in this new world system,

trade unions promised little challenge due to their exclusive interest with

their members. An important implication of this new world system was a

tendency towards the globalization of the concentration and centralization of

capital.

With remarkable foresight, Hymer identified a shift of emphasis in the new

world order, away from production as such and towards marketing and new

product development. This would allow TNCs to move away from production

(thus allowing small firms to own the plants and take the risks) but still to

control the ‘intangibles’. This independence of small firms, would increase

both the flexibility of the TNCs and their planning capacity, thus extending

their control of the market (through externalization rather than internaliza-

tion!). The relevance of this for current debates on the TNC and the recent

observed increase of subcontracting should be obvious here. A further means

of enhancing control over the market, Hymer suggested, was an attempt by

TNCs to extend the duration of their ‘product cycles’ by having projects in all

stages moving to cheap places, controlling marketing and so on.

It will come as no surprise that Hymer’s feelings for capitalism were not

sympathetic. He quoted approvingly Keynes’s views on capitalism (that it is

not beautiful, not just, not virtuous and that it does not deliver the goods) and

of self-sufficiency. His proposed alternative to transnational corporate capi-

tal’s strategy to integrate one industry over many nations was the integration

of many industries over one nation and the use of socialist planning. Regard-

ing in particular the issues of efficiency, he asked the question efficiency for

whom? He claimed that the efficiency issue hinged not on the rate of change

but rather on the direction of change, pointing to ‘too much’ (rather than too

little) innovation under the system; the absence of consumer sovereignty,

dependency and the international ‘trickle down’; and the social, political and

environmental costs of TNCs’ control of the system. A way out for the LDC,

he suggested, was to try and change the flow of information and to pursue a

strategy of producing sufficient basic goods (self-sufficiency).

Hymer’s predictions for the future of the TNC and the transnational corpo-

rate capital system were gloomy. He foresaw a tendency for wage rates in the

LDCs not to grow in the future, partly due to the increasing costs of adminis-

tering the empire. This would lead to workers’ disillusionment with the

system, as well as to a realization on their part of the need to control the

investment process, thus provoking a politicization of the class struggle.

Although the possibility of international trade unionism was there, the fact

that most of labour’s historical gains were country specific implied a ten-

dency for labour to become more nationalist and possibly socialist. Further,

difficulties arose from the increased emancipation of LDCs’ capital and thus

their increased claims to a share of the social surplus, an example of which 318 Stephen Herbert HYMER

 

was OPEC. In this sense Hymer anticipated that the TNC might well be the

swan song of capitalism.

The final outcome (capitalism versus socialism), however, was by no means

a foregone conclusion. Labour in particular could well choose to shift to the

right, joining with capital to create a ‘new imperialist alliance’ in order to get

higher benefits in return for suppressing labour in LDCs and the various

minorities in the centre. Accordingly, Hymer claimed, the question for scien-

tists (equal radicals) was not to predict what will happen, but rather to choose

sides.

To conclude, Hymer comprehensively grasped and stylishly expounded the

basis of almost all the existing ‘theories’ of the TNC, analysing in depth the

transnational corporate system. His views on ‘monopolistic advantages’, ‘in-

ternalization’ and the ‘correspondence principle’ have generated (often

independently) whole new schools of thought. Remarkably he did all this in a

very short time. His early death was a tragic blow to the development of

economic theory in general and to radical economic theory in particular. In

his mind the two were one and the same thing in any case.
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Makoto ITOH (born 1936)

I was born in Tokyo in 1936. In my childhood, the Second World War

devastated our lives, with terrifying aerial bombing, shooting, utter starvation

and the resultant lung disease. Family members were scattered, either being

mobilized for the war or evacuated from their home town to survive. I was

sent alone to a rural agricultural and fishing family on a Pacific seashore for

three years. Pessimistically, I used to assume that my life would not last long.

The collapse of the Japanese social orders and ideologies just after the defeat

also left a deep impression with the memory of being instructed to paint out

old sentences in textbooks; a sense of altering history.

Up until high-school age, I wished to study engineering as a sort of family

occupation, following my grandfather on my mother’s side – a professor who

taught my father and my elder brother – to serve society. By chance I bought

Bertrand Russell’s book Living in an Atomic Age in a bookstore to practise

my English reading for a forthcoming entrance examination for a university.

It was a public lecture for a BBC programme in beautiful plain English.

According to my memory, Russell suggested that scientists and engineers

commonly believed that science and technology have been developed in

order to make human life wealthier and happier. However, the accumulation

of nuclear weapons, after the actual disastrous use of atomic bombs in our

age, in the milieu of international mistrust under the Cold War tension,

greatly changed the scenery. Science and technology became Damocles’

sword, hung by a hair above the throne of human beings, having the possibil-

ity to destroy all of us. How should we deal with this? While Russell did not

have an answer, I was shocked by this question and had to reconsider my

future course of study. It seemed clear to me that such a problem cannot

suitably be handled in the field of natural sciences. I changed my mind and

decided to study social sciences instead.

When I began to study at the University of Tokyo in 1955, Marxist political

economy was not regarded as dissident, but rather dominant in the field of

economics. Marxist economics was transplanted into Japanese academia just

after the First World War by young scholars who studied in Germany. Al-

though most of Japanese Marxist economists were kicked out from universities

in the period of the fascist regime of the late 1930s onwards, they survived

the war, came back to the universities, and gained popularity among students

in the post-war period. In terms of introductory works and the translation of

Marxist literature in the inter-war period, Japanese Marxist economists en-

joyed exceptional academic freedom and pushed forward interesting research

with many internal debates to form a broad scientific tradition, as I described

in the first chapter of Value and Crisis (1980). Neoclassical economists and

Keynesians were in the minority at that time, although later their numbers

increased substantially as more and more of the younger generations who
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studied in the US took up posts in universities, and they have recently become

more dominant.

Marxism was popular in the 1950s also among radical student movements.

I joined students’ demonstrations such as against the US military bases, or the

US–Japan Security Treaty, but was not an activist. I was honestly dubious if I

could be a Marxist in political ideology, sometimes being ashamed of my

petit bourgeois family background and personal taste. I read later with great

sympathy K. Kautsky’s statement in his Foreword to The Agrarian Question

(Kautsky, 1988: German original, 1899) that ‘I became a Marxist against my

will’. I am more interested in theoretical aspects of political economy, and

participated in a Capital reading group meeting organized among classmates,

many of whom later became top bureaucrats and business leaders. The theo-

retical system of Capital was not easy to understand, it was heavy and slow.

There seemed, however, something surely deeper than shallow nihilistic scep-

ticism.

Being influenced by Professors K. Suzuki, T. Ouchi, S. Aihara and Y.

Tamanoi in their lectures and seminars, I was soon attracted also by Kozo

Uno’s original methodology and works in reading Capital and other Marxist

literatures. For instance, Uno asserted that Marxian economics should be an

objective social science to be studied just on the ground of historical facts

and logic, and that it should be relatively independent from Marxist ideology,

even in order to make sounder the scientific basis for socialism. We should

avoid dogmatism and correct errors if there are any, even in Marx’s and other

leading Marxists’ works in economics as an objective science. This position

gave me a sense of liberty to study Marxian economic theories without

having a strong ideology, though Uno’s argument was directed in the main

against the Soviet and Japanese ‘orthodox’ Marxism which used to define and

direct the contents of political economy as a part of ideology. Uno’s meth-

odological distinction of three levels of research in Marxist economics between

basic principles, the stages theory of capitalist development, and the concrete

empirical analyses of contemporary capitalism was also insightful to relocate

different types of issues in Marx’s Capital, Lenin’s Imperialism and studies

in Japanese capitalism or contemporary world economy.

By locating Capital at the level of basic principles of political economy,

Uno presented many interesting reformulations and studies of its theoretical

system, such as in his Principles of Political Economy (Uno, 1980: Japanese

original, 1964, rewritten from the 1950–52 version) and other articles. In

studentship, both undergraduate and graduate course, I studied in the main

Capital and other classic theoretical works in economics, not limited to the

Marxist school, by absorbing Uno’s contributions. Although Uno had already

left the graduate school of the University of Tokyo two years before I entered

it in 1959, I felt it exciting to work there with excellent fellow students at the
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centre of the intellectual movement in forming the Uno school. We used to

see our school as dissenting against the ‘orthodox’ majority in Japanese

Marxist economists who were more or less in line with Soviet Marxism.

I was interested particularly in the theories of business cycles and crises at

that period, and studied Schumpeter, Harberler and Spiethoff besides Marx,

Uno and other Marxists’ crisis theories. As Marx’s Grundrisse happened to

become available in a full original German edition, I worked out the forma-

tion of Marx’s crisis theories mainly by comparing Grundrisse, Theories of

Surplus Value and Capital. I discovered, for instance, that the labour shortage

type of overaccumulation theory of crisis was presented for the first time in

Capital, in correspondence with the suitable development in the theories of

capital accumulation and credit system. Then, I concentrated on researches in

the credit theory in Capital among others, and completed a doctoral disserta-

tion Credit and Crisis in book form (1973).

In the meantime, I was fortunate to be employed as an Assistant in 1964,

then promoted to an Associate Professor in 1966 in the Faculty of Economics

of the University of Tokyo. I further continued my career as a Professor in the

same faculty between 1980 and 1997, when I left due to the age limitation,

and became a Professor in the Faculty of Economics of Kokugakuin Univer-

sity in Tokyo.

In 1974–75, I got an opportunity to go abroad for the first time in my life

and spent six-month periods at both the London School of Economics and at

Harvard University, undertaking research. The renaissance of Marx in the

field of economics proceeded from about 1970 in the Western countries. It

was little known to Japanese economists, while Japanese contributions to

Marxist economics were also not much known to Western colleagues, with a

few exceptions such as N. Okishio’s works mainly through M. Morishima’s

Marx’s Economics (1973). A bridge seemed necessary and productive to

construct. I began to learn the issues among Western Marxist economists by

reading their works, visiting them and participating in their conferences and

meetings (such as CSE and URPE), and tried to apply Uno’s theories to their

issues.

With common theoretical interests, I easily made many friends. Among

them, for instance, Meghnad Desai (now Lord) advised me to write papers in

English, and kindly sent the first piece ‘The Formation of Marx’s Theory of

Crisis’ to the Bulletin of the Conference of Socialist Economists. While writ-

ing it, I visited Andrew Glyn in Oxford upon reading his book with B.

Sutcliff (British Capitalism: Workers and the Profit Squeeze, 1972) and began

a longstanding cooperation, starting from how to apply Marx’s over-

accumulation theory of crisis to the contemporary economic crisis. It was

always my pleasure to visit both Maurice Dobb and Bob Rowthorn in Cam-

bridge. Dobb patiently allowed me to visit three times. I repeatedly raised 322 Makoto ITOH

 

questions such as how to distinguish Marx’s theory of value from Ricardo’s

and Sraffa’s value theories concerning his last book Theories of Value and

Distribution since Adam Smith (1973). I still remember that he gently told me

how Sraffa supported Gramsci and kept secret the manuscript of his famous

Notes in Prison. With Rowthorn I used to discuss more recent issues, such as

the logic of inflationary crisis.

I also enjoyed regular Capital-reading meetings organized with Jesse

Schwarts and Paul Bullock in London, and with Tsuneo Ishikawa in Harvard,

gathering more than twenty Harvard graduate students. Just after reading my

paper on Marx’s crisis theory, Anwar Shaikh phoned me and visited me at

Harvard by driving up from New York. Then I also went to New York from

time to time to visit him, and gave a seminar or a lecture at the New School

for Social Research. On such occasions I always met Paul Sweezy, Harry

Magdoff and Harry Braverman, often for their luncheon meetings. The first




chapter of Value and Crisis on the development of Marxian Economics in

Japan was born from their request to me in one of such meetings.

My theoretical interests were extended to value theories including the hot

issues on the transformation problem, the crises and restructuring of contem-

porary capitalism, and further to the political economy for socialism through

dialogues with colleagues in the Western countries beginning from this re-

search tour. Many friends kindly arranged visiting positions for me later,

sometimes through the complicated process of fundraising. Thus, I could

enjoy teaching positions at the New School for Social Research and New

York University in 1978, arranged by Anwar Shaikh and Jim Becker; at

Cambridge University and Queen Mary College in the University of London

in 1980, by Bob Rowthorn and Simon Mohun; at the University of Manitoba

in 1985, by John Loxley; at Thammasat University in Bangkok in 1986–87,

by V. Thosanguan and B. Surakanvit; at York University in Toronto in 1990,

by Robert Albritton; and at the University of Sydney in 1997, by J. Halevi

among others, as well as a visiting scholar position at Oxford University in

1987, by Andrew Glyn. I could also cooperate closely with Andrew Glyn,

especially when he taught as a visiting associate professor in the University

of Tokyo for a year in 1979, and also with Costas Lapavitsas in the same

position in 1993.

By attempting to make a bridge between Western political economic issues

and Japanese, especially Uno’s theories, my contributions resulted mainly in

four areas as follows:

 

1. On the value theory Marx’s original notion of the forms and the sub-

stance of value was theoretically underlined by following Uno’s works.

We have to distinguish dimensionally prices of production as a form of

value and the labour-time embodied in commodities as the substance of
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value, and should systematically reconsider their social relationship. A

series of issues on the transformation problem, including the point on

how to think of Marx’s propositions of the equality between total value

and total prices, as well as between total surplus value and total profit,

could then be solved in a more satisfactory way. Itoh’s three tables in

distinction from the traditional two tables approach in the transformation

controversy show this possibility in my books (1980, 1987). These three

tables start from the first table on the substance of value produced, and

arrive at the third on the substance of value acquired, through the second

on the prices of production deduced from the first. The substantial con-

tents of Marx’s propositions of the equality must be understood from the

relations between the first and the third table, and not between the first

and the second. Upon the issue of joint products, which according to I.

Steedman’s Marx after Sraffa (1977) may cause negative value and

negative surplus value in a conventional approach, a new solution is also

presented by distinguishing the functional dimensions between prices of

production and labour substance in commodities in my book (1987). In

order to solve the issue of complex labour, reconsideration was neces-

sary on how to consider the fundamental human ability to work from an

egalitarian viewpoint, by overlapping another issue on abstract labour in

the same book. Since neoclassical, neo-Ricardian and other non-Marxist

critiques of Marxist theories have repeatedly targeted these issues, I

consider it satisfactory that my solutions can basically answer them at

least within a static theoretical framework. Dynamic theories of value

would surely be more complicated and difficult to construct, but my

contributions would serve as a platform to start with.

2. On the theory of credit and crisis, I followed Uno’s guide, and attempted

to show that a complete theory of typical business cycles was available

upon the ground of Marx’s theories of accumulation and credit system.

The roles of growing speculative trading and credit mechanism toward

the end of prosperity, causing subsequently sharp economic crises in

classic regular business cycles, was more extensively incorporated in my

treatment than in Uno’s. Ben Fine and Laurence Harris (in Rereading

Capital, 1979) once called my crisis theory neo-Ricardian, since it un-

derlined the basic difficulty of overaccumulation of capital in relation to

the limits of the labouring population causing a rise in wages and a fall in

profit rates. But this theory was present in Capital if not yet so complete.

Ricardo and neo-Ricardians never attempted to form a theory of crisis,

unlike Marx and Marxians. They were not much concerned with the

roles of speculative trading and credit mechanism to cause an acute

phase of crisis in the process of capital accumulation either. In my view,

it is one of the Unoist contributions to extract from Marx the theory of 324 Makoto ITOH

 

the role of financial instability in the dynamics of capital accumulation,

beyond any Marxist traditions. Conventionally Marx’s theory of accu-

mulation and crisis tends to be interpreted just in terms of the motion of

real capital, by seeing the roles of money and credit just as a superficial

reflection. The potential of Marx’s basic theory to be applied to the

historically various features of economic crises, bubbles and their bursting,

just as we suffer now, must be discounted by such an interpretation.

Characteristics of the Marxist political economy of money and finance in

combination with the crisis theory must surely be clarified and utilized in

contrast with theories of money and finance in other schools. While I had

this problem in mind in presenting my theory of credit and crisis in my

books (1980, 1987), I was fortunate in completing Political Economy of

Money and Finance (1998) in cooperation with Costas Lapavitsas, which

treats these issues more fully.

3.   On contemporary capitalism, in The World Economic Crisis and Japan-

ese Capitalism (1990) I attempted to demonstrate that an underlying

cause of the end of post-World War II high economic growth and the

resultant economic crisis in 1973–75 was overaccumulation of capital in

relation to the inelastic limit of both the labouring population in ad-

vanced countries and the supply of primary products in the world market.

As this occurred in the process of the breakdown of the Bretton Woods

international monetary system, the main feature was of an inflationary

crisis as opposed to the classic cyclical crisis. In the process of restruc-

turing through a long downturn, the impact of information technology

induced a historical reversal of capitalist development over a century in

three interrelated aspects: (i) capital investment became lighter and flexibly

mobile so as to intensify competition and globalization; (ii) trade unions

were weakened as various types of irregular workers increasingly be-

came more flexibly employed; (iii) the role of the state was reduced by

the form of neo-liberalism. Thus, neo-liberalism is not a mere anachro-

nistic reaction to the failure of Keynesianism, but gains certain strength

from changes in the economic substructure of our society. The theories

of monopoly capitalism or state monopoly capitalism may not suffice to

understand and criticize the historical nature of contemporary capitalism.

We have to note that the basic principles of capitalist market economy

with all its intrinsic contradictions and limitations in treating human

beings, must be on the agenda of contemporary features for the twenty-

first century.

4. On socialism, I reviewed various streams of socialism, the controversy of

socialist economic calculation, the debates on market socialism, and the

discussions on how to define the Soviet type of society, together with the

contemporary systemic changes in the Soviet Union, East Europe and
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China in Political Economy for Socialism (1995). Unexpectedly, I dis-

covered that Uno’s theory with my extension of the theories of value and

crisis was quite useful in understanding the basic issues for socialism.

For instance, the famous controversy of socialist economic calculation

between Mises, Hayek et al. and Taylor, O. Lange et al. was somehow

not related to another big controversy on value theory, though Mises and

Hayek’s side apparently utilized Böhm-Bawerk’s points in criticizing the

labour theory of value. Lange, for example, defended socialism by pre-

senting his trial and error method to reach equilibrium prices in a socialist

economy, just upon the same ground of neoclassical micro-price theory

as Mises and Hayek. However, if we assume our value theory with an

egalitarian view to see homogeneous labour for all works, and apply

Lange’s method to a ‘full s-wage model of economy’, where all net

national product is initially distributed among workers, then we can

easily define the relative amounts of labour-time embodied in each prod-

uct behind prices. In order to understand the social functions of money

and credit in a socialist economy either in a type of planned economy

like Soviet or in a form of market socialism, we definitely need a proper

basic theory in political economy as a frame of reference (cf. my 1996

paper). One of my findings in reviewing debates on socialism up to our

age is that there remain various possibilities for the future of socialism to

be chosen by people according to their social and historical conditions. A

single model of socialist economy, even in some type of market social-

ism, should not be narrowly defined as a uniquely correct scientific path

to be followed at least for the medium-term range in the twenty-first

century. Globalization of the economy would not homogenize the po-

litico-economic orders in socialism (as well as in capitalism) as they

are now envisaged differently in Russia, China, East Europe among other

countries in the world.

 

Through these four areas, I extended Uno’s original theories as well as

Marx’s in meeting the contemporary important issues in Western political

economy. I would like to believe that I have made some useful contributions

for the better future of the world as a fruit of international cooperation.
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Nicholas August Ludwig Jacob JOHANNSEN (1844–1928)

Christof Rühl

Knowledge of Nicholas Johannsen’s life is still very limited. He was born in

Berlin in 1844 and later moved to the US where after the turn of the century

we find him in New York City, being employed in the import–export busi-

ness. The exact date of this transition is not known, nor do we have any firm

evidence on the extent to which he later became the independent business-

man he sometimes claimed to be. It is obvious, however, that Johannsen did

visit the US several times before his move and also that he must have been

able to return to Germany on a regular basis after having settled down in New

York. Throughout his life he was keenly interested in Germany’s political and

economic affairs, claiming that the ‘crucial point of criticism’ would be there

(1913, p. 220). Accordingly he published in both languages; he was engaged

in the major political debates of his time and, besides economic theory, wrote

on astrophysics.

Research has been hampered by the fact that Johannsen initially used two

pen-names, apparently to avoid irritating an employer who did not quite

approve of the idea of a clerk spending his nights at the writing desk. The

names were A. Merwin (under which the first article appeared of which we

have knowledge) and J.J.O. Lahn (for the publication of his first two books).

Johannsen, who described himself as a ‘self-taught’ businessman entirely

without academic blessings, died in Richmond (Staten Island) in 1928.

The fate of his contributions to economic theory – a story of contemporary

neglect and gradual rediscovery – marks one of the strangest incidents of

which we have record in the history of our ‘dismal science’. Despite his

constant efforts to receive criticism, recognition or at least a fair discussion,

he was more or less persistently ignored by the academic profession which he

so desperately tried to address. It was only in the aftermath of the Keynesian

‘revolution’, when the hunt for potential precursors finally became a legiti-

mate and respectable enterprise, that Johannsen’s writings were gradually

removed from obscurity where they had lain for decades. Today, this ‘ama-

teur economist’ (crank, some might say), as Keynes chose to label him in the

Treatise, is rather unanimously honoured as one of the most important pre-

cursors of the General Theory.

This holds true with respect to three topics in particular: the anticipation of

the Keynesian theory of effective demand entailed in Johannsen’s treatment

of the saving–investment nexus; the independent discovery of the principle of

the multiplier; and, although less univocally accepted, his contributions to

monetary and to business cycle theory.

From the record of Johannsen’s own writings it becomes evident how

continuously and desperately he sought to establish contact with economists

blessed with an academic reputation. He was aware that his ideas challenged
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traditional viewpoints and correctly perceived that the theoretical framework

and policy conclusions he drew from them ran counter to the conventional

wisdom of his time. He was not, however, a revolutionary; with respect to the

social function of economics (in an attitude similar to Keynes’s), his work

aimed at modifying the economic system in such a way as to increase its

performance while leaving the premises of a private ownership economy

untouched. Again similar to Keynes, he was deeply convinced that his analy-

sis was not only fundamentally different from, but at the same time logically

superior to, the prevailing neoclassical orthodoxy. Consequently, he tried to

gain publicity by forcing his academic counterparts either publicly to accept

his ideas or to prove where he was wrong.

He pursued his attempts to be recognized and to find partners in scientific

discourse throughout his professional life: from his first confrontation with

the German profession in 1898, to his most active period in the US when he

tried to join the debate on currency reform (1907) and to address his aca-

demic counterparts by publishing open letters (1909), to the very end, when

the ‘aged outsider’ (as the increasingly bitter octogenarian had come to call

himself) warned against the onset of a prolonged period of stagnation (1928).

There were a few notable exceptions such as a friendly review of one of his

books by J.B. Clark in 1909; notes and passing remarks, for instance by the

British underconsumptionist Hobson and the young Wesley Mitchell; and a

somewhat more extensive consideration by German-language academics (by

Gerwig, 1922, and later in extenso by Schnack, 1951). Johannsen largely

remained the impertinent outcast, although the picture changed after the

publication of the General Theory. The ‘pseudonymous and itinerant writer’

(Dorfman, 1949, p. 413) became the ‘sadly neglected crank’ (Klein, 1947,

p. 143), and ever since Klein’s appraisal, Johannsen’s precursorial role has

become more and more explicit (cf. Hutchison, 1953; Shackle, 1967;

Hagemann and Rühl, 1987, 1990).

This neglect by his contemporaries is reflected in Johannsen’s publication

record. Although he wrote four books and numerous articles, he never man-

aged to be accepted in any of the leading professional journals. Most of the

articles were printed and circulated privately but, due to the relentless efforts

of their author, became widely distributed nevertheless. With regard to his

treatment of effective demand failures and the multiplier, Johannsen’s books

represent an elaboration of his pamphlet material (1909 and 1925 contain

useful summaries). However, with respect to monetary and business cycle

theory and his policy conclusions, some of the papers are useful in evaluating

the total scope of his contributions (see 1878, 1906a, 1906b and 1926).

The essentials of Johannsen’s later reasoning were encapsulated in three

papers he submitted to the German professor, Adolph Wagner, as early as

1898. Two of them were published shortly thereafter. The first contained a
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detailed and amazingly elaborate analysis of the circular flow of income,

graphically depicted in the form of a complicated ‘wheel of wealth’ diagram

(Patinkin, 1973). With Wagner’s approval, it was subsequently published in

Germany (1903a). The second paper drew on the consequences of this frame-

work. Here Johannsen’s revolutionary analysis of the investment–saving

process and the multiplier were developed further, but Wagner’s reaction was

negative. Johannsen thereupon introduced it to the public in New York, even

though it was written in German (1903b). A Neglected Point in Connection

with Crises (1908a), the most often quoted of his works (and the only book

written in English), together with his 1913 article represent attempts to make

his theory more accessible to an international audience – either by combining

the first two books (as in 1908) or by adding policy proposals such as the

Schwundgeld scheme (which was included among the papers presented in

1898, but then disappeared from Johannsen’s agenda until 1913).

Johannsen’s analytical framework was based on a strong adherence to the

‘income approach’ in determining macroeconomic activity, much in the tradi-

tion of Tooke’s famous thirteenth thesis on the quantity of money; it also

depicted central economic relations in terms of a circular flow of money.

Aggregate production, in this picture, was limited by effective demand. Per-

haps for the first time in the history of economic analysis, here was the

fundamental insight that decisions to save and decisions to invest were not

only made by different people but also had to be treated separately for all

relevant analytical purposes. From the emphasis on aggregate income as the

‘genuine source of all demand’ it was just a short step to the question of how

this aggregate is held or spent. The question of ‘moneyed demand’ thus

became decisive and Say’s law lost its appeal as a generally valid proposition.

The income approach enabled Johannsen to discover the equilibrating role of

output with respect to the potential discrepancies between the aggregates of

saving and investment.

Aggregate demand, in this scheme, consists of consumption and invest-

ment, while aggregate income is either spent on consumption goods or saved.

With no guarantee for a smooth translation of the ‘saving funds’ into produc-

tive investment, the act of saving per se could be perceived as anything but

beneficial for the community as a whole – ‘tend[ing] to impoverish others to

the amount of the money saved’ (1925, p. 3). Consumption and saving are

both a function of current income. In a striking parallel to Keynes’s consump-

tion function, Johannsen explicitly states that the marginal propensity to

consume should be less than unity: with any increment in income the ‘power

to save’ would increase, and this ‘not only in proportion … but at a faster rate’

(1903b, p. 90). A marginal propensity to consume of less than unity is one of

the essential preconditions for assigning income the role of equilibrating

saving and investment; today we know how hard Keynes (via the example of 330 Nicholas August Ludwig Jacob JOHANNSEN

 

the banana plantation in the Treatise) had to struggle before he gained this

insight. For Johannsen it was an offspring of his circular flow analysis,

supported by what his observation of the real world seemed to suggest.

An initial position of full employment could be maintained only as long as

all the forthcoming savings would find productive investment in real capital

formation. Any ‘failure’ of the savings to do so (no matter whether due to a

decrease in the rate of investment or an increment in the rate of saving) would

cause aggregate real income to fall and the rate of saving to decline accord-

ingly. Johannsen did not use Keynes’s terms though. The decisive problem

for him became the question how exactly this deterioration of income was

brought about; what exactly happened to the ‘unused’ excess of savings in the

first place?

Disregarding hoarding, he termed any surplus of planned saving over

planned investment impair savings. They were matched by impair invest-

ment, such as the purchase of existing assets, mortgages or the act of lending

money to others in the economy. ‘Impair savings’ differed from ‘productive

savings’ insofar as they ‘come to those who use them over the bridge of their

own impoverishment’ (1925, p. 4): any decline in activity thus necessarily

involved the redistribution of wealth in the economy. Obviously, ‘impair

savings’ are not included in the Keynesian definition of net savings and net

investment; the term simply represents an excess of ex ante saving over ex

ante investment. Therefore the assertion that if Johannsen had ‘reckoned

dis-savings as negative savings, he would have ended up with the algebraic

result that aggregate net savings equal aggregate net investment’ (Klein,

1947, p. 145) is perfectly valid. In Johannsen’s scheme, any excess of planned

saving over planned investment causes real income to shrink and the rate of

savings to decline until a new level of aggregate income is restored. Moreo-

ver, any such discrepancy is subject to the ‘multiplying principle’, aggravating

the baneful effects on income and employment.

Johannsen not only coined the expression ‘multiplying principle’ but also

tried to calculate numerically the secondary effects of an initial reduction in

total expenditure. In most of his writings he analysed the multiplier as a

downward process in accordance with the problems posed by his depression

theory. However, he also realized the potential for economic policy exhibited

by such a relationship (1908b). Although the numerical examples were merely

used to ‘bring out the general principle’ and not to ‘establish exact propor-

tions’ (1908a, p. 46), after long and heavy struggles in search for the correct

formula he at least succeeded in obtaining the correct result. Given a mar-

ginal propensity to consume of two-thirds, a decline in investment would be

tripled (1913, pp. 280–281). However, his calculations were not free from

errors, nor were they unanimously derived from his recognition of the princi-

ple of a geometrical progression. While in 1913 he came very close to the

Nicholas August Ludwig Jacob JOHANNSEN 331

 

correct values entailed by computing such a series, the results were marred

by the fact that he carried over an invalid example from his article of 1908a.

Ultimately, and most likely due to his lack of mathematical sophistication, he

was prevented from explicitly stating Kahn’s formula – but on the other hand,

who else had come so close at such an early date?

The denial of interest as a coordinating macroeconomic activity is yet

another decisive prerequisite for assigning income the role it now plays in

macroeconomic analysis. Johannsen did not develop a theory of the rate of

interest; he merely contended that various and irregular forces in the money

market have an influence on its determination. Certainly the notion of liquid-

ity preference escaped him, and we do not find anything comparable to

Keynes’s MEC schedule in his discussions of investment behaviour. On the

other hand, that Johannsen had no elaborate theory regarding the rate of

interest did not prevent him from reaching conclusions remarkably similar to

those of Keynes. In his picture of the economy, there was clearly no need for

the interest rate to coordinate saving and investment, a fact he was very

conscious about: ‘This argument is one of those which is not based on

practical experience … in fact the activity of savings is very little affected by

the level of the rate of interest’ (Johannsen, 1903b, p. 29). To understand why

Johannsen did not feel obliged to deliver an explanation of the rate of inter-

est, it may suffice to remember Keynes’s claim that the theory of liquidity

preference had occurred to him only after income had been put in place to

guarantee the necessary equality between saving and investment. Keynes

knew that to have an audience among professional economists one had to

tackle the problem of how interest should be determined if not by productiv-

ity and thrift, and thus why it should not ultimately serve to coordinate saving

and investment, whereas Johannsen – true amateur! – did not realize that his

‘circular flow’ analysis had to face the issue and therefore did not tackle it at

all. Against this background, Keynes’s sole comment on Johannsen where, at

the time of the Treatise, he brushed off the latter’s analysis as overlooking

that a fall in the rate of interest would be the cure for the malady of an

unemployment equilibrium (cf. Keynes, 1930, p. 90) hardly did justice to the

‘amateur’.

In general, Johannsen’s contributions to monetary and trade cycle theory

have been treated as distinct from his theory of effective demand failures,

which is the better known part of his work (see Marget, 1938, and, more

recently, Allsbrook, 1986). This dichotomy has produced unsatisfactory re-

sults, all the more surprising since no obvious reasons exist to justify the

separation. On the contrary, Johannsen’s writings on money and the trade

cycle fit well into his overall framework. The confusion apparently has two

sources: on the one hand and as pointed out above, Johannsen’s ‘Keynesian’
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interest. However, this limitation may have actually helped him to arrive at

conclusions which even Wicksell (who was troubled by a very similar prob-

lem concerning the identity of saving and investment towards the end of

Volume I of his Lectures) was unable to reach – ultimately due to his adher-

ence to a natural rate concept. On the other hand, it has not often been noted

that Johannsen’s discussion of monetary and trade cycle theory closely re-

sembles (as it was partially motivated by) the set of questions Keynes had to

face after the publication of the General Theory.

The debate in question arose when Keynes had to respond to criticism

directed against his ‘causal nexus’, with investment being treated as the

independent variable. According to the loanable funds arguments of his crit-

ics, any increase in investment financed by bank loans should (through shifts

in the structure of relative prices) ‘force’ into existence savings exactly equal

to the amount of this particular investment. In this picture the interest rate

would remain determined by the ‘real’ forces of productivity and thrift and

would continue to perform the coordination function it had been assigned by

neoclassical theory. In order to counter this criticism and to defend his

position according to which an increase in investment had ‘nothing to do with

saving’, Keynes introduced the conceptual device of the ‘Finance Motive’.

He argued that ultimately ‘increased investment will always be accompanied

by increased saving, but it can never be preceded by it. Dishoarding and

credit expansion provide not an alternative to increased saving but a neces-

sary preparation for it. It is the parent, not the twin of increased saving’

(Keynes, 1973, p. 281). Johannsen’s contributions to monetary and trade

cycle theory can be evaluated most sensibly in the context of this debate.

As early as 1878 Johannsen had included bank deposits in his definition of

money; he had distinguished between ‘saving funds’ and ‘credit money’ (the

equivalents of what Keynes later termed saving and finance). He shared the

view that current production would have to be financed by the creation of

credit, whether in a growing or a stationary economy. There was, for this

reason, no need to consider prior savings as a prerequisite to an increase in

the rate of investment since the argument (so popular in business cycle

theories of the inter-war period) that an increase in thriftiness could promote

social welfare by fostering accumulation was no longer valid. ‘In accordance

with this view economists very often argue that there exists an inherent need

for the onset of a depression, namely to gain the financial strength for the

later recovery – in order to prepare for future undertakings by thriftiness and

abstinence. This is an assumption which may sound plausible but which lacks

all factual reasoning. In reality the financial means [for an upswing] will be

raised during the upswing and not before’ (1913, pp. 250–251). The money

supply in this situation was viewed as being at least partly determined

endogenously. The impact of an increase in investment spending on the rate
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of interest depended on the extent to which the overdraft facilities of the

banking system were employed; the repercussions on investment in turn

depended on the investment schedule.

Although Johannsen did not fully realize the causal independence of in-

vestment from past savings, he clearly distinguished the need to finance

production as well as any increase in activity by the creation of credit from

the flow of savings. The need to take into account a developed banking

system may then arise either by admitting the possibility of an (inherently

stable) sub-optimal equilibrium with underutilized primary resources (as la-

bour was in the case of Johannsen and Keynes) or by acknowledging the

dynamics connected with the introduction of technological change (as in the

writings of the young Schumpeter, historically, between Johannsen and

Keynes). In all of these approaches, however, there was no need to consider

prior savings as representing a meaningful concept, nor to accept the alleged

virtue of thriftiness in order to increase the rate of accumulation. Investment,

as in post-General Theory Keynes, could become congested by a shortage of

cash, but never by a lack of saving.

Besides a shortfall of effective demand, a second reason for the onset of a

sudden crisis may emerge. Due to an increased demand for cash the money

market may become so tight as to suffer ‘stringency’ followed by a general

loss of trust and a credit crunch. In Johannsen’s view this scenario could be

avoided by allowing for an accommodating money supply. However, he

strongly advocated monetary control to guard against the inflationary dangers

involved, advancing different proposals in this respect such as (interest-

bearing) ‘emergency money’ or a tax on seignorage. At the other end of the

scale he proposed a Gesellian type Schwundgeld to be issued in times of

slackening demand. However unrealistic such proposals might be judged

from our perspective, they were undoubtedly developed against the back-

ground of a very sophisticated theoretical framework. Not surprisingly,

Johannsen’s discussion of the upper turning point of the business cycle re-

sembles Keynes’s writings after the General Theory much more than those of

his contemporaries.

How then are we to explain Johannsen’s comparative neglect by most of

his contemporaries? The comment that ‘contempt for the “autodidact” is

universal among continental academics’ (Shackle, 1967, p. 196) would have

to apply to the continents on both sides of the Atlantic. Perhaps more impor-

tant is that Johannsen’s ideas were simply hard to grasp by contemporary

economists working in the mainstream tradition; the fact that in his exposi-

tions he failed to comply with the formal standards imposed on the profession

may have added to the difficulty. No doubt a far more important reason is that

Johannsen’s observations run counter to neoclassical opinion: it may indeed

require a place inside the main castle to knock down the ‘citadelle’ Keynes 334 Nicholas August Ludwig Jacob JOHANNSEN

 

talked about. Or so it seemed to Johannsen: ‘To prove that I was wrong they

could not do; to admit that I was right they did not want to do … the only

alternative left was to ignore the new theory’ (1913, p. 219). For an evalua-

tion of his achievements it seems only appropriate to quote again the economist

who for so many reasons was better equipped to launch an attack on the

‘citadelle’ successfully. Surely Johannsen ‘preferred to see the truth obscurely

and imperfectly rather than to maintain error, reached indeed with clearness

and consistency and by easy logic’ (Keynes, 1936, p. 371).

 

Johannsen’s Major Writings

(1878), New Capital. New Light on an Old Subject, Edward Cuttle (published under the name

A. Merwin).

(1903a), Der Kreislauf des Geldes und der Mechanismus des Soziallebens, Puttkammer und

Mühlbrecht (published under the name J.J.O. Lahn).

(1903b), Depressionsperioden und ihre einheitliche Ursache (published under the name J.J.O.

Lahn).

(1906a), ‘The Coming Crisis and How to Meet It: A Plea for Currency Reform’, privately

printed and circulated.

(1906b), ‘A Guide for Determining the Proper Rate of Taxation’, privately printed and circu-

lated.

(1907–9), ‘Eight Open Letters on Currency Reform’, privately printed and circulated. (1908a), A Neglected Point in Connection with Crises, The Banker’s Publishing Company. (1908b), ‘To Relieve the Depression: A Suggestion to Railroad Men and Bankers’, Journal of

Commerce and Commercial Bulletin, 18 April. (1909), ‘To the Economists of America: The New Depression Theory’, privately printed and

circulated.

(1913), Die Steuer der Zukunft und ihre Auswirkungen auf geschäftliche Depressionen und

volkswirtschaftliche Verhältnisse, Puttkammer und Mühlbrecht. (1925), ‘Business Depressions: Their Cause. A Discovery in Economics’, privately printed and

circulated.

(1926), ‘Two Depression Factors: The Minor One Known, Not the Other’, private printed and

circulated.

(1928), ‘A Depression Manifest: A Lesson in Neglected Fundamental Economics’, private

printed and circulated.
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Richard KAHN (1905–1989) John Eatwell

Richard Ferdinand Kahn (Baron Kahn of Hampstead) was one of the most

distinguished and influential economists of the twentieth century. His distinc-

tion rests on an article written at the age of 25 in which he invented the most

powerful practical tool ever devised in 200 years of economics – the ‘multi-

plier’. His influence derives from his close professional association first with

John Maynard Keynes and later with Joan Robinson. Kahn himself wrote

comparatively little, his ideas appearing most often in the writings of others.

Richard Kahn was born in London on 10 August 1905. He died in Cam-

bridge on 6 June 1989 at the age of 83. He was educated at St Paul’s School

and at King’s College (Cambridge) where he earned an upper second in

physics in 1927. He then switched to economics and, with Keynes as one of

his supervisors (the other being Gerald Shove), obtained a first in economics

in one year, completed a Fellowship dissertation in a further year, and was

elected to a Research Fellowship at King’s in the spring of 1930.

The dissertation, ‘The Economics of the Short Period’, was a sustained

critique of the orthodox theory of the firm. Its intellectual origins lay in Piero

Sraffa’s critique of Marshallian theory, which was elaborated both in his

articles in Annali di Economia (1925) and the Economic Journal (1926), and

in his more wide-ranging Cambridge lecture course on the theory of value

which Kahn had attended. Sraffa had demonstrated in his Economic Journal

article that neither decreasing costs nor increasing costs were compatible

with the construction of the Marshallian industry supply curve (other than

when economies or diseconomies are external to the firm and internal to the

industry). Hence ‘in normal circumstances the cost of production of com-

modities produced competitively … must be regarded as constant in respect

of small variations in the quantity produced’. But if this is the case then,

except in quite peculiar circumstances, the Marshallian supply curve for a

competitive industry is horizontal around the point of equilibrium, with no

apparent role for demand in the determination of price. Sraffa concluded that

the theory of value must therefore be developed either within a framework of

general equilibrium or by means of an analysis in which individual firms face

a downward-sloping demand curve for their products and falling marginal

costs. It was this latter suggestion that Kahn developed into an economics of

the short period – an economy of what he called ‘imperfect markets’. One of

Kahn’s most important conclusions was that, in an economy in which firms

face negatively-sloped demand curves, a decline in industrial demand will

result in all firms suffering under-utilization of capacity, not just the least

efficient firms. Recession is therefore not an effective device for making the

economy ‘leaner and fitter’; it is just a means of wasting productive potential.

‘The Problem of Duopoly’ (1937) was the published version of a section of

Kahn’s dissertation. An Italian edition of the entire work appeared in 1983;

 

336

Richard KAHN 337

 

60 years after it was written, the dissertation was published in English in

1989. However, many of Kahn’s results were incorporated into Joan Robinson’s

Economics of Imperfect Competition, the first fruit of the remarkably produc-

tive partnership between the two close friends which was to last until Joan

Robinson’s death in 1983.

Kahn wrote several papers during the 1930s couched within an essentially

Marshallian (or Pigouvian) framework. ‘Some Notes on Ideal Output’ (1935)

advanced the proposition that uniform imperfections of competition might be

associated with a welfare optimum, since what matters is the relationship

between relative prices and the ratios of marginal costs. This point is, in fact,

not correct, since varying degrees of industrial integration will have a differ-

ential ‘compounding’ effect on the deviations of prices from their competitive

levels. Kahn’s interest in welfare economics (see also his ‘Tariffs and the

Terms of Trade’, 1947; an analysis of the determination of the ‘optimum

tariff’) was manifest later when he worked with J. de V. Graaff on Graaff’s

Theoretical Welfare Economics (1957).

In the summer of 1930, Richard Kahn wrote a paper in a quite different

style from anything he had previously done. This paper would alter com-

pletely both the foundations of the theory of employment and the analytical

framework of economic policy formation. The high levels of unemployment

then prevailing had led a number of economists and politicians to advocate

public works as a means of alleviating distress. The government had firmly

resisted their pleas, arguing that public works were ‘inefficient’ and detracted

from private sector investment.

In an article entitled ‘The Relation of Home Investment to Unemployment’

(1931), Kahn provided a precise measure of the ratio between the increase in

employment associated with initial investment (road-building in Kahn’s ex-

ample) and the ‘secondary employment’ generated by the impact of successive

rounds of consumption expenditure. The size of this multiplier (a term that

Kahn did not then use) depended fundamentally, he argued, not on technical

coefficients but on the proportions of wages and profits spent on domestic

consumption (wages being expressed net of ‘savings on the dole’).

Kahn’s analysis was devoted almost entirely to considering the ‘employ-

ment multiplier’. But, on what he tells us was the prompting of James Meade,

he also demonstrated the link between the employment multiplier and ‘Mr

Meade’s relation’, namely:

 

Cost of investment = saving on dole + increase in excess of imports over exports + increase in unspent profits – diminution in rate of saving due to rise in prices.

 

In other words, the increase in investment is matched by an equal increase in

saving. (As Kahn later pointed out, he made the mistake of omitting in-338 Richard KAHN

 

creased tax revenues from the right-hand side of the equation.) In a prophetic

passage Kahn commented: ‘This relation should bring immediate relief and

consolation to those who are worried about the monetary resources that are

available to meet the cost of the roads. … If one is looking for sources

outside the banking system, they are available to precisely the right extent.’

All the material was available here to refute the government’s so-called

‘Treasury view’ – that public investment would crowd out private investment.

But Kahn did not draw such radical conclusions from his own analysis.

Instead he concentrated on the problem of the measurement of ‘secondary

employment’, as indeed, at this time, did Keynes. Kahn was later to claim

that:

 

Although it was, and still is, my estimate of the multiplier with which my article is mainly associated, it was far more important for a quite different contribution. My main concern – from the start – was to prove that the various offsets – the increase in the yield of taxation, savings of various kinds to the Exchequer, or rather (as we should put it now) to the Public Sector, the increase in imports over exports, the increase in private savings (mainly out of profits), and the change in the rate of saving due to the rise in prices – added up to the cost of the investment. (1984, emphasis added)

 

But Kahn did not take the crucial step of extending his invention into a new

theory of savings and investment, and hence creating an entirely new theory

of output and employment.

It was in the General Theory that Keynes seized on Kahn’s idea and used it

to demonstrate both that investment determines savings and that equality

between savings and investment is maintained by variations in the level of

output and employment. There is no fixed amount of savings in the economy

which can be used either for private or public investment. On the contrary,

Keynes’s use of the multiplier demonstrated that the increased income gener-

ated by more investment would in turn result in increased savings exactly

equal to the extra expenditure on investment (though in an open economy

those extra savings may take place overseas).

In an article published in the Journal of the American Statistical Associa-

tion in 1933, Kahn had lamented the fact that whilst increased public spending

was necessary to stimulate the economy, ‘the advocacy of budget deficits

must be regarded as a hopeless cause’. The General Theory was to provide

the intellectual case for public spending in a depression. Keynes used his

version of Kahn’s multiplier precisely to demonstrate that public and private

expenditure are not competitive but complementary. Hence economic effi-

ciency requires that the budget should be in surplus or deficit, according to

the overall balance of supply and demand in the economy as a whole. The

idea that the government should balance its own budget without reference to
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the overall level of activity was now seen to be both inefficient and without

intellectual foundation.

Kahn had played a major role in the genesis of the General Theory. As the

intermediary between the famous ‘circus’ of young economists and Keynes

himself, he conveyed back and forth the analytical problems thrown up by the

new theory of money and employment – interpreting the ideas of the circus to

Keynes, and interpreting Keynes to the young. As a meticulous critic he also

sorted through successive proofs time after time (Keynes would write his

chapters in pencil and then have them set immediately into proofs). In the

Preface to the General Theory Keynes acknowledged the importance of Kahn’s

advice: ‘There is a great deal in this book which would not have taken the

shape it has except at his suggestion’.

Over the same period (1931–35), Kahn prepared a translation of Wicksell’s

Geldzins und Güterpreise, a work with some similarities to the method of

Keynes’s Treatise, but none to the General Theory.

Kahn was to prove to be the most zealous defender of the Keynesian faith.

In the bitter arguments on the theory of interest which erupted in the 1950s,

he refused to acknowledge any ambiguity in Keynes’s theory of liquidity

preference – other than a little in the definition of the precautionary demand

for money (see 1954). Non-Keynesian views were characterized as ‘examples

of heresy’. In Kahn’s version of liquidity preference, as in Keynes’s, expecta-

tions as to the future path of the rate of interest are simply taken as given; as

Keynes put it in the General Theory: ‘Any level of interest which is accepted

with sufficient conviction as likely to be durable will be durable’. The rela-

tionship between the rate of return on short and long bonds is therefore

determined by the expectation of future interest rates held by those trading in

the markets of today (the rate of return on long bonds is in no way an average

of short-term rates). And the demand for money is determined by the rela-

tionship between the current rate of interest and the expected rate. This

characterization of liquidity preference contrasts with the neoclassical syn-

thesis view which transforms liquidity preference into a stable function of a

single rate of interest.

In his ‘Notes’, Kahn did not address the fundamental problem of what

determines the expected rate – the original lacuna which exposed Keynes’s

analysis to the neoclassical synthesis proposition that this expected rate was

determined by the ‘real rate of return’, by ‘the real forces of productivity and

thrift’. In a rather odd passage, Kahn seemed to accept such a determination,

referring to the impact of real output on the transactions demand for cash:

 

It is not intended in these ‘Notes’ to discuss the various ways in which ‘the real forces of productivity and thrift’ exercise an influence on the rate of interest, but an important point about Keynes’ theory is that these forces exercise their influence 340 Richard KAHN

 

through their effect on liquidity preference and on the quantity of money. … In the limiting case in which [the elasticity of substitution between money and securi-ties] is zero, the liquidity preference theory is compatible with any level of the rate of interest, which is therefore indeterminate except in so far as the real forces operate.

 

Defence of Keynesian orthodoxy was to produce a brilliant paper later in

Kahn’s career (‘Malinvaud on Keynes’, 1977). In a review of Edmond

Malinvaud’s Theory of Unemployment Reconsidered he attacked the ‘neo-

Keynesian’ models which associated unemployment with ‘sticky prices’.

Malinvaud had created a typology of unemployment in which ‘Keynesian

unemployment’ could be alleviated by a rise in the real wage (an increase in

effective demand), while ‘classical unemployment’ could be alleviated by a

fall in the real wage (offsetting diminishing returns to increased output).

Kahn pointed out that Malinvaud’s ‘classical unemployment’ derived from

the assumed coexistence of increasing costs (diminishing returns) with sticky

mark-up pricing behaviour through the trade cycle. But, Kahn argued, sticky

mark-ups are typical of industries which operate under increasing returns

through the cycle (Okun’s Law), whereas the industries which encounter

decreasing returns (notably producers of primary products) are typically those

whose prices are flexible. In either case, Malinvaud’s classical unemployment

disappears, the only remaining determinant of activity and employment being

the level of effective demand.

Concern with problems of inflation – the problem of Keynesian success –

dominated many of Kahn’s later writings. Monetarism was dismissed as

being without intellectual or empirical foundation, and he abhorred the idea

that unemployment might be created deliberately as a means of controlling

inflation:

 

economic waste … is particularly great if demand is regulated by restricting productive investment, as will be the main result of relying on monetary policy. Not only is there the loss of potential investment. But the growth of productivity is thereby curtailed, thus narrowing the limit on the permissible rate of rise in wages and increasing the amount of unemployment required to secure observance of the limit. (Evidence to the Radcliffe Committee, 1958b, para. 38)

 

Inflation, he argued, was essentially a problem of money wage bargaining,

and one of the major sources of inflationary pressures was the structure of

relative wages and the ‘leap-frogging’ associated with the maintenance of

differentials: ‘If the relative wage problem could be solved … it should not

be too difficult to secure that the absolute wage level followed an acceptable

course’ (Evidence to the Radcliffe Committee, 1958b, para. 54).

A glance through the prefaces of her books reveals the importance which

Richard Kahn played in the development of Joan Robinson’s theoretical
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work. Kahn was an ever-present source of critical advice. For instance, from

the Economics of Imperfect Competition in 1933:

 

Of not all the new ideas, however, can I definitely say that ‘this is my own invention’. In particular I have had the constant assistance of Mr. R.F. Kahn. The whole technical apparatus was built up with his aid, and many of the major problems … were solved as much by him as by me.

 

And in her Accumulation of Capital in 1956, she wrote: ‘As so often it was

R.F. Kahn who saw the point that we were groping for and enabled us to get

it into a comprehensible form’. Occasionally he would write an article clari-

fying the use of concepts they had developed together (see, for example,

‘Exercises in the Analysis of Growth’, 1959a). But more typically, he re-

mained in the background.

He also played a role in the development of Robin Marris’s theory of the

growth of the firm. In a paper written in 1964 but not published until 1972

(‘Notes on the Rate of Interest and the Growth of Firms’, in Kahn, 1972), he

introduced a neat analysis of the determination of a company’s ‘valuation ratio’

– the ratio of stock market valuation to the replacement cost of productive

assets, a statistic later labelled ‘q’ by James Tobin. Kahn demonstrated that in a

steadily growing economy in which shareholders are indifferent between divi-

dend yields and capital gains, the valuation ratio ‘v’ equals (r – g)/(i – g), where

r is the rate of profit on real investment, i the overall return (dividends and

capital gain) on share capital, and g the rate of growth. If v is less than one, the

growth of firms will be biased towards growth by takeover. If v is greater that

one, growth will be biased towards the expansion of real investment.

Richard Kahn was not just an academic theorist. The new Keynesian ideas

which he helped to create are essentially practical. He was one of the brilliant

young Keynesians who put the new ideas into practice in running Britain’s

economic policy during the war. Keynes had created the economics of excess

demand in How to Pay for the War. In the wartime environment the problem

was to manage both the scale and composition of effective demand to make

as many resources as possible available for the war effort. At the Board of

Trade, which he joined in December 1939, Kahn’s task was, as he put it,

‘concerned largely with helping to ensure that the supply of goods to civil-

ians was restricted to an essential level … and at the same time to ensure

efficiency in the limited production of civilian goods, and equity in their

distribution’. From 1941 to 1943 he pursued this task in the Middle East

where ‘the main objective was to restrict the use of ocean shipping space for

non-military purposes to the maximum extent consistent with the avoidance

of famine and serious unrest’. Later at the Ministry of Production and then,

again, at the Board of Trade he worked on post-war supply problems, both in

Europe and at home.
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Kahn returned to King’s in September 1946, and was Professor in the

Faculty of Economics from 1951 until his retirement in 1972.

He continued to play an important role in public life, notably in his influ-

ential memorandum of evidence to the Radcliffe Committee on the working

of the monetary system in 1958, and as (informal) Chairman of the OEEC

Group of Experts studying the problem of rising prices (1959b). As was to be

expected from Kahn, the OEEC Report argued that ‘leap-frogging’, the ‘wage–

wage spiral’, was one of the main causes of inflation.

From 1965 to 1969 Richard Kahn acted as an adviser to UNCTAD. In the

1965 UNCTAD report on International Monetary Issues and the Developing

Countries he first advocated what was a typically Keynesian solution to some

problems of developing countries. The ‘link’, as it was called, was typically

Keynesian in that it rested on an analysis of the relationship between finance

and demand and neatly solved two problems at the same time – the lack of

finance in developing countries and the (then) lack of liquidity in the devel-

oped countries. The idea was that the direct grant (via the World Bank) of

international liquidity to developing countries by the IMF would both facili-

tate their development and (as the developing countries spent their grants)

provide liquidity and stimulate demand in the developed world. He later

elaborated this idea by suggesting that the newly created SDRs should be

issued to developing countries (see UNCTAD, 1969, and Kahn’s article,

‘SDRs and Aid’, 1973).

Richard Kahn was a very practical economist, devoted, like Keynes, to the

skilful use of the economist’s ‘toolbox’. But he also had a remarkable com-

mand of economic theory. His main characteristic as a theoretical economist

was not the invention of new ideas. It was rather his ability to tease out the

logic of ideas, to clarify, and thus to produce new insights.

Like Keynes, Kahn believed that rational solutions to economic problems

may be found in a judicious balance of state and market. In the summer of

1930, in a flash of genius such as few ever enjoy, he created one of the means

of attaining that balance.

 

Kahn’s Major Writings

(An extensive list of Kahn’s published work is to be found in L’economia del breve periodo, 1983, pp. 27–30. Items marked * are reprinted in Kahn, 1972.)

(1929), The Economics of the Short Period, unpublished Fellowship dissertation, King’s Col-

lege, Cambridge. Italian translation, L’economia del breve periodo, Milan: Boringhieri,

1983; published in English London: Macmillan, 1989.

*(1931), ‘The Relation of Home Investment to Unemployment’, Economic Journal, 41. (1933), ‘The Elasticity of Substitution and the Relative Share of a Factor’, Review of Economic

Studies, 1.

(1933), ‘Public Policy and Inflation’, Journal of the American Statistical Association, 28. (1935), ‘Some Notes on Ideal Output’, Economic Journal, 45. (1937), ‘The Problem of Duopoly’, Economic Journal, 47. (1947), ‘Tariffs and the Terms of Trade’, Review of Economic Studies, 15.
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Nicholas KALDOR (1908–1986) Ferdinando Targetti

Nicholas Kaldor was born in Budapest on 12 May 1908. He became a student

at the London School of Economics in 1927 and graduated with first-class

honours in 1930 – in the meantime also graduating from Berlin University in

1929. He joined the LSE teaching staff in 1932 and remained there until

1947.

Although Kaldor’s academic writings date back to 1932, his first important

article was published two years later. In ‘The Determinateness of Static

Equilibrium’ he described the conditions of existence, uniqueness and stabil-

ity in Walrasian equilibrium. Although this was the theme on which his ideas

would change most radically, the article is worthy of note as it introduces the

‘cobweb theorem’ which became a standard item in economics textbooks. In

these early years, under the influence of Lionel Robbins and Friedrich von

Hayek, he was a convinced adherent of the ‘Austrian school’ in the fields of

capital theory and economic policy.

During this time Kaldor joined the debate on the theory of the firm initi-

ated by Sraffa nine years previously, contributing two articles. The first

(1934b) demonstrated the incompatibility between perfect competition and

the long-term static equilibrium of the firm if a tendency exists for the size of

the firm to grow relative to that of the industry. He returned to the theory of

imperfect competition (1935) to show that free entry to an industry leads to

perfect competition only under constant returns to scale. In the case of

increasing returns, free entry increases both the number of producers and 344 Nicholas KALDOR

 

their costs per unit until such time as the entry of new firms ceases. In

equilibrium each firm produces and sells less than its optimal output but,

more importantly, earns a long-run positive profit. Kaldor’s conclusion was

somewhat unorthodox: competition increases costs and prices; it does not

reduce profit to zero.

In 1934 Kaldor obtained British citizenship and in the same year married

Clarissa Goldsmith. A Rockefeller Scholarship in the following year allowed

him to visit the universities of Harvard (where he met Schumpeter, Chamberlin,

Samuelson, Solow and Sweezy), Columbia, California and Chicago (where

he met Jacob Viner and Milton Friedman). He went to several conferences,

giving a paper on ‘Wages Subsidies as a Remedy for Unemployment’ at the

meeting of the Econometric Society, while his contacts with Henry Simons

and Irving Fisher gave him ideas on personal income that he would later

develop in his work on taxation in the 1950s.

In 1937 he was still orthodox on the theory of capital (see 1937). In other

areas, however, he was a swift convert to Keynes’s ideas: the great economic

crisis of those years placed economists under considerable pressure to recon-

cile fact with theory. An important factor in Kaldor’s conversion were his

readings in the monetary theory of the Swedish school (of Myrdal in particu-

lar) which his colleague, John Hicks, had recommended. Equally important

were his discussions with his two closest friends at the LSE, Hicks and Allen,

and with Abba Lerner, the leading Keynesian at the school. Finally, as Kaldor

himself admits, while he was translating Hayek’s article ‘The Paradox of

Savings’ he was shocked by the gaps and flaws in Hayek’s argument; this

caused his enthusiasm for Austrian doctrine to begin to wane.

On the relation between money wages and employment, Kaldor was rigor-

ously Keynesian from the very beginning of the debate that the General

Theory provoked. He argued that the fundamental cause of increased employ-

ment was not a cut in wages as such, but the increase in the quantity of

‘inactive balances’ (1938). Increased employment is achieved by cutting

wages only if this induces a fall in the rate of interest, which can be accom-

plished in other ways – for instance by increasing the money supply. Because

this argument appears in the Appendix to Chapter 19 of the General Theory,

it is known today as the ‘Keynes effect’. But Kaldor had developed it inde-

pendently of Keynes and was able to convince Pigou of its validity.

The relation between speculation and the underemployment equilibrium of

the income level, and the related issue of the monetary nature of the interest

rate, was the second Keynesian area in which Kaldor made an outstanding

contribution. He sought to expand the General Theory and the multiplier

principle by generalizing the theory of speculation to it (1939a). Kaldor’s

refutation of the (neo)classical thesis that saving determines investments was

based on the stabilizing influence of speculators who dampen the fluctuations
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in interest rates. On the question of the determination of interest rates, Kaldor’s

‘Keynesian’ treatment was again important for its rebuttal of the neoclassical

criticisms advanced by Robertson, who accused Keynes of having left his

theory of long-term rates of interest unsubstantiated (‘hanging in the air by its

own bootstraps’). Kaldor’s article countered Robertson’s objection by setting

out a theory of the interest rate in which the short rate was determined by the

monetary policy of the Central Bank. This constituted the foundation of the

edifice: the structure of interest rates was determined by the ‘risk premium’

on securities of varying durations. Kaldor used this concept, which was

analogous to the ‘liquidity preference’, to explain the structure of interest

rates and not, as Keynes had done, their level. In 1986 Hicks wrote to his old

friend saying that his 1939 article was ‘the culmination of the Keynesian

revolution in theory; you ought to have more honour for it’.

Kaldor made an equally important contribution on money and monetary

policy, an area in which his work divides into two periods. Representative of

the first is his memorandum to the Radcliffe Commission on British mon-

etary policy of the 1950s and then his comments on the Commission’s Report

(‘Monetary Policy, Economic Stability and Growth’ and ‘The Radcliffe Re-

port’, both in Volume 3 of the Collected Papers). The second period, from

1970 until his death, comprises several works launching a radical critique

against the Neo-Monetarist School of Chicago.

The final Keynesian topic to be given seminal treatment by Kaldor was the

theory of the trade cycle. His innovative approach (1940) expressed the

saving and investment functions relative to income in non-linear form; it also

gave a plausible explanation as to why the parameter values of these two

functions changed through time. This gave rise to an entirely endogenous

theory of the cycle. His model shows that the cycle is not engendered by

random monetary shocks, but by the instability of the system, an instability

which has been more or less severe in different periods of the history of

capitalism.

Kaldor sought to provide a way out of the impasse in which economic

theory became trapped after Robbins’s hyper free-trade criticism of Pigou’s

utilitarianism (see 1939b). Taken to its logical extreme, such criticism would

impede the economist, qua scientist, from making any judgement as to the

consequence of any measure of political economy should there be the slight-

est detriment to any economic subject from a proposed change. Without

resorting to the measurement of interpersonal utility, Kaldor propounded a

criterion which took the name of ‘Kaldor’s compensation test’. This assessed

the effects of a measure which, at the same time as increasing economic

efficiency, entailed somebody’s loss. The test was positive if the economic

action still brought an increase in well-being even after the loss-maker had

been compensated for her/his loss. Rarely has a short article generated such a 346 Nicholas KALDOR

 

wealth of literature as followed Kaldor’s – a literature which took the name

of ‘New Welfare Economics’.

During the war the LSE had transferred to Cambridge; this strengthened

the links between the young Hungarian economist and Cambridge University,

where he was highly regarded by Keynes not only for his theoretical achieve-

ments but also for his work on war finance. Then in 1944 – in Appendix B to

the Beveridge Report, which was to be highly influential with regard to post-

war economic policy in both Britain and Europe – he quantified the fiscal

policies necessary to achieve full employment.

On Keynes’s suggestion the Cambridge Economics faculty invited Kaldor

to teach a course on ‘Value and Distribution’, lectures which he gave from

1941 to 1943. These were years in which Kaldor and Keynes formed a close

relationship; the Kaldors were often guests of Maynard and his wife Lydia at

the Cambridge Arts Theatre. Keynes frequently used Kaldor as a referee for

the Economic Journal, and in 1943 he wrote to Jesus College proposing

Kaldor as a possible economics fellow of the college, declaring that he was of

the calibre to become head of the Faculty.

After the war, Kaldor served abroad on an important mission in Hungary,

France and Germany as head of the Planning Division for John Kenneth

Galbraith’s US Strategic Bombing Survey, which analysed the military and

economic effects of the allied bombing campaign.

In 1947 the LSE refused to give Kaldor leave of absence to go to Geneva to

work for the UNO, on an appointment offered to him by Gunnar Myrdal. In

reaction to the LSE’s unjustified obstructionism, Kaldor resigned his teaching

post and went to Geneva in any case. Here he recruited a first-rate team of

economists (R. Nield, W. Rostow, T. Barna and P.J. Verdoorn) which pro-

duced a series of annual reports on the economic conditions and prosperity of

Europe. Three years later Kaldor was offered a fellowship at King’s College,

Cambridge, and in 1950 returned to academic life.

His move to Cambridge strengthened the close relationship that he had

been developing since the war with Joan Robinson, Richard Khan and, espe-

cially, Piero Sraffa. The friendship among the four economists flourished not

only personally but also intellectually. It was this small group of Keynes’s ex-

pupils (also heavily influenced by Kalecki) that founded what came to be

known as the post-Keynesian Cambridge School. Unlike the orthodox ‘syn-

thesis’ of neoclassical and Keynesian thought, this group applied the Keynesian

principle of effective demand not only to the determination of income in the

short period, but also to the determination of rate of growth of income and of

income distribution in the long term. In 1948 Kaldor gave a first outline of

these developing ideas in his entry on ‘Distribution’ in Chambers Encyclope-

dia. Over the period 1956 to 1962 he published four articles (1956, 1957,

1961 and, with J. Mirrlees, 1962) which constituted the cornerstones of what
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came to be called the post-Keynesian (or Cambridge) theory of distribution

and growth.

The theory’s basic idea was that under conditions of full employment

(hypothesized as holding in the long period), the multiplier determines not

the level (as in Keynes) but the distribution of income. This principle offered

a way out of Harrod’s dilemma: the rate of effective growth (equal to natural

growth) is made equal to the warranted rate of growth by variation in the

share of profits. If, therefore, the propensity to save of profit-earners (sp) is

given and greater than that of wage-earners (sw), which is also given and is greater or equal to zero (as in Kalecki’s theory of profit); if money wages are

given and exogenous; and if the excess (shortfall) of ex ante investment (I)

over ex ante saving (S) leads to a rise (fall) in the level of prices (as in

Keynes’s Treatise on Money) – then the share of profits (P/Y) will vary in

such a way that, under full employment, it equalizes the income share of

saving S/Y to that of ex ante investment I/Y.

Given the natural rate of growth Gn, in the case where workers do not save

(sw = 0) the rate of profit r is yielded by the so-called Cambridge Equation: r

= spGn, If, further, one assumes that profit-earners save all their income (sp =

1), one obtains the equation of von Neumann’s model: r = Gn. (Kaldor and von Neumann were close friends in the early 1930s and often used to discuss

economics together on long walks in the Buda Hills.)

At this level of analysis the natural rate of growth is still an exogenous

datum: the model is more a theory of income distribution in a context of

growth than a theory of growth in the strict sense. Nevertheless, it was

precisely in the area of distribution that the Cambridge Equation took on its

revolutionary character, because it enabled determination of the rate of profit

without having to resort to a theory of value and, above all, omitting the

marginal productivity of capital. Since publication of Sraffa’s Production of

Commodities by Means of Commodities (1960), the neoclassical theory of

capital had been subjected to massive criticism. The Cambridge Equation

now provided a new and more robust theory of the profit rate.

Kaldor’s most thorough formulations of his models comprised a theory of

growth in the strict sense – that is, they explained the determinants of what

Kaldor considered to be the natural rate of growth. He thus gave explicit form

to the investment function and invented what he called the ‘technical progress

function’. In contrast to the neoclassical tradition, this expressed the idea that

the dynamism of an economic system is not the outcome of exogenous

growth – for example, an exogenous increase in the population (Solow) or in

per capita output (Harrod) – but of the desire to accumulate among entrepre-

neurs. For Kaldor it was impossible to distinguish between ‘choice of

techniques’ and ‘technical progress’. Technical progress is only partially

independent capital accumulation; it is in fact mostly ‘endogenous’ because 348 Nicholas KALDOR

 

new ideas are introduced into the economic system by means of investment

itself. Kaldor formalized this insight into a ‘technical progress function’

which tied the rate of growth of output per person to the rate of growth of

capital per person. Beginning with a positive value on the axis of the ordi-

nate, this constant measured autonomous technical progress.

It is the investment function, however specified, that explains the tendency

of the system to move along the technical progress function until it reaches

point Gn (Kaldor’s long-period rate of growth) where the function cuts the

bisector of the quadrant. Gn therefore represents both the rate of growth of output per person and the rate of growth of capital per person. Here the ratio

between the two rates is unity which, in a growing economy, signifies con-

stancy in the capital/output ratio.

Kaldor claimed that he had shown why post-war economies displayed (i) a

tendency towards growth of output without cumulative discrepancies be-

tween ex ante saving and investment; (ii) a tendency towards stable growth of

capital per person and output per person; and (iii) a constancy in the capital/

output ratio and in distributive shares. These were the ‘stylized facts’ that

capitalist economies displayed in their long-term growth and which neoclas-

sical theory could not adequately explain.

The most important contribution in defence of Kaldor’s theory was

Pasinetti’s 1962 article. Pasinetti was the first to show that if the propensity to

save of wage-earners is higher than zero, they must receive interest on the

savings lent to capitalists. Thus if wage-earners save, not all profit goes to

capitalists. Nevertheless, Pasinetti demonstrated that the Cambridge Equa-

tion, under the valid hypothesis that sw < I/Y, still held if the propensity to

save out of profits was replaced by the propensity to save by capitalists sc (that is, of the social class whose only income is profit).

Kaldor opened up new areas for investigation in his last article (1966a) on

the subject. Here he clarified the hypothesis that the propensity to save of

capitalists is higher than that of workers; this propensity is not to be attrib-

uted to families of capitalists, but to managerial firms which hold back part of

their profits in order to finance their investment plans.

In 1951 Kaldor became a member of the Royal Commission on the Taxa-

tion of Profits and Income. Kaldor expressed his disagreement with the

Commission’s conclusions by writing his own minority report, the Memoran-

dum of Dissent. This set out more radical ideas for the reform of the British

tax system, which he accused of being ‘absurd and unjust’. Kaldor’s principal

recommendation, an ‘expenditure tax’, became the title of a book (1955)

which swiftly established his reputation as an international tax adviser and

has become a classic of public finance. He was invited to every corner of the

globe to give expert advice to governments, ministries and central banks. In

1964 he began a long period of serving as ‘Special Adviser’ to three Chancel-
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lors of the Exchequer (Callaghan 1964–67, Jenkins 1967–70 and Healey

1974–76). These were also years in which Kaldor’s interest in economic

dynamics shifted from the growth and distribution of a single country to the

causes of different rates of growth among countries. The issue that now

became central to his research was evidenced by Causes of the Slow Rate of

Growth in the United Kingdom (1966).

The keystone of Kaldor’s theory of the growth process was his first law of

the ‘manufacturing sector as the engine of growth’. This stated that a coun-

try’s growth of income depends on the growth of productivity of its sectors,

which in turn depends on the growth of output from the manufacturing sector.

This is partly because the manufacturing sector alone is able to spread new

techniques to the other sectors. But two other processes, represented by

Kaldor’s second and third laws, are also involved. The second law – the

‘Kaldor–Verdoorn’ law – stated (in Kaldor’s version) that the rate of growth

of productivity of the manufacturing sector depends on its rate of growth of

output due to the operation, within this sector, of static and, above all,

dynamic returns to scale. (Thus the mature Kaldor revived an idea he had first

learnt from Allyn Young, his teacher at the LSE: that increasing returns are a

macroeconomic and cumulative phenomenon.) Even mature economies, con-

trary to the neoclassical tenet, are ‘dual’ in character: they have an advanced

sector with a faster growth of productivity and higher wages, and a backward

sector with disguised unemployment. This gave rise to Kaldor’s third law, of

‘migration’, which stated that the growth of output and employment in the

manufacturing sector increases the productivity of the system as a whole

because it withdraws workers from the agricultural sector where they have a

zero or negative marginal product.

An economy reaches its ‘maturity’ when wages are equal in the two sectors

and the dual economy has disappeared. Prior to this stage, other factors

operating on the demand side – like the country’s poor performance abroad –

may be responsible for a slowdown in economic growth (1971).

For Kaldor, in an industrialized economy not only consumption but also

manufacturing investment in the medium–long period are endogenous and

induced by income (according to the principle of the super-multiplier).

Thus, if the ‘inducement to growth’ is to stem from an endogenous compo-

nent of demand (the feature of Kaldor’s theory that distinguishes it from the

neoclassical theory of growth), it has to come from outside the manufacturing

sector. Such ‘external demand’ takes three forms: demand from agriculture,

whether one considers the growth of LDCs or the world economy as a whole

(see 1986); demand from the public sector in a closed economy undergoing

rearmament; and export demand under normal conditions in industrialized

countries. Kaldor now formulated his fourth law, the ‘Kaldor–Thirlwall’ law,

deduced from Harrod’s foreign trade multiplier. It stated that a country’s 350 Nicholas KALDOR

 

long-period rate of growth is approximated by the ratio between the rate of

growth of exports and the income elasticity of demand for imports.

In contrast with the neoclassical theory of international trade, free trade

between two countries does not necessarily increase their incomes or equalize

their factor prices. The operation of the first, second and fourth of Kaldor’s

laws instead generates vicious circles for some countries and virtuous circles

for others. This is why countries and regions grow at different rates and why

the gap between rich and poor regions widens (see 1970b).

These cumulative processes led Kaldor insistently to urge the adoption of

an export-led model of growth. His recommendations to successive British

governments of frequent external adjustments to the exchange rate during the

1960s, of devaluation and budget restriction in the early 1970s, of ‘import

controls’ in the late 1970s, and of opposition to Britain’s joining the Common

Market all followed from these premises. Most of them, especially his call

for import controls, were highly unorthodox. Kaldor was also in favour of the

free entry of manufacturing goods from LDCs in order to encourage their

industrialization and economic progress.

In the last 15 years of his life, Kaldor was severely critical of two leading

currents in the mainstream of economic thought: the static theory of equilib-

rium (see 1972 and 1984) and the monetarism of the Chicago School (see

1970a and 1982). As regards the former, he attacked the prevailing theory of

value for being too static and grounded on false premises, offering an alterna-

tive model which interpreted world economic problems like stagflation in

terms of two sectors – agriculture and industry. This provided the theoretical

framework for his proposed reform of the international monetary system

based on a buffer stock system of raw materials operating internationally

(1976).

Kaldor’s assault on Britain’s new laissez-faire monetarist policy was con-

ducted on two fronts. Theoretically, he criticized the government’s monetarist

policies for being based on an analytical model inappropriate to capitalist

credit-money economies. In particular, he attacked the idea of a money sup-

ply wholly in the hands of the Central Bank and proposed instead that money

supply be endogenously determined by demand (an idea which he had har-

boured ever since his 1939 article on speculation). Kaldor waged the second

front to his critique before a wider public in the correspondence columns of

The Times (he wrote more than 260 letters to the paper in his lifetime) and in

numerous speeches from the benches of the House of Lords (where he sat

from 1974 until his death in September 1986).

That Kaldor was a thinker in the great tradition of British political economy

is demonstrated by the evident influence exerted on him by the classical

economists. From Adam Smith he inherited his preoccupation with the link

between the dynamics of the economic system and technical progress; from
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David Ricardo his interest in the distribution of income among classes and in

the constraints on growth induced by diminishing returns to land. There are

also numerous similarities between his thought and Marx’s. Suffice it to

mention his view of technical progress as a necessary condition for the

survival of the individual capitalist in competition, his identification of mar-

ket failures in economic dynamics, and his singling out of the cumulative

processes that lead to unequal development. He also made a major contribu-

tion to continuing the typically Cambridge tradition, from Sidgwick to Keynes,

of public intervention in the economic sphere.

Both Keynes and Kaldor were convinced of the effectiveness of market

mechanisms. They were equally convinced that the market was unjust in its

distribution of income and that society must have institutions able to guaran-

tee a stability of production and employment that the market, if left to itself,

cannot provide. But the most important feature shared by the two economists

was the faith that inspired their economic policy beliefs – a faith summed up

by Max Weber when he wrote: ‘The possible would never be achieved if

there was nobody in the world who attempted the impossible’.
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Michal ⁄ KALECKI (1899–1970) Malcolm C. Sawyer

Michal ⁄ Kalecki was born in 1899 into a Polish–Jewish family in Lodz (Po-

land), then occupied by Russia. His academic training was in the field of

engineering; however, after an interruption for military service, his formal

education was brought to an end by his father’s unemployment. While his

background in engineering gave him a good grounding in mathematics, he

was self-taught in economics, studying first such writers as Rosa Luxemburg,

Turan-Baranovski and Marx. Only at a relatively late stage was he exposed to

neoclassical (Walrasian general equilibrium) ideas then dominant in Polish

academic circles. His attitudes were also strongly influenced by the prevail-

ing levels of unemployment in Poland.

Kalecki’s employment during the 1920s varied widely, from making credit

ratings of firms applying for loans to undertaking market research and eco-

nomics journalism. He was also involved in political journalism and maintained

close connections with left socialist movements. In late 1929, he obtained his

first quasi-academic employment at the Research Institute of Business Cycles

and Prices in Warsaw. His early work at this institute involved the study of

business cycles and the preparation of reports on specific industries, often

monopolies or cartels.

In a series of papers published in Polish between 1932 and 1935 (now

available as Parts 3 and 4 in Collected Works, vol. I), Kalecki presented a

range of ideas which form the basis of the claims that Kalecki published

some of the key ideas of Keynes before Keynes himself did so in 1936. These

ideas were presented in the context of the analysis of the business cycle,

though influenced by his empirical work. The key ideas include the impor-

tance of movements in investment expenditure as a generator of business

cycles, the relevance of aggregate demand for the level of economic activity

and the significance of investment demand for aggregate demand. Further,

Kalecki related the level of investment plus capitalists’ consumption to the

level of profits (strictly in a closed economy) and indicated the role of credit

expansion for the upswing of the business cycle.
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At the time of publication of the General Theory (February 1936), Kalecki

was in Sweden on a Rockefeller Foundation Fellowship. When he realized

the significance of Keynes’s findings for his own research, he delayed devel-

oping his own ideas into a book. He travelled to England in April 1936 and

made contact with Keynes, Joan Robinson and others. During the war Kalecki

was employed at the Oxford University Institute of Statistics, undertaking

some important independent work, as well as contributing to the current

debate on economic policy. These commentaries reveal some general features

of Kalecki’s approach to economics, namely the interplay between theorizing

and the observation of reality, concern for the ‘underdog’ and the pursuit of

social justice. Kalecki’s work at Oxford of lasting significance concerned

prospects for the post-war economy including the socio-political difficulties

of maintaining full employment and the limits on the use of investment

stimulation as a means of achieving this end.

At the end of 1946, Kalecki was appointed deputy director of a section of

the economics department of the United Nations secretariat. He resigned

from the UN in 1954 in response to the restrictions placed on himself and

others by the effects of McCarthyism then sweeping the US. From the begin-

ning of 1955 until his death in 1970, Kalecki’s home was in Poland. The first

two years of his return to Poland coincided with the growth of overt political

opposition to the Polish government; the Poznan workers’ uprising in June

1956 and the spread of strikes across Poland; and the spontaneous creation of

workers’ councils in October 1956 (the ‘Polish October’). In an environment

of discontent with centralized planning and the emphasis on rapid industriali-

zation, Kalecki was heavily involved in the debates over the roles of

decentralization, workers’ councils, the speed of industrialization and the

relative size of consumption and investment. He did not have great enthusi-

asm either for decentralization or the use of market mechanisms which were

advocated by many economists in Poland, in part as a reaction to the prob-

lems posed by centralized planning. In the second half of the 1950s, Kalecki

was Chairman of the Commission of Perspective Planning, but his official

role effectively ended in 1960. In the last decade of his life, Kalecki was

heavily involved with problems of economic development, including semi-

nars organized at the Academy of Sciences, Warsaw University and the

Central School for Planning and Statistics. By 1968, the political climate in

Poland had changed considerably for the worse and Kalecki’s outspokenness,

disagreement with the heavy industry investment programme (and an element

of anti-Semitism) brought him into disfavour.

Kalecki made substantial contributions to the analysis of developed capi-

talist, socialist and developing economies, and these are now discussed in

turn. Of the numerous differences between these three types of economies,
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whilst socialist ones tend to be resource-constrained. In a similar vein, a

major cause of unemployment in underdeveloped economies is the shortage

of capital equipment, whereas in developed capitalist economies unemploy-

ment arises from an inadequacy of aggregate demand.

Throughout his writings on capitalist economies, Kalecki saw investment

expenditure as having crucial importance as a component of aggregate de-

mand and as generating business cycles. Investment expenditure is the active

component of aggregate demand and thus seen as determining the level of

income (rather than being determined by it), whereas consumer expenditure

is largely constrained by the level of consumers’ income. Investment ex-

penditure and savings are (in a simple closed private economy) equal ex post,

but Kalecki saw investment expenditure as causing (forcing) savings. Firms

make investment plans for some future time period which are largely carried

out and to which savings have to adjust in order that the national income

accounts identities can hold.

Profits are the main source of savings. In the case of a classical savings

function (where all profits are saved and all wages spent), the equality of

savings and investment implies the equality also of profits and investment. At

the aggregate level, the direction of causation was seen by Kalecki as running

from investment expenditure to profits. At the level of the firm, there is also a

relationship running from expected profits to the level of investment.

Firms have a preference for internal funds, which are less costly than

external funds. The use of external funds involves various transactions costs

of raising the loan or making new share issues. The volume of internal funds

available to a firm will be largely determined by the volume of profits, so that

current profits (or perhaps more accurately cash flow) are an important deter-

minant of investment through considerations on the availability of finance.

The use of external funds is limited eventually by the increasing costs of such

funds through the ‘principle of increasing risk’. In effect, the argument is that

the greater the volume of borrowing which a firm wishes to undertake (rela-

tive to its profits and assets), the greater is the risk that it will be unable to

repay the interest charges and the capital sum itself. Financial institutions

take this increasing risk into account and charge higher rates of interest for

larger volumes of borrowing.

Kalecki saw that a condition for expansion of aggregate demand is the

granting of loans to finance the increase in demand. Investment expenditure

above the prevailing level of savings can only occur if banks are willing to

finance the increased investment expenditure. He generally assumed as a first

approximation that loans to finance investment would be granted by the

banks so that the investment could proceed. The extent of those loans would

be limited by the desire of firms to borrow to finance investment rather than

by the desire of banks to extend loans. Kalecki recognized that there could be
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times when banks would respond to an increased demand for loans by raising

the rate of interest, thereby choking off the demand for loans and thus the

planned increase in investment expenditure.

One rather general way of looking at Kalecki’s approach is to ask why a

firm would wish to increase its capital stock by net investment. In each time

period, finance becomes available as profits are made and savings under-

taken. Thus some potential investment delayed in the past because of a lack

of finance can now proceed as finance becomes available. The incentive for a

firm to own and operate capital equipment can be expected to depend on the

prospective rate of profit on that capital equipment relative to the rate of

interest at which the firm can borrow. A change in the relationship between

the average rate of profit and the average rate of interest on borrowing would

generate a change in the desired stock of capital equipment owned by firms,

and thus stimulate investment. With the level of long-term interest rates

(which are significant for investment decisions) rather stable, changes in the

rate of profit are the predominant influence on investment. The rate of profit

changes either because profits change or because the capital stock changes,

which occurs automatically when there is non-zero net investment. The former

would arise from, inter alia, fluctuations in the level of output (and thereby

profits) or in the degree of monopoly (influencing the profits-to-sales ratio).

Kalecki dismissed the notion of perfect competition as being of any practi-

cal relevance for the analysis of capitalism, which he viewed as largely

oligopolistic. He considered the concept of perfect competition ‘as a most

unrealistic assumption’ which ‘when its actual status of a handy model is

forgotten becomes a dangerous myth’ (Collected Works, vol. II, p. 98). The

rejection of the concept of perfect competition applies to the product market

for industrial goods and services, the labour market (where collective bar-

gaining and trade unions are important features) and the financial markets. In

particular, any theory of pricing has to recognize capitalism’s oligopolistic

nature. Although Kalecki’s precise formulation of the analysis of pricing

changed over time, two features can be highlighted. The first is that the mark-

up of price over average direct costs which a firm incurs depends on the

market power of the firm. The market power (‘degree of monopoly’) depends

in turn on a range of factors such as the number of rivals, the conditions of

entry into the industry concerned, level of advertising and so on. The second

feature is the link between pricing and the distribution of income (between

wages and profits).

The degree of monopoly in an industry depends on factors such as the

degree of concentration and the extent of effective collusion amongst firms,

the conditions of entry into the industry, and the level of product differentia-

tion. Each of these factors helps to secure the position of existing firms and to
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mechanically determined by the level of concentration or by barriers to entry

but also depends on the previous history of the industry concerned. The

degree of monopoly in an industry will be reflected in the extent to which

prices are above marginal costs.

Kalecki’s ‘degree of monopoly’ approach is a theory in the sense that it

produces potentially refutable predictions. The charge that it was a tautology

rather than a theory was based on aspects of its presentation. The term degree

of monopoly was sometimes used so as to be coincident with the mark-up of

price over marginal costs, whereas the mark-up should be seen as a conse-

quence of the degree of monopoly. The refutable proposition is that the

mark-up of price over costs depends on factors such as the level of concentra-

tion, barriers to entry and so on.

Following Kalecki’s working assumption of the equality between marginal

costs and average variable costs, the mark-up of price over average cost also

depends on the degree of monopoly. The excess of price over average vari-

able cost has to cover (the average) profit and fixed costs, from which it

follows that the share of profits plus fixed costs in sales depend on the degree

of monopoly. At the aggregate level, sales (gross output) by domestic firms

are equal to domestic net output (value added) plus imported inputs. For each

industry, the material inputs are separated into domestic and imported inputs,

and the domestic inputs split down into their labour and material compo-

nents. The share of profits in national income can then be shown to depend on

the degree of monopoly and the terms of trade between the domestic economy

and other economies.

Real wages depend on the balance between money wages and prices. On

the whole Kalecki sees prices as set (based on the degree of monopoly) by

reference to average labour costs and average material costs, which in turn

depend on productivity, money wages and material costs. Turning this around

suggests that real wages depend on the degree of monopoly, productivity and

imported prices (relative to wages). This would also imply that conditions in

the labour market are not seen as relevant to the determination of real wages.

A major constraint on the achievement of full employment in capitalism

arises from limits on the manipulation of aggregate demand. Consumer ex-

penditure could only be raised through a change in the distribution of income

towards wage earners and the poor. This was a course of action generally

favoured by Kalecki as much for its social benefits as its economic ones. He

tended to see virtually all wages being spent so that it would be difficult to

raise the propensity to save out of wages, but perhaps possible to distribute

more income in the direction of wages. But here, as with a number of

redistributive policies, whilst they could be viewed as beneficial from an

economic or social welfare perspective, nevertheless there would be strong

political constraints on governments undertaking such redistribution.
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Investment expenditure could be encouraged by government subsidy, lower

interest rates and so on, but after a while would run into the difficulty that

more investment leads to a greater capital stock and, ceteris paribus, a lower

rate of profit. The limits on the net effect of government expenditure arise

simply from the constraints of a rising national debt-to-income ratio and the

consequent rising interest charges. Kalecki was critical of the 1944 White

Paper on Full Employment as not grasping the nettle that full employment

may require a permanent budget deficit.

Whilst Kalecki believed that the use of appropriate demand-management

policies could remove unemployment, he argued that ‘the assumption that a

Government will maintain full employment in a capitalist economy if it

knows how to do it is fallacious’ (Collected Works, vol. I, p. 577). He started

from the view that capitalist economies would not generally maintain full

employment since this would require substantial government intervention. A

prolonged period of full employment underpinned by government interven-

tion would generate significant social and political changes. Resistance to the

maintenance of full employment would arise from dislike by some groups of

those social and political changes and from dislike of government interven-

tion in general and of whatever particular form it took.

Resistance to government intervention amongst business was seen to arise

from a fear that the extension of government activity could be seen as fore-

shadowing the replacement of capitalism by state activity and socialism.

Further, under laissez-faire capitalism the level of employment rests on the

level of investment, which in turn depends on profitability and the ‘state of

confidence’, whereas the use of government expenditure to underpin full

employment would reduce the role of business.

Kalecki’s writings on the economics of socialism were undertaken only

after his return to Poland in December 1954. He was directly involved in

many of the debates of the mid-1950s on the development and organization

of the Polish economy. His general approach could be summarized by saying

that he sought a departure from the system of bureaucratic centralism; the

main lines of development in the economy would be centrally planned, with

the market mechanism used in a subordinate role. Further, he advocated a

substantial increase in self-management by workers (under a system of Work-

ers’ Councils), though acknowledging that there would be tension between

central planning and workers’ councils.

Soviet and later Eastern European economic planning policies placed great

weight on rapid industrialization and a heavy investment programme. The

tendency towards over-ambitious plans often led to the sacrifice of consump-

tion in favour of investment when the overall plan could not be implemented.

For long-term planning, ‘Kalecki’s fundamental principles … [were] that the
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interests of the consumer’ (Osiatyn´ski, 1982). This approach brought Kalecki

into conflict with the prevailing orthodoxy at both the theoretical and practi-

cal levels (over the construction of five-year and perspective 15-year plans).

Kalecki’s approach to growth under socialism can be discovered by refer-

ence to a basic relationship in which the growth of output is equal to the

impact on productive potential of new investment minus the loss of the

(proportionate) amount of production due to depreciation plus the change in

utilization of productive capacity. Some differences between socialism and

capitalism can be illustrated by reference to this equation. Decisions on

savings and investment are in the hands of the private sector (mainly capital-

ists) under capitalism, but lie with the planning authority under most forms of

socialism. Viewed as demand-constrained, a major cause of year-to-year

fluctuations of capacity utilization under capitalism is demand fluctuations.

Under socialism ‘the coefficient [of capacity utilization] begins to reflect

solely the effect of organizational and technical improvements which do not

require significant capital outlays’ (1972a).

Much of Kalecki’s theoretical work on economic growth under socialism

stemmed from this equation for growth of output, with modifications for

foreign trade, limited labour supply and technical progress. The emphasis

was on the identification, and then the pushing back, of the effective con-

straints on economic growth.

Kalecki paid relatively little attention to the problems of achieving techni-

cal efficiency at the enterprise level or the role of incentives. He regarded the

determination of patterns of consumption and investment as important politi-

cal decisions, though he did seek to devise rules for investment decisions for

central planners. This began with a ‘generalized formula of the efficiency of

investment’ within the context of a recoupment period fixed by the planning

commission in instructions issued to enterprises (1959). This was the number

of years over which additional investment expenditure should be recouped by

lower annual operating costs.

Kalecki was heavily involved with teaching and research in the area of

development planning from the late 1950s to the late 1960s, organizing courses

and seminars on underdeveloped economies. In his writings on development it

is useful to identify four themes. The first is that unemployment is seen to arise

from a shortage of capital equipment (rather than from a deficiency of effective

demand), so that constraints on employment and the pace of development arise

more from the supply side than from the demand side. This led on to the

identification of the binding constraints in any concrete situation: difficulties of

expanding agricultural production, problems in achieving the desired rate of

investment, and shortages of foreign exchange. These economic constraints

were often compounded by the political resistance of powerful groups whose

interests would be harmed by economic development.
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A second theme is the need for the expansion of agricultural production as

part of the development process, since development leads to an increased

demand for food. If that increased demand is not satisfied, the price of food is

likely to rise, with real wages being depressed as a consequence. The agricul-

tural sector is likely to suffer from low productivity and backward techniques.

Since there are often powerful obstacles to the development of agriculture,

such as feudal or semi-feudal relations in land tenure and the domination of

the peasants by merchants and moneylenders, substantial institutional changes

would be required.

The third theme is that market mechanisms left to themselves are unlikely

to produce outcomes which Kalecki would regard as acceptable or desirable.

This can be reflected in inadequate or misdirected investment, in insufficient

food production and so on. Thus Kalecki saw a strong need for planning and

direct government intervention, particularly in investment and foreign trade,

though he was well aware that such intervention would be resisted by those

with economic and political power.

The fourth theme is the distributional aspects of growth and development.

Kalecki has always stressed the income distribution aspects of his analysis

and of economic policies. In his writings on development, there is a concern

that the process of development should benefit the poor. But there is also an

awareness that prospective distributional consequences may block develop-

ment.

In discussing the range of underdeveloped countries, Kalecki introduced

the concept of an ‘intermediate regime’. Countries in this category had gener-

ally achieved independence after the Second World War and, whilst seeking

economic development with government involvement, could be considered

neither socialist nor laissez-faire capitalist. The governments of these inter-

mediate regimes represented the interests of the lower middle class, rich

peasants and managers in the state sector. The poorest strata of society were

still unorganized and lacked any political power. Kalecki argued that, follow-

ing the political freedom from imperial occupation, ‘representatives of the

lower middle class rise in a way naturally to power. To keep power they must:

(i) achieve not only political but also economic emancipation; … (ii) carry

out land reform; and (iii) assure continuous economic growth’ (1976). State

capitalism develops at the expense of socialism in the economies of interme-

diate regimes because it helps the middle class retain power, for example by

aiding faster growth and economic emancipation.
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John Maynard (1st Baron) KEYNES (1883–1946) Victoria Chick

The legacy of Keynes’s writing is so vast, and the external events of his life

and his ideas both encompassed so much change, that the role Keynes plays

in economics is very much in the eye of the beholder. While writing The

General Theory (Collected Writings of John Maynard Keynes, hereafter CW,

Vol. VII), he declared himself to be working on a theory which would ‘revo-

lutionise the way the world thinks about economic problems’ (letter to G.B.

Shaw, CW XIII, p. 492). While some embrace the Keynesian Revolution,

others see Keynes as the bourgeois reactionary, devising ways to shore up the

capitalist system by a series of expedients. I shall argue that he was both

profoundly revolutionary and profoundly conservative: in his life as in his

writing there is both tradition and dissent, continuity and revolution, at al-

most every stage.

John Maynard Keynes was born in Cambridge, the eldest of three children

of John Neville and Florence Ada Keynes. His father was a Cambridge don, a

lecturer in Logic and Political Economy and, later, Registrar of the Univer-

sity. J.N. Keynes’s The Scope and Method of Political Economy (1890) remains

a classic. Maynard’s instruction in economics thus began at home, and it was

there, too, that he first met Alfred Marshall. Florence Keynes (née Brown),

educated at Newnham in its early days, engaged in many progressive social

projects and became Cambridge’s first woman mayor.

This was a solid, cultured, late-Victorian background in an important and

influential place. But its traditional appearance was tempered by important

differences from the prevailing norm. First, there was the presence of an

educated and independently active mother. Second, the family was

Congregationalist; Mrs Keynes ‘was descended from a bewildering succes-

sion of Puritan divines’ (R. Skidelsky, in The End of the Keynesian Era, p. 2).

On that count, Keynes was a born Dissenter.
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For a boy early perceived as intelligent – though the scope of his powers

was not fully evident – the transition from his background into a career like

his father’s would have been quite expected and should have been compara-

tively easy. But although he became a Fellow of King’s College, Cambridge,

his path was not all that straightforward, nor did Keynes’s ambitions end

there. He became not only the greatest (and still the most controversial)

economist this century, but also a civil servant, a financier and speculator,

Bursar of his college, editor of The Economic Journal, patron of the arts,

bibliophile and collector, and negotiator for Britain at the Paris Peace Confer-

ence and at Bretton Woods. He was a prolific writer: his Collected Writings

run to 30 volumes, and much was excluded. His subjects were not only

economics but also philosophy, history, politics and biography. And he wrote

at many levels, as academic, journalist, pamphleteer and man of letters.

He won a scholarship to Eton and went on to King’s, where philosophy

and ethics claimed his attention far more than the subject he was reading –

not economics, but mathematics. His philosophical explorations (note the

forthcoming Collected Philosophical Writings of JMK) formed the basis of

his economic theory and policy.

Keynes was part of the generation destined to challenge Victorian values.

In working out where they stood, Keynes and his circle were greatly influ-

enced by G.E. Moore, whose philosophy elevated the enjoyment of beauty

and the pleasure of human relationships and undermined the foundations of

Victorian morality. Keynes was also keenly interested in Burke. In Keynes’s

life the enjoyment of beauty and the cultivation of friendships were balanced

by a sense of duty and obligation in public life, which may reflect these two

opposing influences or may stem from temperament and background. These

matters are, at present, the active subject of scholarly investigation.

Keynes got his first class degree in Mathematics in 1905, coming a respect-

able but not-very-glorious twelfth. He then debated whether to take the

Economics degree examinations the following year. He studied for these with

Marshall’s encouragement and supervision, but decided to enter for the Civil

Service examinations instead. He came second and joined the India Office.

While he was there he not only took an interest, outside his duties, in the

problems of India’s monetary system, but also began to transform an early

critique of Moore into a pioneering work on the philosophy of probability –

what would become the Treatise on Probability (CW VIII). He submitted the

work as a Fellowship dissertation to King’s in 1908. Although not elected, he

resigned from the India Office and returned to Cambridge to lecture in

Economics, paid out of Pigou’s own pocket. He revised the dissertation and

gained his Fellowship the following year.

The Treatise, Keynes’s main preoccupation between 1906 and 1912, was
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first major work as an economist, Indian Currency and Finance (CW I); he

had also caused a sensation by resigning from the Versailles Treaty negotia-

tions in protest against the harsh reparations settlement. (He had entered the

Treasury during the war and was its principal representative at the Paris

Peace Conference.) He published his dissent in a brilliant and, in official

circles, thoroughly offensive book, The Economic Consequences of the Peace

(CW II), in 1919. He was now famous – not as an academic, but in the world

of affairs.

After Versailles, Keynes resigned from the Treasury. In order to leave more

time for writing, he also resigned his university Lectureship, though he re-

tained his Fellowship (without pay) and continued to give some lectures and

run the seminar he organized as the Political Economy Club. His financial

activities now provided his main source of income. In the first six years after

the war he revised and published the Treatise on Probability, opposed Brit-

ain’s return to gold, wrote the Tract on Monetary Reform (CW IV) and, in

1925, married Lydia Lopokova, of Diaghilev’s Ballet Russe.

Indian Currency and Finance (ICF) serves as a bridge to the first of these

activities. ICF does not count as the work of a dissenting economist, yet one

can discern two indications of dissent to come. First, ICF was traditional

theory based on a thorough knowledge of institutions and supported policy

proposals to improve those institutions. (Twenty-three years later Keynes

expressed his irritation with his contemporaries whose policy prescription for

the slump was correct but did not follow from their theory. Correcting this

incoherence was given as a main motivation for writing The General Theory.)

Second, in ICF he expresses strong support for discretion over rules in

monetary arrangements – a position which echoes his early critique of Moore

on rule-following – and a sceptical view of the gold standard. In an era when

the gold standard was seen, unquestioningly, as the source of all monetary

order, Keynes understood that its success was not a property of the standard

itself, but was contingent on the existence of a single, strong financial centre

– at the time, London.

The end of the war put this view to the test. Keynes and Reginald

McKenna were virtually the only dissenters against Britain’s return to the

gold standard at pre-war parity. Today we are so used to thinking of the

exchange rate as a policy variable that it is difficult to appreciate the moral

overtones of the debate: the pro-gold faction, that is, nearly everyone, felt

that anything less than a return to gold at the old parity was tantamount to

default, and default was unthinkable. Keynes and McKenna lost to the

‘moral majority’: Winston Churchill, as Chancellor the Exchequer, returned

Britain to gold in 1925.

To Keynes the worst phase of the relatively long campaign to return to gold

was the last year, 1924. American prices had failed to rise as far as had been
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expected; in an effort to reduce prices, policy turned to a concerted attack on

the level of wages. In a term Keynes later developed in the Treatise on Money

(TM), this was income deflation. He foresaw trouble since, to maintain parity,

the policy would have to be continued after the return to gold. He wrote three

newspaper articles to this effect; they were published (1925) as a pamphlet

with a title he must have known was unfair, but who could resist?: The

Economic Consequences of Mr Churchill (CW IX). True to Keynes’s predic-

tions, the workers resisted the attack on wages: the spring of 1926 saw the

Coal Strike and the General Strike.

In the first two years after the war, Britain experienced one of the sharpest

price fluctuations in her modern peacetime history. The retail price index rose

16 per cent in 1920, then fell 9 per cent and 19 per cent in the two succeeding

years. During the inflation Keynes advocated the use of high interest rates to

engineer (in TM terms) a profit deflation. He was optimistic that this policy

would not cause much unemployment. His views were elaborated in A Tract

on Monetary Reform (1923; CW IV). The Tract follows the Cambridge tradi-

tion of monetary analysis, based on the cash balance equation. The dissent is

methodological: Keynes’s impatience with the long-run orientation of mon-

etary theory – not surprising after such wide and rapid fluctuations – is

vented in a famous, if often misused, passage:

 

But the long run is a misleading guide to current affairs. In the long run we are all dead. Economists set themselves too easy, too useless a task if in tempestuous seasons they can only tell us that when the storm is long past the ocean is flat again. (CW IV, p. 65)

 

This attack on orthodox theory, which only discloses the properties of equi-

librium, foreshadows the transition from the Treatise on Money to The General

Theory.

In 1920, Keynes returned to the Treatise on Probability (TP), to revise it for

publication (1921). Although virtually ignored by economists until very re-

cently, TP is now the subject of enormous interest, as it is seen as the prime

expression of the philosophy which led eventually to Keynes’s crowning achieve-

ment, The General Theory. Keynes developed a theory of probability to establish

principles of rational judgement and rational action in an uncertain world,

where ‘knowledge of the permanent facts of existence’, including reliable

conventions and scientific laws, provide little guidance. Keynes’s logical theory

of probability deals with events or propositions to which no numerical prob-

ability can be attached; indeed the probabilities may not even be comparable in

terms of more or less. The classical, relative-frequency theory of probability is

seen as a special case, applicable to a restricted class of events.

The logical theory of probability has direct relevance to decision-making
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GT make their investment decisions by a combination of rational calculation

(the marginal efficiency of capital) and the mixture of non-quantifiable hunches

and sheer urge to action which Keynes called ‘animal spirits’.

Post-war events had brought to the fore the influence of banking and

monetary policy on the economy. With TP and the Tract out of the way,

Keynes determined to write – in between his journalistic excursions – A

Treatise on Money, bringing together his accumulated knowledge. A Treatise

is a solid, scholarly work, ‘built to last’. Its appeal to scholarly tradition is

evident in its structure. There are two volumes, mirroring the dichotomy of

Marshall: The Pure Theory of Money (CW V) and The Applied Theory of

Money (CW VI). But as Harrod pointed out, it was really impossible for

someone like Keynes, whose thinking was undergoing continuous evolution

(spurred on by his contemporaneous service on the Macmillan Committee) to

write a definitive treatise. Indeed, not only does TM contain internal evidence

of this evolution, but it is also well documented that Keynes was dissatisfied

with it as soon as it was finished (CW XIII).

TM (1930) takes up the challenge of the Tract: its theoretical analysis is

concerned with the processes of adjustment necessitated by variations in

demand, or (equivalently) disparities of saving and investment, which result

in windfall profits or losses. Windfalls are defined as unexpected deviations –

the ‘tempestuous seasons’ – from the flat sea of a long-period equilibrium.

The equilibrium is Wicksellian: just-normal profits, normal real wages, full

employment of the factors of production, equality of saving and investment

and of the market and natural rates of interest. The quantity of money deter-

mines the equilibrium price level. Departures from long-period (full)

employment are explained by fluctuations in demand which are presumed

temporary.

The framework of TM is firmly traditional, not only in the characterization

of equilibrium as long-period but also in casting unemployment as a disequi-

librium phenomenon and attributing it to entrepreneurial error: a proposition

fully acceptable to classical and neoclassical economists to this day. The

natural rate of interest is determined by saving and investment, as of old, but

the money rate of interest is determined by banking policy and a new element

– what we would now call liquidity preference – involving the deployment of

the whole of financial wealth rather than, as in loanable funds theory, only the

flow of saving. Here is another step towards The General Theory.

Disequilibrium provokes adjustment, which takes place in two time frames:

within a single production period and in the moment at the beginning of the

next period. Within the period, plainly the level of output has already been

decided and cannot be altered, even if demand is greater or less than

expected. Prices, however, may respond, either to changes in the costs of

production (mainly changes in money wages) or to excess demand. The
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first Keynes called ‘income inflation’, the second, ‘profit inflation’. Be-

tween periods, output and employment decisions may be altered in the light

of realized profits. Thus profits are the spur to change. But given the way

equilibrium is defined, wages must fall to cure unemployment – a very

‘classical’ conclusion!

When Keynes published TM in 1930, production in Britain had been de-

pressed since 1921 and unemployment had never fallen below 10 per cent of

the insured labour force. Was all this really only due to ‘transitory monetary

factors’? Money wages had fallen sharply in the early 1920s but, contrary to

the TM, unemployment had persisted. Added to these facts of experience was

theoretical criticism: a group of brilliant young economists at Cambridge,

their own names now legendary in their subject, had persuaded Keynes that

TM did not really admit of changes in output. In mid-1931, with work for the

Macmillan Committee finished, Keynes resolved to spend more time in Cam-

bridge, to revise TM. The stage was set for the Keynesian Revolution: what

emerged, in 1936, was The General Theory of Employment, Interest and

Money (CW VII).

The Keynesian Revolution is usually understood to be the policy conclu-

sion associated with Keynes: government spending to counteract a slump.

But others had advocated this policy long before Keynes. There are two,

interdependent revolutions, neither to do with policy: one is a revolution in

theory, the other in economic method. By means of these changes, the policy

became, for the first time, consistent with economic theory.

Looking at TM from the point of view of Marshallian method, it is a classic

example of the excluded middle: of Marshall’s three ‘periods’ – market, short

and long – only the two extremes are represented. The production period

corresponds to the market period, in which output is perforce fixed at the

beginning, while Keynes’s point of reference is the long period. It is true that

output decisions can be revised at the start of the next period, but this was not

captured in the formal analysis of the Fundamental Equations. A sequence of

production periods constitutes the short period, in which capital is fixed but

output and employment, as well as prices, are variable. This construct, miss-

ing from TM, is the framework of most of the GT.

The move to the short period constituted a sharp break with the traditions

of monetary theory. The ‘classical dichotomy’ between the real and monetary

sectors states that ‘real’ factors, including saving and investment viewed as

real sources, determine ‘real’ variables – output, the rate of interest and

relative prices between goods. Money determines the ‘absolute level’ of

prices. The real factors were seen as ‘fundamentals’, which determine the

long-period equilibrium position to which the economic system would even-

tually return. ‘Competition’ – the expansion, entry and exit of firms – would
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at which factors of production were fully employed. Economic fluctuations,

including unemployment and price fluctuations, were caused by monetary

factors and were by nature transitory.

In the short period the capital stock is taken as given; hence long-run

competition cannot do its work, as entry and exit imply changes in the capital

stock. All production decisions, and hence employment decisions, by defini-

tion take place in the short period – that is, with the capital stock on hand. A

given capital stock implies the possibility of quasi-rents or supernormal

profits which vary with the level of demand. When demand is correctly

anticipated, there is short-period equilibrium, which need not be a position of

full employment. In the GT, Keynes analyses the properties of this equilib-

rium and adjustment to it, relinquishing the sheet-anchor of the long run.

Indeed, the classical frame of reference is turned upside down: instead of a

theory of fluctuations being used to determine employment, Keynes uses his

theory of employment to explain the trade cycle.

The definitive break with neoclassical economics is the Principle of

Effective Demand. This Principle states that employment is determined by

the expected demand for output, and that the demand for output along with

supply conditions settles the price level. The quantity theory of money and

a labour-market theory of employment are both abandoned. The real wage

is determined as a macroeconomic outcome rather than being a determinant

of employment and output; in place of a theory in which supply and de-

mand for labour have equal weight, the Principle implies that labour has

little control over either the volume of employment or the real wage. If

effective demand is insufficient, there is involuntary unemployment – un-

employment due to the operation of the system as a whole rather than

labour’s actions.

If producers’ demand expectations are met at a level of production which

does not absorb all labour willing to work at the going wage, unemployment

can continue indefinitely; there is unemployment equilibrium. At this point

many would equate the short period to a short run of time and therefore

temporary. But there is no guarantee of convergence to full employment. Nor

would a fall in wages help, for it would reduce demand as well as cost.

Therefore an ‘exogenous shock’ – such as government spending – is the best

remedy.

The Principle of Effective Demand is, like so much in Keynes’s life and

thought, both radical and traditional. It denies the importance of supply and

demand analysis in ‘the labour market’, yet it generalizes to the macroeco-

nomic level Marshall’s theorem that the demand for labour is a derived

demand – derived from the demand for output.

In the GT the theory of the rate of interest is also radically revised. The

determination of the rate of interest was taken away from the saving–invest-
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ment nexus. Saving now adjusted to investment through the multiplier – an

invention of Richard Kahn’s – by a combination of price and output changes.

That left the rate of interest ‘in the air’ until Keynes developed his TM idea of

bearishness into the theory of liquidity preference, severing any direct con-

nection with saving. The old identity of the rate of interest and the rate of

profit was broken. Interest depended mainly on convention and speculators’

expectations. The rate of interest, along with producers’ highly uncertain

expectations of future profit and their animal spirits, determined autonomous

expenditure on investment, on which the level of economic activity utterly

depended as long as the consumption function was stable. And worse! Prefer-

ence for liquidity could keep the rate of interest above the level which would

give full employment, even in the long period. The neoclassical long run was

completely destroyed.

The General Theory, published in 1936, was too late. On top of the

contractionary policies undertaken in pursuit of pre-war exchange rate parity

in the 1920s there had been the Wall Street crash of 1929 and the American

depression, which had spread worldwide. Britain had gone off gold in 1931

and interest rates had fallen, but the scale of the collapse of the world

economy was far too great for national, monetary remedies. Much of the

world seemed polarized between communism and fascism. Before anything

‘Keynesian’ could be done, employment in Britain improved – in anticipation

of another war.

Keynes had his first heart attack in 1937. While this severely limited his

activities, during the war he still managed a prodigious workload. How to Pay

for the War (CW IX), which applies the GT analysis to inflation, was pub-

lished early in 1940. Then he joined the Chancellor of the Exchequer’s

Consultative Council. Soon after, a room was found for him at the Treasury.

He drew no salary and had no official status; he was just ‘Keynes’. From this

position he concerned himself not only with the internal and external financ-

ing of the war, but also with the shape of post-war trade and, especially,

payments.

Keynes had ended the Treatise on Money with a plan for a supranational

bank, an idea which had its roots even in Indian Currency and Finance. His

proposal for an International Clearing Union – essentially a supranational

central bank and thus a complete break with automatic monetary mechanisms

– was the British starting point in negotiations which culminated at Bretton

Woods. Keynes’s concern, characteristically, was the prospect of creditor

countries building up idle balances, thus exerting a deflationary influence.

For the Americans the plan was far too radical: they feared an outpouring of

(probably unproductive) dollar loans. Keynes could not protest too much: he

knew he would soon have to negotiate an American loan to Britain. He did

not dare walk out, as he had in Paris.
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At every stage of these preparations for peacetime, Keynes argued for his

proposals by all available means, including the House of Lords after his

elevation to the peerage (for which he was much teased by his friends) in

1942.

The Loan Agreement was signed just in time for Parliament, which had

been waiting for its outcome, to ratify the Bretton Woods Articles of Agree-

ment. Three months later Keynes went to the first meeting of the Bretton

Woods institutions at Savannah (Georgia) in March 1946. He had expected ‘a

pleasant party’, but it all went horribly wrong. The agenda concerned only

final details, but in them, all the old conflicts over the basic character of the

institutions surfaced afresh. And the Americans had their way. A disappointed

Keynes died at his home, Tilton, in Sussex on Easter Sunday 1946.

 

Keynes’s Major Writings

All of Keynes’s works cited in this biography are to be found in The Collected Writings of John Maynard Keynes, 30 volumes, D.E. Moggridge and E.A.G. Robinson (eds), London: Macmillan, 1971–89. Volume numbers have been given to works cited in the text.

The Collected Philosophical Writings of John Maynard Keynes, R.M. O’Donnell (ed.), five

volumes, are forthcoming.
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David P. LEVINE (born 1948)

David Levine was educated at the University of Wisconsin and Yale Univer-

sity where he received his Ph.D. degree in 1973. He joined the Yale Economics

Department in that year, and remained there, first as an Assistant then as an

Associate Professor, until denied tenure in 1980. In 1981, he accepted a

position as Professor of Economics and Chair of the Economics Department

at the University of Denver, a position he occupied until 1987 when he

moved to the University’s Graduate School of International Studies. Levine’s

main contributions in economics fall into four broad headings: the theory of

value; the theory of capital accumulation and economic growth; the theory of

need; and normative political economy.

Levine’s distinctive approach to economic theory developed under the

influence of Hegel and Marx. His first book, Economic Studies (1977), ex-

plores the conceptual structure of classical and modern economic theory.

Following the method sometimes employed by Marx in his Theories of

Surplus Value, Levine develops an internal critique of the theory of value and

capital, defining the conceptual issues underlying and accounting for analyti-

cal arguments. The main theme of the book can be briefly summarized in the

following way.

The important analytical errors in economic theory are made for reasons.

Uncovering these reasons is more important than correcting the mistakes.

The reasons have to do with implicit and explicit conceptual arguments.

Errors arise because theorists attempt to hold inconsistent arguments simulta-

neously within a single analytical-conceptual construct. Theorists attempt to

say two or more different things at once – in one theory, in one sentence, even

in one word. Important examples include Ricardo’s invariable measure of

value; the so-called transformation of values into prices in Marxian theory;

and the effort to measure capital as a scarce factor of production in the

neoclassical theory. Levine’s strategy in the critique of theory is to make

explicit the tensions implicit in the theories and thus make the analytic errors

intelligible, even inevitable given the contradictions of the intellectual project

that spawned them. This should illuminate the basic structure of the theory, a

structure of which the theorist may be unaware. For Levine, theory is about

making known the often hidden structure of thought that underlies the ex-

plicit arguments presented.

A specific theme emerges out of Levine’s critique of economic theory. The

root of the contradictions and analytical confusions in economics is the

conflict within the theories between two themes: the construction of eco-

nomic relations as naturally, materially, or subjectively determined, and the

construction of economic relations as socially determined. Levine develops

this theme in the Prologue to Volume I of Economic Theory (1978). There he

investigates the materialist arguments of the classical economists, Marx, and
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modern classical thinkers (such as Piero Sraffa), and proposes a methodo-

logical revision of their theory based on certain of their own arguments. In

this respect, Levine’s work is both a critique and extension of the classical-

Marxian tradition in economics. This relation becomes clearer in the remaining

parts of Economic Theory, where Levine explores the core of economic

theory through a reconstruction of Marx’s argument regarding value, money,

capital, labour, production, circulation and accumulation.

Levine’s notion of social determination follows the Hegelian idea of recip-

rocal recognition and constitution of personhood. The idea of recognition

relates closely to the way we think of core economic concepts, especially

need, value and exchange. The Hegelian reference point led Levine to think

of the market system as a constitutive rather than instrumental institution. In

other words, the market is not essentially a means; it is a world of relations

that define (constitute) who we are, how we see ourselves, and how we relate

to others.

In this way of thinking, our individuality and self-hood are not subject to

social determination, they are our social determination. They are created

through, and only have meaning in, our relations with others and with the

structure of relations considered as a whole. This insight formed the basis for

a continuing revision of the classical theory to take social determination into

account. The implications of the idea are developed in a series of works, most

notably Economic Studies (1977), Economic Theory (1978 and 1981), Needs,

Rights, and the Market (1988), and Subjectivity in Political Economy (1998).

In all of this work, Levine attempts to explore a difficulty in the theory of

need as it comes down to us from the classical economists, Marx and the

neoclassicals. These theories offer us two ways of conceptualizing need and

want: as subsistence need and as preference. The virtue of the classical notion

of subsistence lies in its determinacy: what we consume is not a matter of

arbitrary choice. The weakness of this idea is that it does not consider the

individual, and thus the market system, in any meaningful way. The neoclas-

sical approach reverses the strengths and weaknesses of the classical, giving

up its sense of the determinacy of want in order to make subjective choice the

main theme in economic activity. We thus face a dilemma: determinacy of

want without the individual moment, or individuality without determinacy.

Levine rejects the strategy of synthesizing what are, in important respects,

incompatible ideas. To attempt such a synthesis must lead to conceptual

incoherence. Instead, he proposes a reconstruction of the theory of want

aimed at making individual self-determination of wants central to economics

without defining those wants in the problematic and conceptually incoherent

language of preference based choice.

In ‘The Determinants of Capitalist Expansion’ (1982), and in Volume II of

Economic Theory (1981), Levine presents a theory of capital accumulation
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based on the considerations briefly outlined above. He argues that central to

the process of capitalist expansion is the interaction and sometimes opposi-

tion between private accumulation and the growth of social wealth. This is a

classically inspired theory within which the market (both aggregate and

particular product demand) plays a decisive role.

Levine modifies the classical-Marxian theory to highlight the constitutive

role of the market. In doing so, he integrates the demand side, employing the

insights of Michal ⁄ Kalecki and Josef Steindl. Levine’s critique of the classi-

cal theory of markets (1980) focuses on the weaknesses of the idea that the

market is a passive mechanism for allocation or reproduction. In Steindl’s

work, competition of capitals and the struggle over market shares are central

to capitalist dynamics. Levine develops this theory in a particular direction to

take into account consumer demand. Levine’s theory of consumer demand

embodies his broader notion of social determination of the individual, sug-

gesting how that broader theory has concrete implications for analytical

arguments concerning capital accumulation and capitalist development.

Levine’s non-neoclassical account of consumer decision-making attempts

to gain important ground for the classical approach without giving way to the

subjective method and the problematic notions of utility and rational choice.

If successful, this would enable economic theory to consider a set of vital

concerns excluded by the subsistence notion traditionally employed in classi-

cally inspired theories.

Analytically, Levine’s theory incorporates a version of the argument from

Kalecki and Steindl. The expansion of the particular unit of capital encounters

limits in the growth of its market, which depends on the growth of the system

as a whole. The latter is the result of particular investment strategies of firms, so

a circular causation is established at the core of the capitalist process. Levine

refers to this as self-replicating growth, a restatement of Joan Robinson’s

notion of ‘desired growth’. But, while Robinson is mainly concerned with the

stability of growth, Levine is concerned with the implications of circularity for

the relation between the firm and the market. When circular causation con-

strains the growth of the individual firm (as it inevitably does), the growth of

the firm demands that it alter its relation to the market as a whole (specifically

its market share). The inevitable translation of extensive growth into structural

change involves various forms of competition and innovation.

Levine emphasizes three dimensions of structural change: price competi-

tion and the concentration of capital, new product development and the

transformation of modes of consumption, and the exploitation of external

markets (possibly including government spending). Levine’s aim is to root

these dynamic features of capitalism in the logic of its fundamental structure

by setting them in the dynamic relation between private accumulation and the

growth of social wealth.
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Beginning in his earliest publications, Levine emphasized the link between

quantitative growth and structural change (see 1975). Levine’s theory at-

tempts to explain the development, and particularly the uneven development,

of capitalist economy. It emphasizes the role of the particularization (differ-

entiation) of capitals and the development of their cost structures in the

process of uneven growth and development. Uneven development is rooted in

the connection between quantitative growth and competition. Since, as Levine

argues, competition is the mode of growth, so also is unevenness born of

winning and losing in the competitive struggle (and of building upon gains

and losses in the circular and cumulative process). In this theory, uneven

development is built into the logic of capitalist economic organization.

On a broader level, the theory culminates in a vision of the social purpose

of the market or, as Marx would say, the historical mission of capitalism

(1981 and 1988). Levine’s exploration of the social purpose of the market

centres on the meaning and role of private property and the private ownership

of capital.

In his more recent work, Levine moves towards a rights-based critique of

private enterprise (1988, 1995 and 1997). Here, Levine brings his analysis of

the social determination of wants and of the market to bear on the question of

economic justice and economic right. This work considers the significance of

the social determination of need, of self-seeking and the idea of the self, for

normative concerns in political economy.

In his work, Levine emphasizes the importance of thinking abstractly

(1989). He seeks to retrieve something of the spirit of theorizing that has

lately come on hard times. In mainstream economics, theory means model.

This equation effectively excludes the serious exploration of conceptual is-

sues and their links to analytical arguments. It prevents us from learning what

we might from the work of reflecting on the structure of our thinking. The

equation of theory with model has taken its toll on those economists seeking

to develop alternatives to neoclassical theory. Among the latter, further barri-

ers have been thrown in the path of theoretical thinking by the proclivity for

politically inspired modes of argument.

Under the early influence of Joan Robinson’s work (especially her critique

of the neoclassical theory of capital), Levine was impressed by the necessity

for conceptual clarification as the essence of good theoretical work. Levine

continues to be an advocate of theory, not as modelling the world, but as

making sense out of it.

 

Levine’s Major Writings

(1975), ‘The Theory of the Growth of the Capitalist Economy’, Economic Development and

Cultural Change, 24 (1), October.

(1977), Economic Studies, London: Routledge & Kegan Paul. (1978), Economic Theory, Volume I, London: Routledge and Kegan Paul. Volume II, 1981.
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Adolph LOWE (1893–1996)

I was born on 4 March 1893 in Stuttgart. From 1911 to 1918 I studied law,

economics and philosophy at the universities of Munich, Berlin and Tübingen,

the last granting me the Dr Juris in 1918. From 1919 to 1924 I served as

section head in the Ministries of Labour and Economics, and in the period

1924 to 1926 I was head of the International Division of the Federal Statisti-

cal Bureau in the Weimar Republic. In 1926 I joined the University of Kiel as

Professor of Economic Theory and Sociology; I also became Director of

Research at the Institute of World Economics at the same university. It was at

the latter that I established the centre for research into business cycles and

their control and regulation through planning. In 1931 I was appointed Pro-

fessor of Political Economy at the University of Frankfurt am Main where

many leaders of socialist thinking had gathered. In March 1933 I became the

first professor in the social sciences to be fired by Hitler.

I had to move, and was appointed Special Honorary Lecturer in economics

and political philosophy at the University of Manchester. From there I joined

the New School of Social Research in 1941 as Professor of Economics and

Director of Research in the Institute of World Affairs where I stayed until my

retirement in 1963. As Professor Emeritus I remained active in the depart-

ment at the New School until my return to Germany in March 1983. In 1984 I

was awarded the Dr Honoris Causa by the University of Bremen. I also hold

the Veblen–Commons Award and the Grand Cross of the German Order of

Merit.

My major publications include ‘Wie ist Konjunkturtheorie ueberhaupt

moeglich’ (1926); ‘The Classical Theory of Economic Growth’ (1954); On

Economic Knowledge (1965, 1977); The Path of Economic Growth (1976)

and Economic Means and Social Ends (1969) which was edited by Robert L.

Heilbroner and published on my seventy-fifth birthday.

My ‘dissent’ emanates from my concern with the central question of eco-

nomics as being the determination of the path of economic growth in relation

to technical progress and social change. The issues which I believe are in

dispute can be summarized in the following manner.

There is dissent about the diagnosis of the contemporary socio-economic

process – about the explanation of certain shortcomings of this process – and 374 Adolph LOWE

 

about the policies appropriate to overcome these shortcomings. There is,

however, no dissent about the ultimate goal towards which the socio-eco-

nomic process should tend; namely, a level of provision acceptable to all

members of society combined with the maximum degree of personal freedom

that is compatible with the viability of the system. Such a level of provision is

to be obtained from the full utilization of resources, operating under condi-

tions of balanced growth.

The political economist agrees with the neoclassical economist that the

present state of the Western economies, in particular of the larger ones, can

by no means pass as a realization of this goal. But when it comes to establish-

ing the causes of what I define as ‘systemic instability’, opinions again

diverge. To the neoclassicist such instability is ultimately the result of public

controls that limit individual freedom. Contrariwise, in the view of the politi-

cal economist, the prevailing controls, though largely imperfect expedients,

are the very instruments that have so far kept destabilization within tolerable

limits.

Still, in order to uphold this view, the political economist must refute an

argument, with the help of which the neoclassicist tries to demonstrate that an

uncontrolled system of laissez-faire can be both stable and capable of satis-

factory provision. He refers as evidence to the liberal era of the nineteenth

century.

Now it is true that, when compared with the centuries of feudalism and

absolutism, revolutions as well as peaceful reforms which started in the latter

part of the eighteenth century have gradually abolished most of the personal

constraints formerly imposed by monarchs, priests, bureaucrats and guild

masters. It must also be admitted that during this period, Western capitalism

achieved a fair degree of resource utilization and a steady rise of provision

for most strata of society. But was it unlimited personal freedom which

provided the marketers with these benefits? Were they not subjected to imper-

sonal constraints, stringent enough to narrow down the range of personal

freedom in the economic realm almost to the limits of the pre-liberal era?

Among those impersonal constraints was the pressure of poverty upon the

broad masses during the first half of the liberal century. No less effective was

the pressure of unlimited competition upon the middle and upper strata of

society, intensified by the repercussions of technological progress. More

subtle was the constraining influence of Victorian culture, some variety of

which dominated at least the overt behaviour of the relevant layers of all

Western societies.

In the economic realm, the combined impact of these forces imposed on

the partners in market transactions the uniform action directives of maximiz-

ing receipts and minimizing expenditures, formalized in the so-called law of

supply and demand. It was those impersonal constraints which achieved that
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uniformity and thus compatibility of the behaviour of the market participants,

which created what stability and balance the liberal system displayed.

However, it is a major characteristic of contemporary capitalism that those

impersonal forces are steadily wearing away – through the democratization

of political institutions with the indirect effect of raising the provision of the

masses; through the limitation of competition on both sides of the social

fence; through a new revolutionary technology, and through a general ‘loos-

ening’ of the standards of behaviour.

By expanding the range of individual choice and also the range of persons

and groups who can benefit from such expansion, the discarding of those

impersonal constraints has indeed enhanced individual freedom. But at the

same time the political economist must remind his opponent that ultimately

not only the freedom but even the physical survival of the individual depends

on the viability of the socio-political system of which he is a member. This

viability cannot be maintained after the earlier constraints are discarded,

unless it is strengthened by public controls of the action directives of those

members. Therefore in his view it is the very approximation to the laissez-

faire ideal of the neoclassicist that has become the main cause of the present

instability.

This difference concerning the goal-adequate organization of contempo-

rary markets extends to the nature and function of the theories from which

the respective views are derived. To the neoclassicist the function of theory is

entirely explanatory. It is to state the reasons for the by no means obvious

fact that in a market in which the behaviour of members is totally uncon-

strained, the goal as defined above can be attained; also why, on the other

hand, the goal will be missed if there is any interference with the unlimited

freedom of the marketers.

In contrast, the function of theory in political economy is ultimately practi-

cal. It also starts with an explanatory argument, expounded above, which

refutes the neoclassical idea that a socio-political process, operating through

the unlimited autonomy of its members, can ever attain its goals. But from

this analysis the conclusion is drawn that only a subsequent practical step,

namely the application of public controls in the realm of practice, can trans-

form an initially goal-inadequate state or process into a goal-adequate one.

To do so, however, the political economist must know which public controls

are goal-directed – again a task for theory. To answer this question, I make

use of the heuristic method, a research technique which today leads a subter-

ranean existence alongside the conventional hypothetico-deductive method

(for the history of the heuristic method and its potentiality, see Polya, 1957).

In order to facilitate understanding I will spell out the differences in the

two methods between what is treated as known and as unknown. The conven-

tional method treats as known the initial state of the system and a universal, 376 Adolph LOWE

 

changeless law of motion. The unknown is the future state of the system,

whenever one or more of the data which make up the initial state change. In

contrast, the heuristic method treats as known, besides the initial state, also

the future state of the system – of course not as an accomplished reality, but

as stipulated by political decision. The unknowns are the factors that can

transform an undesired (unstable) initial state into a desired future state.

Among those factors are: a suitable path of adjustment, behaviour patterns

suitable to pursuing that path, individual motivations suitable to inducing the

suitable behaviour patterns, and finally public controls suitable to inducing

the motivations.

This procedure also indicates why I contrast neoclassicism with political

economics. Political decisions enter in the course of this chain of analysis

twice: when the goal of the adjustment process is stipulated (in a modern

state in accord with the ruling constitutional principles), and when the

heuristically-discovered public controls are applied by political administra-

tors (see 1983).

But the achievements of political economy are not confined to the prac-

tice of goal attainment. They include the restoration of deductive theory. A

new ‘law of motion’ is established through the uniformity of responses

which the public controls prescribe. To the extent to which these controls

succeed in transforming the initial behaviour patterns into goal-adequate

ones, a ‘quasi-law of motion’ is created – ‘quasi’ because it is not a ‘given’

property of the system (in the way the law of motion is treated in conven-

tional analysis), but the product of extra-systemic public controls. Still,

such quasi-laws of motion can serve as the minor premise in a deductive

procedure, the conclusion of which can be tested in the traditional manner

by observing the movements which these controls induce in the trans-

formed system. However, this favourable outcome depends on a very

important, but by no means assured condition, namely that the public con-

trols are successful. In other words, there may be a divergence between

what appear as suitable controls at the level of analysis and what they

achieve in practice. In order to explain this possible clash, I must be more

explicit about the logical nature of the heuristic method.

Heuristics is a search procedure that does not ‘derive’ its conclusions in the

usual sense of the term. There are no strict rules, the observance of which

could safely guide us from one step of analysis to the next. It is a regressive

procedure, leading from the consequent to the antecedent and thus resulting

in a chain of ‘discoveries’. The successive steps are, in Michael Polanyi’s

words, ‘logical leaps’. But they are not leaps in the dark. They start from a

detailed description of the initial state – the place from which we leap – and

an equally detailed description of the place upon which we want to land. The

more detailed and precise those descriptions are, the narrower are the bounda-
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ries within which the solution lies. Furthermore, within those boundaries our

search is guided by past experience, analogies and other clues. Yet it remains

true that our ultimate insight springs from a non-rational act of ‘imagination’

as Charles Pierce, the modern rediscoverer of heuristics, formulated.

To reassure the reader that no mystical powers are involved in this account,

I refer to induction – the preliminary of deductive reasoning because it

establishes the major premise of any syllogism. There are also no binding

rules, according to which a researcher could decide in favour of one among

many possible hypotheses. Which one he chooses in the end, adopting what

is called ‘induction by enumeration’ or Einstein’s ‘free creation of the mind’,

is neither a strictly determinable nor an arbitrary decision. The researcher

‘senses’ a structural relationship between the hypothesis he chooses and the

problem he wants to solve.

Still, as in the case of induction, the findings of heuristic analysis can be

accepted only provisionally. At best they are plausible, but always remain in

need of empirical confirmation. The locus for such a test is the structure of

the new system as it evolves under the impact of the applied controls.

There we touch the weak spot of every attempt at theorizing about social

processes. Their ‘particles’ do not respond blindly to external stimuli, as do

molecules or cells. The effect of any external control depends on the subjec-

tive response of the controlled. This in turn depends on whether or not they

understand its purpose and agree with it, but also on the type of control,

ranging from mere suggestion to outright coercion. This ‘looseness’ of the

interrelation between controls and behaviour is inherent in the very nature of

social systems. It is due, not to the logic of heuristics, but to the

Erkenntnisobjekt to which it is applied – man in society.

Therefore prediction in this realm is reduced to pragmatic experimenta-

tion, and we must accept that our ‘quasi-law of motion’ can never be as strict

as the laws that govern nature. Speaking as scientists, we certainly deplore

this outcome. As members of a modern society we feel comforted that our

controllers can never destroy our basic freedoms.
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Rosa LUXEMBURG (1871–1919) Meghnad Desai

Rosa Luxemburg was born in Zamosc, in the Russian part of Poland, on 5

March 1871. She was a pioneer in the Polish Social Democratic party and a

leading member of the German SPD. She made a marriage of convenience

with Gustav Lubeck to obtain German citizenship, but was associated with

Leo Jogiches and Karl Liebknecht as comrades-in-arms. She took a doctorate

in economics at the University of Zurich in 1898, her thesis topic being the

industrial development of Poland.

The main claim of Rosa Luxemburg as a dissenting economist rests on her

book The Accumulation of Capital. Written in 1913, this generated a lot of

debate at the Second International in which Bukharin, Hilferding and Lenin

participated. Her reply to her critics was published posthumously in 1921 as

Anti-Critique though it was written earlier in 1915. Rosa Luxemburg can also

be seen as a major influence on Kalecki who used the Marxian reproduction

schemes as a starting point for macroeconomics.

Soon after Marx’s death in 1883, the two remaining volumes of Capital

were published from his notes by Engels. Each volume sparked off a contro-

versy among Marxists most of whom were active in the SPD (the German

Socialist party) or in fraternal socialist parties in Europe. The controversy

centred on the contradiction between the model of capitalist crisis in Volume

I, Part VII – the classic Marxian model of business cycles – and Volume II,




Chapter 21 entitled ‘Accumulation and Reproduction on an Extended Scale’.

The latter presented the possibility of a crisis- and cycle-free growth of

capitalism in a two-department Scheme of Expanded Reproduction (SER).

Thus at the level of abstract theory, there seemed to be two different possible

scenarios for capitalism.

At that time, Eduard Bernstein had mounted a revisionist attack on Marx-

ism, arguing that business cycles had become less violent and more controllable

in the late nineteenth century. He thus argued that Marx’s theory should be

abandoned in favour of a reformist programme. On the publication of Volume

III of Capital in 1894, Böhm-Bawerk wrote a polemical attack arguing that

Marx contradicted himself as between Volumes I and III and that his central

contention – that profits arose from surplus value – was logically false.

Logical contradiction or error and empirical misfit were the twin attacks

with which the Marxists of late nineteenth century had to contend. The period
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1883–1913 was characterized by debate on these two controversies. Hilferding

participated in both, arguing for a qualitative rather than a quantitative inter-

pretation of the value–price transformation, conceding in effect the logical

error alleged by Böhm-Bawerk. As for the cycle problem, he accepted the

Bernstein critique in its empirical aspects and proposed a revision of Marx’s

theory of (competitive) capitalism, replacing it with a model of monopoly

capitalism in which finance capital played a dominating role over industrial

capital. He did not offer a new value theory, but grafted empirical details on

to the classical Marxist doctrine.

Rosa Luxemburg has the unique distinction of mounting an immanent

rather than an empiricist critique of Marx’s theory of accumulation. The

problem as she saw it was not so much the mismatch between theory and

facts, but that the theory was left at too high a level of abstraction to be useful

for examining facts. Marx’s theory was incomplete; it needed repair and

completion rather than revision. She was unwilling to repeat the litany of the

faithful about Marx. She examined him critically and in so doing enriched

classical Marxism. She did not find the competitive assumptions of Marx

problematical, since she did not conceptualize competition or monopoly in

terms of the number of competing firms or their size and so on. Instead she

saw the problem in the internal logic of the Scheme of Expanded Reproduction.

It may be briefly recalled that in these Schemes Marx puts forward a two-

department model in which the output of the machine sector (Dept I) exceeds

the input demand at current levels of activity: Y1 > C1 + C2 and that of wage

goods (Dept H) falls short: Y2 < [V1+V2+S1+S2] (using standard notation

for constant and variable capital and surplus value; all in value units). Faced

with this imbalance, Marx proposed that a decision by Dept I capitalists to

invest a constant one-half proportion of surplus value (keeping the organic

composition of capital unchanged and with Dept II capitalists absorbing the

remaining output of Dept I) will ensure, year after year, sustained growth of

the economy with no falling profit rate, no cycles and no breakdown.

The conflict of the Scheme with the rest of Marx’s work is obvious. Was

Marx trying to point out the difficulty of achieving equilibrium reproduction

without overall planning (that is who would order the capitalists of Dept I to

invest one-half of surplus value) or was this another of those gross contradic-

tions between Volume I and subsequent volumes?

Rosa Luxemburg subjects Marx’s Scheme to a thorough logical analysis.

Unlike any other Marxist writer of her time (or even the anti-Marxists for that

matter) she reveals an immanent logical flaw in Marx’s analysis. It is logi-

cally impossible, she says, for capitalists to invest surplus value before it is

realized; there just is not the money. Since credit supply is not part of Marx’s

original Scheme, she is correct in saying that investment plans are not suffi-
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be incurred, value produced has to be converted into money before it can be

spent on expansion. If, however, the realization of surplus value is contingent

upon the investment plans being actualized, we are in a logically circular

situation. This is not the type of circularity that Dimitriev defended Ricardo

against; nor is this the sort of vulgar attack that Böhm-Bawerk launched

against Marx about the price value problem. Her objection to the Scheme

does not hinge on the issue of there being no aggregate Departments, only

individual capitalists in the ‘real’ world. Marx’s scheme is logically incon-

sistent, although it may well be a super convergent two-sector growth model

as Morishima (1973) has argued.

The vital point, though not made in this way by her, is that Marx had no

business to consider the circuit of commodity capital in isolation from the

circuit of money capital: the first third of Volume II contradicts the last third.

Commodity fetishism being what it is, no one at the aggregate level, much

less at the individual capital level, can operate in terms of labour values of

constant capital and so on. Where, she asked, did these Dept I capitalists get

the money to buy these goods?

Accumulation and reproduction in capitalism cannot logically be concep-

tualized in terms of commodity capital circuits; money has to be at the

beginning and the end of the process, as the first part of Volume II of Capital

convincingly demonstrates. Thus the transitions from money to productive

capital and from output produced back to money are essential links in the

chains of converting (transforming) surplus value into profits. Money is thus

not superficial or nonessential to capitalism. In playing with the SER, Marx

overlooked this fundamental requirement. The incomplete and unpublished

state in which he left his manuscript was probably partly to account for this.

But if Marx were to be treated critically rather than in an unquestioning

way, it was vital that the incompleteness be repaired. Rosa Luxemburg saw

clearly that the missing monetary links of the SER relate to the unsolved

question of realization: who buys the ever-expanding output produced by the

two Departments and, more important, why do they buy it? Thus effective

demand is explicitly posed as a problem.

Given the two-Department/two-class framework, she argues that no purely

internal/endogenous resolution is possible. Capitalists of the two Depart-

ments cannot be expected to go on accumulating and expanding the scale of

their operations merely because that makes the numbers add up. Although

she does not put it in these terms, Marx’s scheme lacks an investment behav-

iour relationship: is it profitability that drives accumulation; is it the fear of

competition or of erosion of profitability? The cycle of profit rate and accu-

mulation working – the pressure in rate of surplus value that is in Part VII of

Volume I of Capital – needs to be integrated with the two-Department scheme

of Volume II. In particular, why does the profit rate not fall in SER as it does
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in the Volume I theory? Why is there no pressure via exhaustion of the

reserve army on the rate of surplus value?

Rosa Luxemburg tackles these questions in the last section of the book

which occupies eight chapters. Having rejected a purely internal logical

solution (for instance by positing an ex ante equilibrium of plans and expec-

tation as in Desai, 1979, Chapter 18), she looks for an extension of the model

beyond the two Departments and two classes. She introduces in turn the pre-

capitalist peasant economy within a country, the pre-capitalist periphery abroad,

the developed capitalist economy in the international arena and finally gov-

ernment and militarism. Each extension puts Marx’s model in a richer

historical, as well as analytical, context: historically this is how capitalism

did expand; logically these are the only ways it can expand. Of course once

the various external spheres are conquered, internalized, the question to come

up is, historically and logically, where can capitalism expand next?

One particular solution that she proposed to the realization problem was

military spending, the very last chapter of The Accumulation of Capital being

entitled ‘Militarism as a Province of Accumulation’. It is here that Rosa

Luxemburg suggested that military spending, being prototypically wasteful,

could form a structural part of the reproduction strategy of capitalism. This

was by treating military spending as Dept III. As was her method in the rest

of the book, she set up a numerical example. She did not however treat the

military sector as a ‘Third’ Department explicitly, but tacked it on separately.

Armaments expenditure was seen as an indirect tax on wages, a diversion of

variable capital to maintain an army. Excluding the armament output from

the social product, it can be shown that the diversion of variable capital by a

tax on wages causes a decline in total social product – a multiplier working

negatively (see Rowthorn, 1980, for a corrected version of Rosa Luxemburg’s

example). However the armaments industry represents a market for Dept I, in

an extreme case a suitably high taxation of wages can, via a balanced budget,

leave the output for Dept I and total surplus value unchanged (see Desai,

1979, for details). Subsequent debates on militarism and Dept III have taken

this idea further, but Rosa Luxemburg herself did not attach too much weight

to this argument. Thus in her Anti-Critique she does not refer to militarism,

although ironically her life ended in a struggle against militarism.

Critics have not always understood the power of her logical arguments.

Thus the problem is not solved by saying that capitalists buy from each other

for ever and ever; effective demand has to be backed by purchasing power,

which presumes the sale of existing production. It is possible to envisage a

bootstrapping mechanism of capitalists’ expectations such that the plans of

the two departments are consistent; but the logical structure for such invest-

ment behaviour is not in line with profit-orientated motives. If capitalists

lived to clear each others’ markets and not for their own profit, one might 382 Rosa LUXEMBURG

 

accept bootstrapping. Steady-state theories require that capitalists have al-

ways lived in the steady state and hence behave as if they always will and

thereby bring about this happy outcome. (As the late Professor Joan Robinson

once said to me during a seminar I gave on this problem: capitalists of Dept I

invest one-half of their surplus value because they have always done so.

Where is the problem?) Such growth scenarios require rational expectations

based on output growth as an objective of capitalists, together with steady-

state growth in the past, to meet Rosa Luxemburg’s cogent objection.

The point is that even ex ante equilibrium is difficult enough to envisage

without begging the question. Actual capitalist behaviour at any except a

single-good/single-capitalist level cannot be modelled as equilibrium without

removing money, uncertainty and past history from the discussion. The prob-

lem of modelling capitalist dynamics as a monetary, disequilibrium

phenomenon arising out of plausible behavioural rules for investing capital-

ists in a competitive framework still remains unsolved. Rosa Luxemburg’s

challenge has yet to be answered.

On the broader political economy front, she extended Marx’s theory of

capitalism to include the pre-capitalist formations at home and abroad, as

well as integrating the State via militarism into the accumulation process.

The long years of Stalinist orthodoxy reduced the impact she should have had

on the development of political economy. There is now, again, much to be

gained from returning to Rosa Luxemburg.

 

Luxemburg’s Major Writings

(1913), The Accumulation of Capital (translated by Agnes Schwarzchild), London: Routledge

and Kegan Paul, 1951.

(1921), The Accumulation of Capital – An Anti-Critique, in N. Bukharin (ed.), Imperialism and

the Accumulation of Capital (translated by K. Tarbuck), London: Allen Lane, 1972.

 

Other References

Desai, M. (1979), Marxian Economics, Oxford: Basil Blackwell. Morishima, M. (1973), Marx’s Economics, Cambridge: Cambridge University Press. Rowthorn, R. (1980), ‘Rosa Luxemburg and the Political Economy of Militarism’, in R.

Rowthorn, Capitalism, Conflict and Inflation, London: Lawrence and Wishart.




Bruce McFARLANE (born 1936)

Bruce McFarlane was born in Mudgee (New South Wales). At school he

read Marx’s Poverty of Philosophy and Engels’ Ludwig Feuerbach, both

classic statements of the distinction between mechanical and dialectical

materialism. At school and university he studied economic theory and the

history of economic thought in order to understand the anatomy of civil

society.

In the 1950s, the Faculty of Economics at the University of Sydney offered

courses, taught by J.R. Wilson and E.L. Wheelwright, which included the

study of Marx, Sraffa, Kaldor, Kalecki and Lange. Attracted to the deep

analysis of these writers, McFarlane attempted in later years, not only to

expound them to new generations of students (1982b, Parts I and II, and

1985), but also to apply the major insights to Australian conditions (1968a,

Chapters 4–8, and 1982a). In company with Professor P.D. Groenewegen of

the University of Sydney, he has also written the first comprehensive history

of Australian economic thought since the offering of Crauford Goodwin, a

visiting Canadian, almost 25 years ago (1990).

Graduating with first-class Honours in Economics, he failed to win the

support of the Dean of the Faculty of Economics, Professor S.J. Butlin, in

obtaining the normal scholarship to pursue the further study of economics in

Cambridge. Instead he got the support of the Yugoslav Department of Cul-

tural Relations with Foreign Countries, being appointed by its chief, Madame

Regner, as ‘Oceanic Scholar’ for 1958.

As a result, McFarlane was able to study techniques and analysis of

economic planning under conditions of market socialism. His mentor at this

time was Dr Jakov Sirotkovic, a young and brilliant economic planner not

long returned from postgraduate work in Manchester (later Premier of

Yugoslavia). Following the completion of one-year’s intensive instruction

in the theory and practice of economic planning and the mysteries of the

Yugoslav economy (1966, 1988), McFarlane joined the Perspective Plan-

ning Division of the Indian Planning Commission. He was for a time

member of a small team headed by Michal ⁄ Kalecki, who was visiting ad-

viser to the Nehru administration on the Third Five-Year Plan (other members

of the group included Vinod Prakhash, Jagdish Bhagwati, A.K. Sen and Ms I.

Grace). Inevitably he came under the influence of the powerful personality of

Michal ⁄ Kalecki with whom he travelled to parts of India. Personal contact

with Michal ⁄ and Ada Kalecki left a deep impression that the study of political

fetters on economic growth and of the institutional settings in particular

countries must form an integral part of what later came to be called ‘develop-

ment economics’. In particular, McFarlane applied some Kaleckian principles

to the analysis of the Austrian economy (1968a) and to a socialist economy in

his book on Yugoslavia (1988).
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Consequently, after completing a five-year stint as a Research Fellow in

Economics at the Australian National University under the good care of

Professor Heinz Arndt, McFarlane devoted a number of years to the study of

political institutions, to the ideas of Mao Tse Tung insofar as they related to

development strategy (1968b), to the Soviet industrialization debates of the

1920s and to Maurice Dobb’s corpus of writings on these and related sub-

jects. In 1976 he was appointed to the Chair in Politics at the University of

Adelaide, where he continued to specialize in political economy. There he

collaborated with the Professor of Economics, G.C. Harcourt, in exposing

students to the ideas of the ‘Anglo-Italian school’ which included Piero

Sraffa, Joan Robinson, N. Kaldor, L.L. Pasinetti and D.M. Nuti.

In 1971 McFarlane became associated with the Journal of Contemporary

Asia, which had been established in Stockholm to counter CIA investigations

on Vietnam and the South East Asian national liberation movements. In 1980

he succeeded Hamza Alavi as co-editor with Peter Limqueco. Since then, and

with the stationing of the Journal in Manila, he has been involved in field-

work concerning the issues of labour and industry in countries of South East

Asia conducting, with P. Limqueco and J. Odhnoff, a survey of some thou-

sands of workers on 16 industrial sites in Manila, Bangkok, Penang and

Kuala Lumpur (1989).

McFarlane has also increasingly been concerned with encouraging Asian

scholars to analyse the development situation in their own countries and has

offered them publishing outlets. What has been sought is a body of economic

analysis which throws light on such topics as social relations in agriculture,

problems of economic planning and economic democracy (1983), the emer-

gence and consciousness of the Asian working class and the enrichment of

the Marxian analysis of development. For McFarlane has from the beginning

accepted the view that ruling classes live off the labour of others, and as both

Dietzgen and Engels had demonstrated, this is an historical datum, not some-

thing that has to be proved by a logical syllogism.
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Harry MAGDOFF (born 1913) John Bellamy Foster

Harry Magdoff was born on 21 August 1913 in the Bronx in New York. His

parents were Russian Jewish immigrants; his father was a housepainter. As a

youth he was swept up by the left political culture of his time. By the time he

entered the City College of New York, where he commenced studies of

physics and mathematics, he had already read a great deal of Marx. He

supported himself while at City College by teaching courses on Marxism in

Yiddish to working class men and women in Newark, Elizabeth and New

Brunswick, New Jersey. At City College Magdoff was active in a progressive

student organization known as the ‘Social Problems Club’, and became editor

of Frontiers, the club’s monthly magazine. In 1932, he visited Chicago to

participate in the founding conventions of the National Students League and

the Youth League Against War and Fascism. It was on that trip that he

married his fellow New York student Beatrice Greizer. Magdoff became

editor of the National Students League’s Student Review in 1932–33. He was

twice ousted from City College for his political activities – at first suspended

and then expelled – and went on to New York University’s School of Com-

merce, from which he received a BS in economics in 1936.

Upon graduation from New York University, Magdoff joined the National

Commission on Technological Unemployment and Reemployment of the

Works Progress Administration, based in Philadelphia. He headed a project

directed at developing detailed productivity measures for a number of manu-

facturing industries. While working for this project Magdoff developed the

method for measuring productivity in individual manufacturing industries

still used by the Department of Labor. The results of this research were

published in 1939 in a book-length government report, Production, Employ-

ment, and Productivity in 59 Manufacturing Industries, 1919–1936 (1939a).

Magdoff also published two related, landmark articles on the development of

productivity measures and the growth of the services sector (1939b) and

(1940).

Following the completion of the WPA project, Magdoff took up a position

with the National Defense and Advisory Board in Washington, DC, where he

was in charge of the Civilian Requirements Division, which, together with

the Military Requirements Division, studied industrial capacity and produc-

tivity with the purpose of discerning bottlenecks that might emerge in the

event of full capacity production during wartime. After the US entered the

Second World War, Magdoff served on the War Production Board, where he

became the program progress officer in charge of the WPB-732 monthly 386 Harry MAGDOFF

 

statistical series on metalworking industries, which assessed the productive

capacity in these industries. In this capacity he also inspected and was in-

volved in the planning and control of factories producing machinery and

equipment for metal-working factories – for example, manufactures of ma-

chine tools, foundry equipment, ball bearings, grinding wheels, chain and so

on.

Near the end of the war, in 1944, Magdoff became chief economist in

charge of the Current Business Analysis Division of the Department of Com-

merce. He was responsible for overseeing the publication of the Survey of

Current Business, for which he authored the introduction in 1946. His duties

also included writing a weekly report on the economy for Cabinet meetings,

and preparing other analyses of economic developments.

Harry Wallace, the Secretary of Commerce (and former Vice President)

requested that Magdoff become his special assistant in 1946. Magdoff ac-

cepted the position reluctantly, not wishing to serve as a general economic

advisor and preferring his role as chief economist in Commerce. He was

given the job of overseeing the work of the Bureau of Standards and of the

Census, along with authoring weekly economic position papers for Wallace

for Cabinet meetings with President Truman.

From mid-1947 until around 1952 Magdoff worked as programme director

for the New Council of American Business, a pro-New Deal business group.

In addition to advising their programme, he authored monthly newsletters

and position papers, gave talks on the economy, and prepared congressional

testimony. He also met on occasion with Henry Wallace in this period, an-

swering Wallace’s questions on economics and foreign policy in connection

with the latter’s 1948 bid for the Presidency on the Progressive Party ticket.

Magdoff authored Wallace’s small business platform.

This was the time of the rapid rise of what was later to be known as

McCarthyism. Following his departure from the New Council Magdoff sud-

denly found employment opportunities in government and policy analysis

closed off to him. He was compelled to testify to congressional committees

and grand juries on his political background, and was subjected to continual

harassment from the Federal Bureau of Investigation. Effectively blacklisted,

he left Washington and moved to New York where he could seek employment

in business.

For most of a decade, Magdoff, out of economic necessity, worked on Wall

Street as a financial analyst and stockbroker. He eventually took a job as a

financial analyst for an insurance company. He and Beatrice also sold insur-

ance, mainly to other radicals. In the late 1950s he joined Russell and Russell,

a publisher of out-of-print scholarly books. He eventually bought an interest

in the company. He remained at Russell and Russell until 1965, when the

firm was bought by Atheneum.
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During the late 1950s and early 1960s Magdoff taught classes for a number

of business firms, in response to the requests from a group of pro-New Deal

businessmen. After the President of the New School for Social Research

heard about these sessions, Magdoff was invited to teach at that institution as

an adjunct, which he did throughout the 1960s; also teaching at Yale for one

semester on a similar basis. His courses included the economics of planning,

economic development, the history of economic thought, the structure of US

business, imperialism and Marxian economics.

After leaving Russell and Russell, upon its purchase by Atheneum in 1965,

Magdoff was at last free, due to a modicum of financial independence ob-

tained through the sale of his interest in the company, to pursue his intellectual

and political interests as he saw fit. He reemerged in print as a public Marxist

intellectual with his publication of ‘Problems of United States Capitalism’ in

The Socialist Register, 1965. An important part of that article was the section

entitled ‘The Economy Grows on Credit’, in which he explained how the US

economy had increasingly become dependent on the expansion of credit/

debit in order to stimulate demand in the economy. Aside from the dangers of

a financial collapse, this tended to raise the level of profits necessary for

business, which required higher profits in order to repay the debt plus inter-

est. ‘In a semistagnant economy’, already characterized by a slackening of

capital formation, he observed, ‘larger profits cannot come from greater

accumulation of capital but by reducing the share going to wages and sala-

ries’. Yet, wage and salary holders needed to increase their incomes steadily

as well, since they too were caught in the debt trap. In 1951, he noted, 14 per

cent of consumer income went toward repaying their debts (amortization and

interest), while by 1963 this had risen to 21 per cent.

Magdoff had been an avid reader of Monthly Review: An Independent

Socialist Magazine, edited by Leo Huberman and Paul Sweezy, from its very

first issue. In March 1965 he wrote his first article for the magazine, ‘The

Achievement of Paul Baran’, shortly after Baran’s death. In the same year he

presented a talk on ‘The American Empire and the US Economy’ at the

second Socialist Scholars Conference in New York. This was revised to

become the closing chapter of his book The Age of Imperialism: The Eco-

nomics of US Foreign Policy (1969). The main body of The Age of Imperialism,

chapters 2–5, was first presented in a preliminary form at the third Socialist

Scholars Conference in 1967, and then greatly expanded to be published in

three parts in Monthly Review in 1968. The Age of Imperialism was to have

an immense impact on the US left in the context of the struggle against the

Vietnam War, and was to become, along with Baran’s Political Economy of

Growth (1952), Baran and Sweezy’s Monopoly Capital, and Harry Braverman’s

Labor and Monopoly Capital (1974), one of the primary works to define the
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Magdoff’s book had as its object nothing less than the rediscovery of US

imperialism. It demonstrated that the US had an empire, although one differ-

ent from the empires of Britain and France that had preceded it, and that this

(even more than the contest with the Soviet Union) was the context in which

the Vietnam War had to be understood. Addressing what was widely viewed

as an anomaly in the US in relation to the rest of the world, arising from the

existence of an interventionist foreign policy accompanied by a seemingly

‘isolationist economy’, Magdoff demonstrated that the US economy was in

fact anything but isolationist. Here he emphasized the flow of foreign direct

investment abroad and its effect in creating a cumulative stock of investment,

generating a return flow of earnings. He criticized the common error of

simply comparing exports or the foreign investments of multinational corpo-

rations to GNP. Rather the importance of these economic flows could only be

gauged by relating them to strategic sectors of the economy, such as the

capital goods industries; or by comparing the earnings on foreign investment

to the profits of domestic nonfinancial business.

In this connection, Magdoff provided data showing that earnings on

foreign investments had risen from 10 per cent of after-tax profits for US

domestic nonfinancial corporations in 1950, to 22 per cent in 1964. These

startling numbers drew a lot of attention in the context of the growing

struggle against US imperialism, and prominent academics (Robert W.

Tucker, Benjamin Cohen and Barrington Moore), alleged that Magdoff’s

calculations were invalid since he had, they claimed, made two errors: (i)

including profits from financial corporations in his figures for profits from

foreign investment, while excluding financial corporations from his calcu-

lations of the profits of domestic corporations; (ii) using figures for earnings

from foreign investment that were before taxes, while employing data for

profits on domestic corporations that were after taxes. In response to these

criticisms Magdoff wrote a ‘technical note’ for his 1978 publication in

which he showed that both criticisms were based on lack of familiarity with

government statistics and statistical techniques. He explained how he had

taken account of the earnings of financial corporations in calculating profits

on foreign investment, and that his calculations had been confirmed (to

within less than a percentage point – well below the margin of error in the

basic data) by more complete government statistics (in which the earnings

on foreign investment of nonfinancial and financial corporations were for

the first time separated out) published a few years later. With respect to his

treatment of taxes, not only did he not make the error of comparing profits

before taxes to profits after taxes – his calculations were all based on after

tax figures – but, ironically, it was the critics, he demonstrated, who, due to

their lack of familiarity with government data, fell into the ‘noncomparability

trap’.
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The Age of Imperialism was also notable for its arguments on international

financial expansion of US capital, based on the dollar’s hegemonic position

in the world economy, and on the growth of a debt trap in the Third World. It

was here that Magdoff first explained the ‘reverse flow process’ inherent in

the continuous reliance on foreign debt – an issue that he was to return to

later on in 1984 in his article ‘The Two Faces of Third World Debt’. If a

country ‘borrows, say $1000 a year’, Magdoff wrote in The Age of Imperial-

ism, ‘before long the service payments on the debt will be larger than the

inflow of money each year’. Assuming the simple case of an annual loan of

$1000 at 5 per cent interest ‘to be repaid in equal instalments over 20 years’,

it follows that in the fifth year almost 50 per cent of the annual loan will go to

servicing the debt; in the tenth year approximately 90 per cent of the new

loan will be devoted to debt service; in the fifteenth year, the outflow for

interest and amortization on the debt will be greater than the loan itself; and

in the twentieth year ‘the borrower is paying out more than $1.50 on past debt

for every $1.00 of new money he borrows’. Would it not be possible, how-

ever, Magdoff asked, for a country to avoid this trap by not borrowing year

after year, but instead using the borrowed money to develop industry to

provide the revenue to dispense with borrowing and even pay off the debt?

Part of the answer to this question had been provided as early as the 1950s by

Evsey Domar, and lies in the fact that in order to avoid a reverse capital flow,

as described by Magdoff, a borrowing nation must have an economic growth

rate that exceeds the rate of interest. Another part of the answer was to be

found in the reality, emphasized by Magdoff, that since the repayment has to

occur in the currency of the creditor nation, the debt could only be repaid

(irrespective of the rate of growth) if there were enough exports to provide

the needed foreign exchange. Hence, even as early as 1969, long before the

Third World debt problem was deemed critical, Magdoff observed that ‘the

fact is that during the postwar period the growth in service payments on the

debt of the underdeveloped world has increased much more rapidly than the

growth of exports. Hence the burden of debt has become more oppressive and

the financial dependency on the leading industrial nations and their interna-

tional organizations such as the World Bank and the IMF had increased

accordingly’.

The essence of the new stage of imperialism represented by the United

States was the globalization of monopoly capital under conditions of US

hegemony. Magdoff wrote in the closing pages of The Age of Imperialism:

 

The typical international business firm is no longer limited to the giant oil com-pany. It is as likely to be a General Motors or a General Electric – with 15 to 20 percent of its operations involved in foreign business, and exercising all efforts to increase this share. It is the professed goal of these international firms to obtain the lowest unit production costs on a world-wide basis. It is also their aim, though 390 Harry MAGDOFF

 

not necessarily openly stated, to come out on top in the merger movement in the European Common Market and to control as large a share of the world market as they do of the United States market. (1969, p. 200)

 

Not only were these trends with respect to the growth of monopoly capital

borne out in the decades that followed, but they were to culminate in the US

at the turn of the new century in the greatest merger wave since the beginning

of the twentieth century – one no longer aimed at control of national markets,

but at the control of as large a share as possible of the world market.

The introduction to The Age of Imperialism had concluded with the words,

‘Students frequently put the question: is imperialism necessary? The point I

am trying to make here … is that such a question is off the mark. Imperialism

is not a matter of choice for a capitalist society; it is the way of life of such a

society.’ Nevertheless, questions about the larger history and theory of impe-

rialism and its relation to the growth of capitalism naturally arose and Magdoff

found himself writing numerous essays over the 1970s directed at answering

these questions, which were later brought together near the end of the decade

in Imperialism: From the Colonial Age to the Present (1978).

The lead essay in this volume was entitled ‘European Expansion since

1763’ and dealt with the history of imperialism from the late eighteenth

century to the 1970s. It was originally published in Volume 4 of the fifteenth

edition (1974) of the Encyclopedia Britannica as the second section of the

Macropedia article on ‘Colonialism (c.1450–c.1970)’. Magdoff’s analysis

was notable for its treatment of both the main historical developments up

through the Vietnam War and its discussion of the theoretical literature –

particularly the interpretations of the ‘new imperialism’ developed by Hobson,

Lenin and Schumpeter. (In its 1979 edition the Britannica, succumbing to

political pressure, lopped off Magdoff’s article at 1914, substituting a con-

servative Cold War ideological account by Berkeley professor Richard Webster

that dropped all mention of the US role in Vietnam up to 1973, previously

included in Magdoff’s treatment – ending the analysis instead with the defeat

of the French in Vietnam in 1954.)

Most of the other essays in Imperialism dealt directly with misconceptions

about the history of imperialism. Most important was Magdoff’s response to

the question: ‘Is Imperialism Necessary?’. In answer to the common conten-

tion that capitalism and imperialism were separate categories, and that the

latter was not necessarily an attribute of the former, Magdoff argued that

capitalism had been from the start a world system and that imperialist expan-

sion in the broad sense was just a much a part of that system as the search

for profits itself. He also argued against those on the left who sought to

generate an analysis of modern imperialism through a particular theory of

economic crisis or the necessity for the export of capital, rather than recog-
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nizing that imperialism was intrinsic to capitalism’s globalizing tendencies

from the very start. Any simple, mechanical, purely economic explanation for

imperialism was to be avoided – rather the sources of modern imperialism

were to be found in the historical development of capitalism since the six-

teenth century. ‘The elimination of imperialism’, Magdoff concluded, ‘requires

the overthrow of capitalism’.

In May 1969 Magdoff joined Paul Sweezy as coeditor of Monthly Review,

replacing Leo Huberman who had died the year before. Magdoff’s new role

as an editor of the leading Marxist journal in the US allowed him to play a

wider role in the nurturing of a new generation of radicals that had developed

with the New Left. Magdoff and Sweezy collaborated in series of articles that

constituted a running commentary on the US economy, resulting in five essay

collections cited as The Dynamics of US Capitalism (1970), The End of

Prosperity (1977), The Deepening Crisis of US Capitalism (1980), Stagna-

tion and the Financial Explosion (1987), and The Irreversible Crisis (1988).

Not only did these works extend the analytical models of Baran and Sweezy’s

Monopoly Capital and Magdoff’s The Age of Imperialism, but the analysis

was deepened and widened to take into account the financial explosion, and

the questions of productivity, investment, savings, inflation, unemployment,

the decline of US hegemony, and the resurfacing of economic stagnation.

Together with Sweezy, Magdoff displayed an economic approach that brought

together and synthesized the insights of Marx, Luxemburg, Kalecki, Hanson

and Schumpeter (see entry on Paul Sweezy in this Dictionary). Magdoff’s

skills in employing economic statistics gave Monthly Review’s political

economy an empirical grounding and clarity in demonstrating economic

relationships almost entirely lacking in other left publications. In 1979 and

1980 he authored (together with Sweezy) two key essays on productivity

statistics and the understanding of economic growth and crisis – ‘Productiv-

ity Slowdown: A False Alarm’ and ‘The Uses and Abuses of Measuring

Productivity’ (reprinted in 1980) – in which he employed the knowledge that

he had developed in the formulation of the techniques for measuring produc-

tivity in the 1930s, and used this to explain common mistakes in economic

interpretation arising from a failure to understand the meaning and limita-

tions of this data.

In the early 1990s Magdoff’s concern with the development of capitalism

and imperialism led him to consider the question of globalization, and in

1992 he authored a lengthy essay for the Socialist Register, entitled ‘Globali-

zation – To What End?’. Providing a long historical view of globalization,

Magdoff argued against the common view that what was emerging was ‘a

new “international” of capital that will make and enforce the rules of interna-

tional relations’. It was true that certain attempts were being made to strengthen

international institutions in the face of the globalization of finance and other 392 Harry MAGDOFF

 

developments. But behind all of these structures lay nation states and their

intense competition with each other, which, rather than letting up, showed all

the signs of intensifying. New sources of tension, disharmony and interna-

tional rivalry were thus emerging even among those nations at the core of the

capitalist system. At the same time the globalization of monopoly capitalism

was manifested in a widening of ‘the overall gap between core and periphery

nations’. Magdoff’s empirical analysis of globalization emphasized the dra-

matic shift in the nature of US foreign direct investment from manufacturing

to finance, with the latter exceeding the former by a third by 1990. Most

important was Magdoff’s description of the overall worsening relative eco-

nomic position of countries in the periphery over the 1980s, with rapid

increases in long-term debt accompanied with a decline in the share of world

exports (excluding South Korea, Taiwan, Singapore and Hong Kong).

In the face of economic stagnation in the Soviet Union and the develop-

ment of economic restructuring strategies during the perestroika period under

Gorbachev, Magdoff, together with Sweezy, wrote in Spring 1990 a two part

assessment of ‘Perestroika and the Future of Socialism’. In this analysis it

was argued that the failures of Soviet planning and the emergence of stagna-

tion were not failures of central economic planning itself, but were traceable

to the peculiarities of Soviet development. In particular, it was emphasized

that the Soviet Union had developed as a sui generis war economy, that relied

on the forced drafting of labour and raw materials – a form of development

that was necessarily self-limiting over the long term. Further, the Soviet

worship of growth rates and its competition with the US had led to an

overemphasis on production and investment in heavy industry in relation to

consumption. These factors were further complicated by enormous waste and

inefficiency in the use of material inputs and failure to maintain and replace

existing plant and equipment. Finally, the Soviet reliance on extreme

bureaucratization, resulting from the conditions under which central planning

and massive industrialization had been introduced under Stalin (who forcibly

rejected the more cautious approach advanced by Bukharin), contributed to

the overall stagnation and made reform of the system difficult. The biggest

mistake that could be made in the perestroika process, Magdoff and Sweezy

argued, would be to assume that the principle of central planning itself was at

fault under these circumstances, and to turn uncritically to the market. Mar-

kets generally were utilized for three things: (i) distribution of goods and

services to consumers, (ii) allocation of productive resources and investment

between sectors; and (iii) the determination of how much individuals and

groups get paid for their labour and other assets they may own. Central

economic planning relied on the market for the first of these tasks. It would

be fatal to a socialist economy, however, they argued, to turn to the market as

the principal means of solving the second and third. And any attempt to open
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the floodgates and integrate the much weaker Soviet-style economies with

the stronger advanced capitalist economy would be disastrous for the former.

The critical thrust and wide-ranging nature of Magdoff’s thought over his

entire career is best conveyed by his classic 1982 essay, ‘The Meaning of

Work: A Marxist Perspective’. This article opens with a critical consideration

of Edward Bellamy’s utopian conception of socialist society in Looking

Backward, in which work (viewed in a Smithian sense as a sacrifice) was to

be replaced, as much as possible, by leisure. It closes with an affirmation of

William Morris’s rejection of Bellamy’s utopia in favour of a socialist vision

(inspired by Marx), where work is seen not as a pain, but as an object in itself

in its unalienated condition – energetic life activity devoted to useful and

often pleasurable ends. In his overall argument Magdoff presents a fascinat-

ing outline of the stages in the division of labour over the long course of

human evolution, focusing on the separation of town and country, of head

and hand (extending as far back as Ancient Greece), and on the degradation

of labour under modern industry. Perhaps no other Marxist theorist has writ-

ten such an ambitious and sweeping analysis of the division of labour and the

meaning of work both in historic class societies and in the vision of a

socialist future.
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Ernest MANDEL (1923–1995)

Ernest Mandel was born in 1923 into a Flemish–Jewish family. He was

educated at the Université Libre de Bruxelles, the Ecole Pratique des Hautes

Etudes (Sorbonne), where he got his certificate, and the Free University of

Berlin, where he received his Ph.D. After working as a journalist and a

member of the Economic Studies Commission of the Belgian Trade Union

Federation, he became professor at the Vrije Universiteit (Brussels) in 1972,

teaching Marxist economic theory and political science. Until retiring, he

was also Director of the Institute of Political Studies at Vrije. He has been

politically active all his life in the Fourth International.

His first book appeared in 1962, translated into English under the title

Marxist Economic Theory. Many other books have followed. Mandel would

consider the contributions discussed below as his main ones, in which he

generally dissents from the mainstream of economic thought in the West as

well as in the East. Some of the publications have been quite seminal; others

are still largely ignored by ‘official’ science.

With his article ‘The Heyday of Neo-Capitalism and its Aftermath’ (1964),

Mandel revived the long-wave theory of economic development under capi-

talism, generally known as the Kondratief–Schumpeter theory. But he

counterposed the idea of ‘long waves’ to the concept of ‘long cycles’. This

meant rejecting any great regularity in the duration of long waves; it espe-

cially meant establishing the asymmetry between the turning of a ‘long

expansive wave’ into a depression, and a ‘long depressive wave’ into a long-

term expansion. While the first turn is inevitable, according to Mandel, the

second one is not endogenous in the economic process properly speaking. It

requires ‘system shocks’, to use a term introduced by Professor Forrester.

Only such external shocks can explain what might appear as a paradox from a

Marxist point of view: a sudden and lasting upturn of the average rate of

profit, without which no long-term increase in the rate of capital accumula-

tion and of economic growth is possible. Such sudden upturns have occurred

thrice in the history of capitalism: in 1848–49, in 1893 and in 1948 (in the

Anglo-Saxon countries in 1940). It remains controversial whether a first

reversal of this kind can also be dated to the beginning of the Napoleonic

Wars.
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According to Mandel, such system shocks are essentially the results of

radical changes in the relationship of forces between the classes, which

induce a radical increase in the rate of surplus-value (rate of exploitation of

wage labour), and radical declines in the value of the money-commodity gold

(as distinct from paper money or bank money). Revolutions, counter-revolu-

tions, sudden radical expansions of the world market, wars, the appearance of

a hegemonic capitalist power on the world market – all play an important role

in these processes. In the light of this theory, the ‘soft landing’ of the long

depression which started in the late 1960s and early 1970s is neither auto-

matic nor certain. Once an upsurge of the rate of profit begins, however, a

technological revolution tends to make the higher rate of growth cumulative

for several decades.

These ideas were further developed in Chapter IV of the book Late Capi-

talism (which appeared in German in 1972) and especially in the book Long

Waves of Capitalist Development (an extension of the Alfred Marshall Lec-

tures which Mandel delivered at the University of Cambridge in 1978).

In his book Late Capitalism, Mandel tries to explain that, with World War II,

there came about a new sub-phase in the history of capitalism which, while

maintaining the main characteristics of monopoly capitalism (imperialism ac-

cording to Lenin’s vocabulary), adds significant new features. Mandel does not

deny the important role of state intervention in the contemporary capitalist

economy. But contrary to prevailing economic doctrine in the West (Samuelson,

Galbraith, neo-Keynesians in general) and in the East (theory of ‘state monopoly

capitalism’), he considers the growing internationalization of the productive

forces and of capital, triggered off by the third technological revolution, as the

main trend of international capitalism in the last 50 years. The emergence of

the multinational (transnational) corporation as the main form of business

organization synthetically expresses this tendency. Mandel was thereby able to

predict both the decline of American hegemony on the world market and the

decline of the power (efficiency) of nation-states to intervene in the economic

process before either actually occurred. He considers the relative decline of

neo-Keynesianism in favour of neo-liberalism as the prevailing doctrine of

economic policy not as the cause, but as the consequence, of that reversal.

In his 1984 article Mandel analysed the emergence of semi-industrialized

capitalist countries (Brazil, South Korea, Taiwan, Mexico and so on) as a

result of transformations in the metropolitan countries and in these countries

themselves. Since the latter remain dependent in the fields of finance and

technology, Mandel rejects both the ‘dependency’ theory (which denies the

possibility of semi-industrialization under capitalism) and the theory of ‘sub-

imperialism’. He sees the vulnerability of these economies especially enhanced

by successive international recessions (generalized crises of over-production)

in the metropolitan countries.
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Mandel tries to restate and refine classical business cycle (crises) theory,

out of grace in academic and even Marxist (neo-Marxist) circles during the

long post-war boom. He rejects any mono-causal explanation of crises of

overproduction and, following Marx, stresses that all the inner contradictions

of the capitalist mode of production and of bourgeois society are involved in

the process leading up to such crises. In particular, he rejects any attempt to

explain crises of overproduction simply in terms of what occurs in the sphere

of production. Instead he insists that the problems of realizing surplus-value,

of markets, of precise division of ‘purchasing power’ (national income) into

effective demand for each basic category of commodity (with its peculiar

use-value) play a key role in bringing about such crises. These problems

cannot be automatically ‘solved’ by the structure of output, the rate and

amount of surplus-value and so on.

This analysis, which implies a fundamental ‘rehabilitation’ of Volume II of

Marx’s Capital in the general corpus of economic theory, is further devel-

oped in the following: Chapters 10 and 11 of Marxist Economic Theory;




Chapter IV of Late Capitalism; in Mandel’s ‘Introductions’ to the first paper-

back edition of the three volumes of Capital in the Pelican Marx library, and

in his books The Second Slump and Cash, Crash and Crises. The roles of

inflation, of credit explosion (‘the debt economy’) and the subsequent emer-

gence of a large sector of speculative capital inside the capitalist economy

(both as a means of temporarily delaying the crisis and of making it more

explosive in the long run) are extensively analysed in these successive books.

Mandel has devoted a systematic effort at determining the nature of the

post-capitalist economies (Eastern Europe, China and especially the USSR)

and at trying to lay out their long-term laws of motion. This was done

especially in Chapters 15 and 16 of Marxist Economic Theory, in his article

‘The Laws of Motion of the Soviet Economy’ and in his book Beyond

Perestroika. It is systematized most recently in The Marxist Theory of Bu-

reaucracy (1990).

Mandel rejects any definition of these economies as ‘socialist’, as ‘capital-

ist’ (state capitalist), or as dominated by a new ruling class (bureaucratic

collectivism). He sees them essentially as economies in transition between

capitalism and socialism, frozen at that phase by the stranglehold of a privi-

leged parasitic bureaucracy and by the stalemate of the worldwide struggle

between capital and labour. In these economies, the law of value does not

apply anymore (which proves that they are not capitalist), but it does still

influence the economy (which confirms that they are not socialist or

collectivist).

Contrary to a view long prevailing in left- as well as right-wing circles

critical of these economics, Mandel sees their main feature not in a hypertro-

phy of Dept I (of productive accumulation, of heavy industry), but in a
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hypertrophy of Dept III (unproductive state expenditure, not only and not

even essentially of a military nature). This enabled him to predict a trend in

the rate of growth of these economies. The principal cause of this decline is

not the intrinsic nature of central planning. It is due to the nature of bureau-

cratic management (mismanagement, including built-in disproportions),

flowing from the very nature of bureaucracy itself.

The bureaucratic ‘caste’ is basically motivated by the appropriation, exten-

sion and consolidation of privileges in the sphere of consumption. It wants to

maintain its control over the social surplus product only in order to keep its

monopoly of political power, which is the basis of these material privileges. It

does not share with the capitalist class any bias towards maximizing profit,

output or economic efficiency at firm (plant) level. It is not interested in

systematically insuring a greater efficiency of the system as such. Mandel

affirms that the basic ills of the Soviet economy do not result from too much

but rather from too little planning, while he accepts that the artificial reduc-

tion of market relations in the fields of distribution and of light industry, as

well as agriculture, also contribute to the growing disfunctioning of the

system.

This basic critique of bureaucratic (as opposed to socialist) planning and

the analysis of the social nature of bureaucratic power (bureaucratic dictator-

ship) linked to it are related to what Mandel considers one of his main

contributions to economic analysis: the nature of goods and services con-

sumed by producers as ‘indirect producer goods’.

According to Mandel, there is no direct mechanical relation between in-

vestment (productive accumulation) and the rate of economic growth. Any

extension of accumulation which results in a reduction of the level of con-

sumption desired by producers will lead to a rate of economic growth lower

than expected (to a rise of the ‘capital coefficient’). Realized (as opposed to

expected) productivity of labour is not only a function of the level of technol-

ogy, of labour organization and so on. It is also a function of labour’s

willingness to work, of labour’s motivation to contribute to the process of

production, which is undermined by consumption levels below expectations

(not to say by consumption levels which decline absolutely) and by the

degree of producers’ control over their work conditions. This fact in turn

pushes the administrators (planners, managers, political bureaucrats) to in-

crease the expanded dimensions of the apparatuses of control over producers,

production and distribution, which in turn inflates tremendously unproductive

expenditure (Dept III).

This is not only true for post-capitalist societies, but also increasingly for

‘late capitalism’. This emerged embryonically during the final stages of World

War II in Japan, where productivity of labour declined severely. Since the late

1960s, this has appeared on a broader and broader scale in many capitalist 398 Ernest MANDEL

 

countries where, contrary to the prevailing (according to Mandel, largely

mystifying) thesis, the ‘work ethos’ of the direct producers is in constant

decline, resulting in a huge part of the productive potential of society being

underutilized. In fact, the overall, total rationality of the system (as distinct

from its partial rationality at the level of the firm) is in growing disarray

which expresses itself in a general crisis of bourgeois social relations and

values. Without a workforce which feels itself responsible for production

because it is the master of the economy, the full potential of the third techno-

logical revolution cannot be realized. The search for increased ‘quality of

life’, for a radical reduction of the work week, the irruption of ecological

consciousness both into general social behaviour and into economic science,

are but different expressions of this basic thrust.

According to Mandel, it follows that democratic socialist planning, planned

workers’ (producers’) self-management and socialist democracy (political

pluralism, the possibility for all citizens to decide consciously about key

priorities in the allocation of scarce resources) represent a fundamental ‘third

model’ of economic and social order, distinct from bureaucratic central (state)

planning and from the generalized (prevailing) market economy. Mandel

considers both these models as despotic, the despotism of the market (of the

pocketbook) being no less detrimental to human self-determination and free-

dom than the despotism of the state (of the bureaucracy). Real human freedom

and self-determination are linked to the capacity of men and women con-

sciously to determine their fate (their priorities) in the field of economic life

as well as in the realm of politics. ‘Economic democracy’ cannot be restricted

to having the state reduce the worst evils of capitalism (soziale

Marktwirtschaft). Economic democracy is just that: the power of the mass of

the people to decide where priorities should lie in the field of investment and

consumption. These ideas were developed in Mandel’s polemic with Alex

Nove in his articles ‘In Defence of Socialist Planning’ and ‘The Myth of

Market Socialism’.

Thus Mandel tries to develop a unified theory of economic and social/

political science, based upon a dialectical (parametrical) concept of deter-

minism as opposed to a mechanistic one. Such a concept of determinism

integrates into the economic and social processes the possibility, nay the

inevitability, of choice – but choice within certain given constraints and

choice, in the last analysis, determined by social interests which will remain

conflicting ones unless a classless society can one day be established.
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Gardiner C. MEANS (1896–1988) Frederic S. Lee

Gardiner Coit Means was born on 8 June 1896 in Windham (Connecticut)

and grew up in Massachusetts and Maine. He entered Harvard at the age of

18, majoring in chemistry. With the outbreak of war in 1917, Means left

Harvard to enlist in the Army and was sent to an officers’ training camp in

Plattsburgh (New York). After receiving his commission, he transferred to the

Aviation Section of the Signal Corps in January 1918 and spent the rest of the

war learning how to fly planes. Upon his discharge in January 1919, Means

joined the Near East Relief, an organization dealing with Armenian refugees,

and went off to Turkey. He was sent to Harput (now Elizaer) where he

provided technical training and industrial expertise for the industrial activi-

ties set up by Near East Relief to finance the Armenian (and Greek) orphans

under its care. As part of his job, Means had to engage in price and quantity

bargaining with local merchants to get the industrial supplies he needed.

Thus he experienced at first hand a market situation in which prices were

determined in the course of carrying out the transaction itself.

Returning to the US in 1920, Means entered Lowell Textile School in

September, a decision prompted by his exposure to handweaving in Turkey.

After two years of studying wool manufacturing, he left in March 1922 to set

up Means Weave Shop to make a high-quality (and high-priced) handwoven

blanket of his own design that was very different from others then available.

Through the running of his firm, Means became well acquainted with the

Boston wool market and the textile machinery market, quickly coming to the

conclusion that American industrial life was very different from what he had

experienced in Turkey. In particular, Means found himself setting his price

prior to any transaction in the market and then engaging in many sequential

transactions at this price. For one five-year period in the 1920s, he main-

tained the same price, even though his costs and sales varied, and sold many

thousands of blankets.

While still maintaining his textile firm, Means became interested in learn-

ing more about business methods and about the operation of the economy, 400 Gardiner C. MEANS

 

such as the causes of business depressions and unemployment. Therefore he

enrolled in Harvard’s Department of Economics in February 1924. The course

he took from W.Z. Ripley on the corporation and industry undoubtedly met

his goal of learning how the American economy operated. He also listened to

the James Bonbright lecture on public utility regulation. As for economic

theory, Means took F.W. Taussig’s well-known course and A. Young’s ‘Money

and Banking’. In spite of this excellent introduction to neoclassical theory,

Means found it hard to take it seriously as a means of explaining the opera-

tions of the American economy of the twentieth century, since to him it

appeared relevant only to the kind of pre-industrial economy he had dealt

with in Turkey. So by the time he received his M.A. in 1927, Means had

become quite disenchanted with orthodox theory.

In 1927 A.A. Berle asked Means to help him with a research project on the

modern corporation, the outcome of this collaboration being The Modern

Corporation and Private Property (1932). Means’s contribution to the book

included the tripartite distinction between ownership, control and manage-

ment; the economic arguments that the separation of ownership from control

implied for the traditional theoretical roles of private property, wealth and the

profit motive in directing economic activity and increasing social welfare;

and the economic arguments regarding both the implications of firm size for

costs and the coordination of economic activities by the forces of supply and

demand in the marketplace. However, the main theoretical focus of The

Modern Corporation was on the implications of the separation of ownership

from control; Means did not pursue these implications until he began writing

his Ph.D. dissertation.

After finishing his work for Berle and the subsequent publication of some

articles in the American Economic Review and the Quarterly Journal of

Economics, the Harvard Department of Economics suggested that Means

could combine these articles with an additional interpretive section for his

doctoral dissertation. This Means did and in January 1933 submitted ‘The

Corporate Revolution: The Modern Corporation and Its Effect on Certain

Fundamental Economic Postulates’. However, his committee, which included

E.S. Mason and E.H. Chamberlain, did not accept the dissertation because

they felt that the theoretical section was not ‘well developed’. Perhaps the

real truth behind the rejection was their dislike of the theoretical interpreta-

tions which Means drew from the factual evidence – which boldly attacked

neoclassical theory. Nevertheless, possibly with some prodding from Berle,

the committee later accepted the first part of the dissertation which contained

the factual material, awarding Means his Ph.D. in 1933.

In the summer of that year, Means went to Washington to take a position

as Economic Adviser on Finance to Henry Wallace, the Secretary of Agri-

culture under Roosevelt. In taking the job, Means took it for granted that he
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would be trying to develop policies and instruments that would make the

economy work more effectively. However he found that his suggestions

were not taken seriously by the policy-makers. Believing that his ideas

might gain more attention if accompanied by dramatic empirical evidence,

Means undertook, in the late spring of 1934, a statistical analysis of whole-

sale prices to bring out the basic difference in behaviour between farm

commodity prices and the administered prices of industry. He found the

results much more startling than he had expected as well as in conflict with

neoclassical price theory. Consequently, drawing upon his previous analy-

sis of administered prices, Means used the statistical evidence as a lead to

writing a paper delineating the reasons for the failure of the National

Recovery Administration (NRA) and the Agricultural Adjustment Adminis-

tration (AAA) to formulate industrial policy and suggested possible

techniques to improve the situation. He titled the paper ‘NRA and AAA and

the Reorganization of Industrial Policy Making’ and had it widely distrib-

uted. The paper generated a great deal of response with regard to Means’s

statistical and economic analysis of administered prices and his discussion

of industrial policy-making. It was eventually published in January 1935 as

a government document under the title ‘Industrial Prices and their Relative

Inflexibility’ (reprinted as Chapter 3 in 1992).

In 1935, Means became the Director of the Industrial Section of the Indus-

trial Committee of the National Resources Committee (NRC). There he

initiated a research project to develop a model of the American economy that

could then be used for indicative national economic planning. In November

1936, Means wrote a memorandum (reprinted as Chapter 5 in 1992) on this

subject to the NRC in which he argued that one of the concerns of a federal

planning organization should be to bring about and maintain an effective

overall balance of the use of the nation’s resources. This implied an expan-

sion of his research project to include an investigation into the forces which

affect the coordination and organization of economic activity and hence the

overall balance of the economy. The NRC accepted Means’s suggestion, thus

permitting him to develop a truly comprehensive multi-industry model of the

American economy. The fruits of this research were published in Patterns of

Resource Use and in The Structure of the American Economy Part I: Basic

Characteristics. Although each of these develops various features of Means’s

multi-industry model of the American economy, no single publication pre-

sented the model in its entirety. This was due to the rise of American

Keynesianism and its approach to national economic planning.

Aside from his work with Wallace and the NRC, Means also found time to

write a short note (reprinted as Chapter 6 in 1992) in which he argued that

corporate enterprise capital expenditure was a function of the current and the

preceding year’s level of production. This is quite possibly the first description 402 Gardiner C. MEANS

 

of the sales-accelerator investment function popularized by Robert Eisner in

the 1960s.

In 1943 Means became associate director of research for the Committee

for Economic Development (CED), a business-sponsored, private research

group originally concerned with government policies to ensure a full-em-

ployment transition to a peacetime economy. While at the CED he instigated

the collection of statistical series on money flows, now regularly published by

the Federal Reserve Board in its flow of funds accounts. He retired from the

Committee in 1958 and spent his remaining years writing, lecturing, appear-

ing before Congressional Committees and working as an economic consultant

for several companies involved in antitrust suits.

In the theoretical section of his dissertation, which was titled ‘Certain Theo-

retical Implications of the Modern Corporation’, Means presented a detailed

explanation of how the existence of the large corporation and the separation of

ownership from control called into question the ‘scientific’ validity of neoclas-

sical economic theory. Restricting himself to what he considered the most

fundamental postulates of the theory – the principle of supply and demand in

determining prices, the determinacy of costs, the saving and investment process

and the role of the profit motive in directing economic activity – Means argued

that these could not be sustained in their traditional form once the large corpo-

ration and the separation of ownership from control became the dominant

features of the economy. In particular, he argued that the demise of the princi-

ple of supply and demand in determining prices rested primarily upon the sheer

size of the corporation enterprise, as opposed to the separation of ownership

from control. Consequently, Means devoted a chapter of the theoretical section,

which he titled ‘The Modern Corporation and Basic Economic Thought’, to the

concept of administered prices and its destructive implications for supply and

demand determination of prices.

Throughout the 1930s, Means maintained his interest in administered prices

and their implications for the coordination of economic activity. Conceiving

the economy as a continuous monetary flow of economic activity coordinated

by market and administered prices, he sought to dispel the notion that the

American economy operated as a cybernetic mechanism which automatically

tended to eliminate underutilization of all economic resources. Given the

existence of administered prices. Means argued that a serious deficiency of

buying is unlikely to be corrected by any of the economic forces inherent in a

modern economy in such a way as to bring about the full use of resources.

Thus he concluded that the underutilization of economic resources was a

problem of social organization which could only be corrected through social

or government industrial policy-making.

Prior to his visit with John M. Keynes in July 1939, Means believed that his

explanation in the General Theory for unemployment might possibly rest on a
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variant of price inflexibility, namely wage rate inflexibility. This made, he felt,

Keynes’s explanation and his own quite similar, and hence reinforced each

other’s point as to the need for government to support aggregate demand. When

meeting with Keynes, Means asked him whether his explanation rested on an

assumption of inflexible prices or wages, and whether it could explain persist-

ent unemployment in an economy of perfectly flexible prices and wages in the

context of a given supply of money. Keynes answered the first query with a

definite no and the second with a yes because of the existence of liquidity

preference. Means had difficulty in accepting either reply and thus came away

from the meeting with the conviction that their explanations for unemployment

were quite different and that Keynes’s explanation was fundamentally flawed.

Thus, he developed an anti-Keynesian monetary theory of employment which

he completed in 1946 but was unable to get published in the Keynesian climate

of the post-war years (see 1994). During the 1940s and 1950s Means also

directed his energies towards developing his concept of administered prices

into a doctrine. In 1943 he extended the concept to international trade (see




Chapter 9 in 1992). He also devoted much effort to developing a macroeco-

nomic equilibrium model which included both flexible and administered prices,

such as found in the later Hickian flex-fix price models (see Chapter 10 in

1992). However he spent the majority of his time developing the foundation for

his doctrine of administered prices based on the behaviour of firms and their

approach to pricing. Stung by comments that he failed to utilize Chamberlin’s

description and analysis of monopolistic competition, Means first attempted to

fashion an explanation of administered prices based on traditional monopoly

analysis, but without utilizing the marginalist apparatus associated with the

Chamberlin–Robinson theories. However, when the Brookings report on pric-

ing in big business appeared in 1958, Means quickly refashioned his explanation

of administered prices, basing it on target rate of return pricing procedures.

Second, in the 1940s Means had begun to dismiss the notion that management

tried to maximize current profits. He subsequently reached the more revolu-

tionary position that management seeks neither short- nor long-period maximum

profits nor frames its business strategies in terms of long or short periods.

Rather, management seeks profits over time which would not induce entry or

otherwise inhibit the growth of corporate profits or the corporation itself. Third,

Means integrated the concept of the pricing period and the flow principle of

production into his definition of administered prices. Fourth, Means began to

take seriously the importance of perverse prices which John M. Blair had

brought to his attention. Lastly, Means worked on his concept of administrative

inflation.

These developments during the 1940s and 1950s permitted Means to de-

velop his doctrine of administered prices which now delineated the forces

that affected the coordination of economic activity and determined the actual 404 Gardiner C. MEANS

 

manner in which the modern corporate economy operated. With the doctrine

in hand, Means could not only account for the persistent inflation that has

characterized the American economy since World War II, but also propose

economic policies to deal with it (see 1962a, 1962b and Chapters 15, 16, 17

and 19 of 1992). More generally, given the economic relationships embodied

in the doctrine – such as target rate of return pricing, administered prices,

administrative inflation, market power and non-market control of economic

activity – Means could emphasize their human and institutional nature and

hence their amenability by social action. Thus, since the modern economy

did not automatically tend to full employment, the implication of the doctrine

of administered prices was that non-market government involvement in guid-

ing economic activity was both necessary and desirable if the quality of

human life was to be enhanced. Since the visible hand of coordination is both

a necessary component as well as a necessary outcome of the doctrine,

Means clearly developed a non-neoclassical analysis of the modern economy.

Means saw his doctrine of administered prices as a direct challenge to

neoclassical economics whose adherents responded in a variety of ways,

most commonly by denying the empirical existence of administered prices.

The most noted attack in this regard came from George Stigler in his book

with James Kindahl called The Behavior of Industrial Prices (1970). Upon

examining the transaction price data which was collected especially for the

study, Stigler claimed that it did not support the existence of administered

prices. Means analysed the same price data and came to the opposite conclu-

sion – that it did confirm them. His findings were published in the American

Economic Review in 1972 and Stigler responded with a piece in the same

journal in 1973. Means in turn submitted a rejoinder, alleging no fewer than

17 errors of fact in the interpretation of his position made by Stigler (re-

printed as Chapter 12 in 1992). The editor of the AER refused to publish the

paper. However subsequent research by L. Weiss and D. Carlton on the

Stigler–Kindahl price data (1977, 1986) clearly showed that Means was

correct in his allegations.

Means died on 15 February 1988, his obituary appearing in many newspa-

pers in the US and elsewhere. However, economists generally ignored his

death. Perhaps this was fitting for an economist who had served his country

and fellow citizens so well but at the same time – by trying to forge new non-

neoclassical concepts and pictures of economic relationships appropriate for

a modern economy – had incurred the displeasure of mainstream neoclassi-

cists.

 

Means’s Major Writings
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Ronald L. MEEK (1917–1978) Michael C. Howard

Ronald Meek was born in Wellington (New Zealand) in July 1917. Here, at

university in the 1930s, he read law and economics. Beginning in 1946 he

studied under Maurice Dobb for a Ph.D. at Cambridge. His thesis, completed

in 1949, was titled ‘The Development of the Concept of Surplus in Economic

Thought from Mun to Mill’. The idea of a ‘surplus tradition in economics’

developing parallel with, and in antagonistic relation to, the dominant tradi-

tion of supply and demand theory was to be the focus of much of his

subsequent work. In 1948, Meek moved to the University of Glasgow to take

up a teaching post in the department of political economy. He remained there

until his appointment to the Tyler Chair of Economics at the University of

Leicester in 1963, which he held until his death in 1978.

Meek’s scholarship was exceedingly wide-ranging. His first publication

was Maori Problems Today (1943), while at the time of his death he was

working on a book dealing with the use of linear algebra in social theory

(1986). During the 1950s he wrote a series of articles on Soviet economic

thought, and in the 1960s published numerous papers on electricity pricing as

part of his successful attempt to establish a specialism in public sector eco-406 Ronald L. MEEK

 

nomics at the University of Leicester. He also found the time to write Hill

Walking in Arran (1963) and Figuring Out Society (1971) which dealt with

quantitative techniques in social and economic theory. One notable aspect of

this latter work was the explanation of the concept of an ‘optimum’ in the

context of the development of the science of hanging in nineteenth century

Britain – a mode of illustration designed to ensure that, once read, it would

never be forgotten. This is but one example of Meek’s very great abilities as a

teacher. He put immense effort into his lectures and tutorials, and his writings

are a model of structure and clarity.

Nevertheless, it will be as an historian of economic thought that Ronald

Meek will be best remembered. There were five areas of special concern to

him: the economics of physiocracy, the labour theory of value, the surplus

tradition in economic analysis, the ideas of Adam Smith and those of Karl

Marx.

Physiocratic ideas were made accessible to an English speaking audience

primarily by Ronald Meek. After publishing a number of seminal articles in

the 1950s, he produced several volumes of translations of the most important

writings of major physiocratic thinkers, notably Quesnay and Turgot. His

own interpretation was essentially an elaboration upon Marx’s views of the

Physiocrats as early analysts of the size and disposition of the economic

surplus in an immature capitalist economy. He also emphasized their meth-

odological contribution in viewing social and economic processes as subject

to impersonal laws, making possible the application of scientific procedures

to the understanding of human activity.

Meek’s Studies in the Labour Theory of Value (1956) analysed the devel-

opment of the theory from its medieval origins to its refinement in modern

Marxism. The motivation for writing the Studies arose from Meek’s corre-

spondence in the early 1950s with Joan Robinson, and in particular from his

inability to persuade her that she had failed to appreciate the structure and

significance of the labour theory of value. He sought to show, therefore, that

‘the labour theory was good science in Marx’s time’ and also ‘that it was

good science today’ (p. 7). The work not only stands as a piece of scholarship

in its own right, but is also notable for the importance that Meek gave to the

qualitative purposes which the theory served. He emphasized that it was

through the medium of labour value categories that the social relations of

commodity-producing economic systems were conceptualized. Marx, of

course, was seen as doing so most explicitly and self-consciously, but Meek

was able to trace the embryonic forms of the idea in earlier work on which

Marx built. This explains why Meek viewed the ‘historical transformation

problem’ as so important to Marxism. The transformation of values into

prices of production, and surplus values into profits, was not simply a logical

exercise; it was also, according to Meek’s interpretation of Marx, a process in
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history as changing forms of commodity production made their impact upon

quantitative economic variables and patterns of economic development. The

capitalist mode of production emerged gradually, as the capital–labour rela-

tion dominated that of simple commodity production; capitalist competition

intensified and created powerful tendencies towards the equalization of the

rate of profit throughout the economy; and landed property, merchant and

money capital were subordinated to the new mode of production. Meek

argued that the labour theory of value, properly understood, was designed to

treat these processes, and was misrepresented if considered only as a theory

of equilibrium price in the conventional sense.

It was from this perspective, Meek also claimed, that the overall structure

of Marx’s Capital was best appreciated. It reflected the historical develop-

ment of commodity-producing economics, albeit in a theoretically purified

form. Meek christened this procedure ‘the logical-historical method’ and his

description of it is of great relevance for assessing the most recent vintages of

Marxian political economy. Both the ‘Sraffian Marxists’ and the otherwise

very different ‘Rational Choice Marxists’ employ comparative static method-

ology extensively. In Meek’s interpretation of Marx, this is not wholly out of

accord with Marx’s own manner of developing scientific propositions. How-

ever, it simultaneously indicates important limitations in the work of modern

Marxists. Their use of the comparative static method follows that of neoclas-

sical theorists and thereby requires that the exogenous elements are assumed

to be independent of each other. Only then can singular ceteris paribus

changes be made and their causal effect on endogenous variables be assessed.

Marx, by contrast, considers only the ‘special’ cases which he believed were

evident in history. Causal relations are understood by comparing historical

configurations which are different in a number of respects, so that singular

ceteris paribus variations cannot be legitimately attempted because changes

in (what neoclassical economists would consider to be) parameters are joined

together historically. Marx’s method is thus expressly intended to capture

actual interdependencies and to assess the significance of real changes in

history; modern Marxists eschew this by requiring their methodology to

handle hypothetical cases in the manner of neoclassical theorists.

Meek’s research into the labour theory of value and Marx’s method was

part of a broader concern to establish the credentials of the ‘surplus tradition’

in economic thought against the views of orthodox intellectual historians.

Undoubtedly, he derived much support from Sraffa’s Production of Com-

modities by Means of Commodities (1960). Meek wrote one of the two most

insightful reviews of this book, claiming that it provided a basis for a ‘mag-

nificent rehabilitation’ of classical and Marxian political economy (1961).

Subsequently, he elaborated on how Sraffa’s framework could be used to

treat Marx’s problems in a Marxist fashion (see the ‘Introduction’ to the 408 Ronald L. MEEK

 

second edition of Studies in the Labour Theory of Value and 1977). Meek

wrote before the results of the Sraffa-based criticism of Marx, pioneered by

Ian Steedman, were firmly established and consequently tended to minimize

the tensions which actually exist between the two paradigms. Nevertheless, it

remains broadly true that the points which he emphasized as crucial in

connecting Sraffa to Marx were not affected by this critique; indeed, they are

accepted by most Sraffians.

Meek was much more critical of Marx’s ‘laws of motion’. His analysis of

the ‘immiseration thesis’ (1962b) remains one of the best treatments of Marxian

distribution theory. His evaluation of the falling rate of profit (1960) has been

overshadowed by Okishio’s proof that cost-reducing innovations can never

result in a lower profit rate in the way in which Marx believed they could.

Nevertheless, Meek’s examination of the various economic forces affecting

profits is still useful for understanding why Marx thought as he did, and why

he was wrong to do so. Meek also showed that while the account of the

‘reserve army of the unemployed’ was more soundly based, Marx had been

unduly influenced by the transitory effects which capitalist production had

had upon the pre-capitalist economy (1968).

Much of Meek’s analysis of the ‘surplus tradition’ from Physiocracy, through

Marx, to Sraffa was parallel to that of Maurice Dobb’s Theories of Value and

Distribution Since Adam Smith (1973). But there were also important differ-

ences. Meek never accepted that neoclassical theory had been completely

undermined in the ‘Capital Controversies’ of the 1960s. He did not dispute

that the Clarkian and Austrian forms of neoclassicism had been shown to be

seriously defective, but he recognized that the other formulations of supply

and demand theory were built on more secure logical foundations. In this

Meek was undoubtedly correct, as theoretical developments after his death

have shown. The Walrasian counter-attack on the conceptual structure of

Production of Commodities has exposed extremely serious limitations in the

Sraffian framework and has clarified how General Equilibrium theory avoids

them. Game theory, which was initially formulated by Edgeworth and has

been formalized rather erratically over the last 50 years, is completely im-

mune from the critical force of Sraffian economics. Meek criticized

neoclassical theory, but it was the ideological vision and its origin in apolo-

getic defences of capitalism which he emphasized (see 1950, 1957 and 1972b).

Furthermore, Meek regarded Adam Smith much more favourably, relative to

Ricardo, than did either Dobb or Sraffa. Two reasons lay behind this judge-

ment, each buttressed by extensive research.

First, Smith was recognized as the leading member of the ‘Scottish His-

torical School’ which anticipated much of Marx’s materialist conception of

history. Meek summarized this as follows:

Ronald L. MEEK 409

 

[The] theory was that society ‘naturally’ or ‘normally’ progressed over time through four more or less distinct and consecutive stages each corresponding to a different mode of subsistence, these stages being defined as hunting, pasturage, agriculture and commerce. To each of these modes of subsistence … there corresponded different sets of ideas and institutions relating to law, property, and government and also different sets of customs, manners, and morals. [This] four-stages theory … was destined not only to dominate socio-economic thought in Europe in the latter half of the eighteenth century, but also to become of crucial significance in the subsequent development of economics, sociology, anthropology and historiography, right down to our own time. (1976, p. 2)

 

Meek also sought to understand how this view of history had arisen, and why

the Scottish Historical School was so advanced relative to other thinkers of

the time.

Second, Meek argued, Smith reformulated the class typology which he

inherited from the Physiocrats, and in doing so provided the basic conceptual

framework of the modern surplus tradition.

 

One of the crucial features of a change from one paradigm to another … accord-ing to Professor Kuhn, is a ‘shift in scientific perception’, of such a character that ‘objects that were grouped in the same set before are grouped in different ones afterward and vice versa’. It was precisely a ‘basic shift of perception’ of this type which was the main achievement of the Wealth of Nations. As I see it, the really central element of that work was Smith’s new division of society into landlords, wage earners and capitalists. … Before Smith, the socio-economic structure had almost always been defined in terms of a pattern which either virtually ignored the existence of the third of these ‘orders’, or implicitly denied its ‘great, original and constituent’ character by including it in some other ‘order’. … [T]his new way of looking at society made all the difference … it paved the way for the idea that the drive by the third ‘constituent order’ to maximise its profits and to accumulate capital was the mainspring of the mechanism of the economic process … the principal medium … through which the famous ‘invisible hand’ worked to im-prove human society. … There was scarcely a single element in Smith’s system which was new … [but Smith made a paradigm shift] … and when it ha[d] been made all the other elements fell into place – and very often into a new place. Thus it seems very unhelpful to regard Smith, as some historians have done, as a mere synthesizer. (See 1973b, pp. vii–viii)

 

Meek’s immense respect for the intellectual stature of Smith was evident in

his dedication to the editing of Adam Smith: Lectures on Jurisprudence

(1978). George Houston describes this work in the following way:

 

The bicentenary of Adam Smith was to be marked by several publications, one of which was going to be onerous, indeed tedious, to prepare. A set of student notes for Smith’s lectures on Jurisprudence had become available, the text had to be deciphered, annotated, edited and matched against Cannan’s version. Although joint author with David Raphael and Peter Stein, Ronald accepted the main responsibility for the volume, especially the text, and he spent hours and hours on 410 Ronald L. MEEK

 

that text in the most meticulous checking and counter-checking. What he called his monocular vision must have made the task even more daunting for him. (Bradley and Howard, 1982, p. vi)

 

Ronald Meek was thus a ‘dissenter’ not only within economics generally,

but within the ‘surplus tradition’ as well. It is a mark of his success, however,

that this judgement is truer for the beginning of his career in 1948 than it was

at the end, 30 years later. Together with Maurice Dobb and Piero Sraffa, he

did much to keep classical and Marxian ideas alive after the Second World

War, and in the process contributed substantially to their elevation from the

outer periphery to a more secure position in the intellectual development of

economics. At the same time, however, Meek proved able to keep this in

perspective. He recognized that the ‘surplus tradition’ had a vibrant and

increasingly refined competitor in the evolution of supply and demand theory.

Thus he did not exaggerate the intellectual stature of either Smith or Ricardo,

nor that of Marx and Sraffa. Great economists they each were, but Meek

realized that they did not monopolize all that was worthwhile in the history of

economic thought, and that the surplus paradigm had to prove its worth by

interpreting modern problems in an analytically satisfactory manner.
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Hyman P. MINSKY (1919–1996)

Hyman P. Minsky was born in Chicago (Illinois) on 23 September 1919. His

mother, Dora Zakon, had been active in the nascent Trade Union movement;

his father, Sam Minsky, was active in the Jewish section of the Socialist party

in Chicago, having left Russia in the aftermath of the unsuccessful revolution

of 1905. According to family legend, the courtship of Dora Zakon by Sam

Minsky began at a gala that the Jewish section of the Socialist party of

Chicago held to celebrate the 100th anniversary of the birth of Karl Marx.

Minsky received his elementary and secondary education in Chicago, Lima

(Ohio) and New York City. He attended the University of Chicago beginning

in 1937 and graduated four years later with a degree in Mathematics. In the

same year he commenced his graduate work in Economics also at Chicago.

In the summer of 1942 he worked on the input/output study of W.W. Leontief

at Harvard University, and stayed on there as a graduate student.

In February 1943, he entered the US Army and served in the Transporta-

tion Corps in New York City, Great Britain, France and Germany until late

1945. He then stayed in Berlin as a civilian employee in the manpower

division of the US Military Government for Germany until August 1946. In

September 1946 he returned to Harvard to resume his graduate studies,

finishing his M.P.A. in 1947 and his Ph.D. in 1954.

He began his teaching career at Carnegie Tech (now Carnegie Mellon

University) in the summer of 1947. Minsky worked on the Raymond Gold-

smith study of savings in the summer of 1948. He was Assistant to Associate

Professor at Brown University from 1949–57, then visiting Associate Profes-

sor and Associate Professor at the University of California Berkeley from

1957–65. In 1955 he married Esther De Pardo; they had two children: Diana,

born in 1964 and Alan, born in 1965. From 1965 until his retirement he was

Professor of Economics at Washington University (St Louis) and Professor 412 Hyman P. MINSKY

 

Emeritus since 1 July 1990. After his retirement from Washington University

he was also Distinguished Scholar at the Jerome Levy Economics Institute

(Bard College).

Hyman Minsky’s professional interest in economics was an outgrowth of a

political and social commitment, as well as a reaction to the economic and

social climate of his youth. He was a member of the youth division of the

American Socialist party while in secondary school in Chicago.

As an undergraduate he had a strong interest in formal logic, the philoso-

phy and methodology of science and the theory of probability. He intended to

specialize in mathematics and Physics despite his strong interest in social

sciences.

The first work of Keynes that Minsky read was the Treatise on Probability.

An emphasis upon the need to act in the face of uncertainty characterizes

Minsky’s view of both Keynes’s General Theory and the capitalist economy.

Minsky holds that present views about the uncertain future are determinants

of the relative money prices of capital and financial assets, where the money

price of money is always one.

Minsky treats the effect of uncertainty upon economic decisions by claim-

ing that businessmen, portfolio managers and bankers are in a position logically

analogous to that of a scientist when newly-available evidence tends to falsify

accepted theory; a vacuum exists until a new theory can be formulated and

accepted which resolves the doubts engendered by the new evidence. For a

scientist, uncertainty prompts the development of research programmes in

order to reach a clear perception of what constitutes ‘normal’ science. To

businessmen, portfolio managers and bankers, uncertainty means that deci-

sions are made in the absence of firm knowledge. For both the doubting

scientist and the sceptical businessman, ‘I don’t know’ is often the most

appropriate answer to questions relevant to decision-making.

In the winter of Minsky’s second year at the University of Chicago, Oscar

Lange gave a short course for the Socialist party of Chicago on ‘The Eco-

nomic Theory of Socialism’. Minsky attended the lectures and became

interested in economics as a discipline. Under the influence of Professor

Lange he decided to shift his major interest from mathematics and physics to

economics, although he remained a mathematics major, pioneering a math-

ematics-major/economics-minor degree.

Throughout the time they overlapped at the University of Chicago, Lange

was a major influence upon Minsky’s development, teaching the first course

in which the then new economics of Keynes was the principal subject. Lange

gave a precise, though somewhat mechanical, interpretation of Keynes.

Professor Henry Simons taught one of the first courses Minsky took in

economics after his decision to specialize. Although a strong advocate of

the capitalist way of organizing production, Simons was at that time sym-
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pathetic to the ideals and objectives of Democratic Socialism, as evidenced

in his writings. However, he doubted that the socialist mechanism would

lead to the achievement of socialist goals. He was also aware of the short-

comings of capitalism, in particular the fact that a capitalist market economy

led to an income distribution that was incompatible with democracy. He

also deplored the debt deflations and therefore deep depressions which

were characteristics of any capitalist economy with the financial structure

necessary for capitalism to be dynamic. Simons encouraged dialogue with

his students. Minsky’s location of the principal flaw of laissez-faire capital-

ism in its financial structure (necessary if the capitalist way of managing

the investment process is to be compatible with a dynamic economy) is a

debt that the financial instability hypothesis owes to the influence of Henry

Simons.

Other influences upon Minsky while he was at Chicago were Professors

Jacob Viner, Paul Douglas, who became a liberal US Senator, and Gerhard

Meyer, who taught an entire generation of University of Chicago under-

graduates.

In the spring of 1942 Lange arranged for Minsky to spend the summer at

Harvard University helping on a post-war planning research project of Pro-

fessor Wasilly Leontief. This led to Minsky doing his doctoral degree at

Harvard after World War II, although if Lange had remained an academic in

America he quite likely would have taken his doctoral degree with Lange.

At Harvard the major influences upon Minsky were Alvin Hansen, John

Williams (then a teaching assistant in their joint course on Money and Bank-

ing) and Joseph Schumpeter. After World War II Minsky became closely

associated with Jerome Lettvin, Walter Pitts and Oliver Selfridge who were

working with Professor Norbert Weiner at MIT.

Minsky began his doctoral dissertation research under Schumpeter; his

untimely death in early 1950 meant that the dissertation was finished under

the supervision of Leontief. Schumpeter’s vision of the capitalist process

required an integration of financial markets and investment behaviour which

matched the approach that Minsky had acquired at Chicago. One facet of

Minsky’s vision is that Keynesian theory does deal explicitly with an economy

that is dynamic in the sense that Schumpeter described: Keynes’s monetary

theory was what Schumpeter needed to complete his own theory of the

developing capitalist economy.

During Minsky’s time at Harvard, Alvin Hansen was the leading apostle of

Keynesian economics. From the perspective of the interpretations of Keynes

which are associated with Minsky, Hansen’s reading was strangely mechani-

cal as it largely neglected the significance of money and finance. Uncertainty,

which was so critical to Keynes’s explanation of the dynamics of capitalist

economies, was virtually ignored by Hansen.
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Hansen’s vision was dominated by the tragedy of the Great Depression. In

his view the mission of economics was to help end the depression and to set

in place a structure that would make a repetition of such a tragedy most

unlikely. This meant that the rationalization of fiscal policy as an economic

‘steering wheel’ (to use a phrase we owe to Abba Lerner) was of primary

importance.

The positive contribution of Hyman Minsky may be viewed as a struggle

through the years to reconcile Lange and Simons and to integrate this

reconciliation with the deep insights of Schumpeter and the pragmatism of

Hansen.

Through the years at Berkeley, Brown and Washington Universities, Minsky

had some occasions to interact with both the research departments of finan-

cial institutions and with operators at banks. Concern with the question, ‘Can

“it” happen again?’ (‘it’ being a great depression) was an outgrowth of

research he undertook at the instigation of the Commission on Money and

Credit. He also conducted research sponsored by the Federal Reserve System

and the Federal Deposit Insurance Corporation. One of his most influential

studies, ‘The Economics of Disaster’, was prepared as a research paper for

the Federal Reserve Board of Governors. For almost 20 years Minsky was

also associated with the Mark Twain banks in St Louis; he often asserted that

these banks were his laboratory.

The doctrines most associated with Hyman Minsky can be summarized as

follows:

 

1. The interpretation of Keynes as an investment theory of the business

cycle and a financial theory of investment. This interpretation empha-

sizes the ‘two-price level’ aspect of capitalism; that is, the prices of

assets, capital and finance are based upon different proximate variables

than the price level of current output.

2. The ‘financial instability hypothesis’ which holds that over a period of

good times the financial structures of a dynamic capitalist economy

endogenously evolve from being robust to being fragile, and that once

there is a sufficient mix of financially fragile institutions, the economy

becomes susceptible to debt deflations.

3. The significance and necessity of Central Banks to be lenders of last

resort in order to help abort and contain debt deflations and therefore the

thrust towards deep depressions.

4. The cash-flow analysis of financial relations, which emphasizes the flows

of incomes (wages, gross capital income, taxes and foreign exchange

earnings) from the productive part of the economy that can validate

financial obligations. In particular, the significance of profits as the in-

come flow that validates or fails to validate the business debt structure in
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capitalist economies (leading to an emphasis upon Kalecki’s way of

looking at National Income).

5. The necessity and significance of big government; that is, one whose

budget is a ‘large’ percentage of national income so that government

deficits are sufficient to act as a stabilizer to aggregate profits.

6. The significance of financial innovations as reactions to perceived profit

opportunities.

7. The tiers approach to the balance of payments, which emphasizes the

significance of international payments as shifts of profits and other in-

comes among national economies, and how balance of payments cash

flows are necessary to validate the payment commitments on interna-

tional indebtedness.

 

By combining these doctrines, Minsky reached the position that a relevant

research programme for understanding a capitalist economy cannot abstract

from monetary and financial relations. In Minsky’s view the orthodox theory

reflects a ‘village market’ paradigm, where the basic transaction is the barter-

ing of one good for another. He holds that the apt theory for a capitalist

economy has to reflect a ‘Wall Street’ situation where the paradigmatic events

are negotiations in board rooms among bankers and businessmen that deal

with financing investment and positions in capital assets. Whereas in ortho-

dox theory, money is neutral, in the Wall Street paradigm theory, money is

not neutral. In Minsky’s view the abstract problem set by Keynes is the

development of an economic theory in which the non-neutrality of money is

an essential theorem that follows from the basic premises rather than a

special case that reflects some informational asymmetry or market imperfec-

tion.

The interpretation of Keynes that Minsky developed – his special version

of post-Keynesian economics – holds that Keynes solved the problem of the

non-neutrality of money by recognizing that there are two key price levels in

a capitalist economy: the price level of current output and the price level of

financial and real assets, and that these two price levels are based upon two

quite different relations.

The prices of current output are the means by which the producing and

distribution apparatus recovers its costs. Output is produced because the

producer, and the banker who finances production, believe that the sales

revenue will enable costs to be recovered and a profit to be earned. But the

costs of production are mainly labour costs. In a capitalist economy bankers

are repaid and businesses make a profit only if sales revenue exceed labour

costs by a large enough margin: the price level of current output can be

interpreted as a mark-up on unit labour costs. Labour costs per unit of output,
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labour to available labour. The price level of current output will lag behind

what happens to overall employment.

Current output in a no-government, no-foreign trade skeletal model of a

capitalist economy consists of consumption goods and investment goods

production. The price level of investment output can be considered to move

along with the price level of consumption output. Producers of investment

outputs set their prices to recover their labour costs: the price level of invest-

ment output equals unit labour costs plus a mark-up.

Liquidity preference is in Minsky’s view a theory of the price level in

money and of relative prices of capital and financial assets in conditions of

uncertainty. Capital assets and financial instruments are valuable only as they

yield incomes. But such yields occur through time: the present prices of

capital assets and financial instruments reflect the present valuations of in-

comes that will be realized as the economy functions through time. Because

investment production occurs through time and because today is the future

for the past, a capitalist economy (especially if it has a complex financial

structure) is one in which the past, the present and the future affect the output

of the economy at every date.

But the future exists today only in the minds of the actors in the economy.

In Minsky’s view, one essential aspect in understanding a capitalist economy

is the rules of behaviour formulated by actors in that economy in the light of

the uncertainty that they must acknowledge.

Minsky’s work has significant policy implications. Capitalism is a flawed

system in that, if its development is not constrained, it will lead to periodic

deep depressions and the perpetuation of poverty. Appropriate government

interventions and an apt structure of central bank controls can lead to an

adequate performance: the period 1946–80 or so is interpreted as a practical

‘best’ for the real-world economy. However even when the economy func-

tions well, agents feel constrained by interventions that make for its aggregate

success. This sets in motion institutional changes which lead to evasions and

avoidance of the constraints. In this manner what is an apt structure of

intervention in initial circumstances becomes inept as time goes by. Capital-

ism can be made to function in an adequate manner, but it is a constant

struggle to determine the interventions that are necessary and to put these

into place.

 

Minsky’s Major Writings
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Wesley Clair MITCHELL (1874–1948) Philip A. Klein

Wesley Clair Mitchell was born in Rushville (Illinois) in 1874, the son of Dr

John Wesley Mitchell, a physician who served in the Union Army during the

Civil War, and Lucy Medora McClellan, born on a farm in Yorkville (Illinois)

but raised by her aunt in Chicago.

Raised and educated in Illinois, Mitchell entered the University of Chicago

in the autumn of 1896. Here he was diverted from the field of classics by two

of his professors, John Dewey and Thorstein Veblen, both of whom had

enormous influence on young Mitchell. It was undoubtedly from them that

Mitchell developed the institutionalist perspective which he retained through-

out his professional life and in turn influenced so significantly.

Like Schumpeter and Veblen, Mitchell insisted that the economy as an

allocating mechanism could be properly understood and appreciated only if

it were examined and evaluated as part of the larger societal and cultural

structure within which it is embedded.

Mitchell devoted his professional life in large part to studying business

cycles; he ultimately came to feel that economic instability is an integral

aspect of the evolving economy and is best approached in terms which

include the institutionalist perspective. Mitchell himself came to this view

only gradually. From his early efforts to understand business cycles he came

to feel that cycles grow out of, and reflect back on, the whole economy of

which instability is but one aspect. Ultimately understanding instability came

to mean understanding how economies grow and change. Thus his early

reflections on business cycles led him to consider the nature of the evolving

economy and, subsequently, to contemplate writing a volume on economic

theory which unfortunately he never managed to complete.

Of the three American economists customarily regarded as the fathers of

American Institutionalism, Mitchell would appear to have the most secure

current reputation. Veblen has perhaps been relegated by mainstream econo-

mists to the position of a turn-of-the-century gadfly, interesting and

provocative perhaps, but disorganized and ultimately not particularly rel-

evant to the discipline of economics as it is perceived today. Commons

worked more closely to the currently agreed parameters of the discipline,

but his contributions are often overlooked. Mitchell is acknowledged by all

to have had a profound influence on quantitative research. The fact that

today the United States has what is probably the best set of detailed histori-

cal statistics on the basis of which the past can be studied, is in no small part

due to the influence of Mitchell and his National Bureau. Ultimately, under

Mitchell’s stimulus, improved statistics for studying instability grew in

coverage and sophistication to encompass national income accounting, the

flow of funds, international trade, and virtually every applied field of mod-
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but his quantitative emphasis continues to influence modern economic re-

search.

In addition to Veblen and Dewey, Mitchell studied monetary economics

with J. Lawrence Laughlin at the University of Chicago. Under Laughlin’s

influence, his doctoral dissertation dealt with the monetary crises of the Civil

War period (published as A History of the Greenbacks, 1903). Mitchell moved

from Chicago to the University of California at Berkeley in 1903 where he

spent a highly productive decade. Early in his career Mitchell was already

focusing on careful empirical investigations. This became even more evident

in his second book (1908) in which he expanded and enriched his doctoral

study, covering the period 1862 to 1878.

Attention to statistical procedures and methodology, along with efforts to

improve the quality and coverage of data, were hallmarks of Mitchell’s out-

put virtually from the outset of his career. In coverage, his work moved from

a monetary focus to a broader examination of forces making for instability

and, ultimately, to an examination of the evolving economy as a whole.

Methodologically his work moved from an initial recognition of the need for

statistical data to support any interpretation, to increasingly complex and

sophisticated techniques for organizing, summarizing and averaging those

data. In this connection his 1913 Business Cycles revealed Mitchell’s lifelong

preoccupation with acquiring detailed and accurate statistical records to ana-

lyse. Moreover, this went far beyond the earlier monetary studies. Joseph

Dorfman summarized Mitchell’s viewpoint well by noting that his aim was

‘to work out the logic and technique of the money economy, to show how it

affected men’s actions and habits of thought …’ (Burns, p. 130). Mitchell’s

early views on instability already emphasized the stresses and strains which

evolve in market-orientated economies, which is to say in economies moti-

vated by the quest for profits:

 

Now the recurrent phases presented by economic activity, wherever it is domi-nated by the quest for profits, grow out of and grow into each other. An incipient revival of activity, for example, develops into full prosperity, prosperity gradually breeds a crisis, the crisis merges into depression, depression becomes deeper for a while, but ultimately engenders a fresh revival of activity, which is the beginning of another cycle. A theory of business cycles must therefore be a descriptive analysis of the cumulative changes by which one set of business conditions transforms itself into another set. (1913, reprinted 1941, p. ix)

 

These cumulative changes involve alterations (and ultimately stresses and

strains) in the shifting psychological, financial or monetary, and real interre-

lationships which emerge from the recurring widening and narrowing of cost/

price (profit) margins, along with the resulting fluctuation over the cycle in

entrepreneurial perceptions of profitable investment opportunities.
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Because he stressed these many divergent factors, his theory of instability

is often called a ‘business-economy’ or ‘eclectic’ theory of the cycle. Indeed,

when he began investigating the nature and causes of instability he did not so

much ignore previous cycle theory (as has sometimes been charged) as argue

that there might well be correct elements in many theories. Indeed the imme-

diate or proximate cause of downturns and upturns need not invariably be the

same among the many possible interrelationships which shift over the cycle.

That business cycles were part of the process which ineluctably emerges in

economies organized around making money was clear to him very early. That

business instability was itself part of a larger evolutionary pattern which

institutionalists stressed became clear to him as his work progressed. While

much of his theoretical viewpoint was an outgrowth of the 1913 volume, his

methodological perspective was rendered more concrete by his 1915 seminal

publication, The Making and Using of Index Numbers. This pioneering mono-

graph, reprinted as late as 1938, illustrated his lifelong concern with finding

better methods of presenting statistical data.

In 1913 Mitchell moved to Columbia University where, except for the

period 1919–22 when he and Alvin Johnson established the New School for

Social Research in New York City, he remained until he retired in 1944.

Mitchell was, as noted, significantly responsible for launching the National

Bureau of Economic Research in 1920 to further his insistence that economic

research in any field, including business cycles, could only proceed if first

‘the facts’ were known. Good economic theory, Mitchell insisted, must be

empirically grounded. Thus from its inception the essential function of the

Bureau was to fill out, and in as great detail as possible, the empirical record

so that theorists could proceed from reality to significant generalizations for

testing.

 Virtually from the start, Bureau publications included a statement which

proclaimed: ‘The object of the National Bureau of Economic Research is to

ascertain and to present to the public important economic facts and their

interpretation in a scientific and impartial manner’. While the Bureau earned

much of its early reputation through its painstaking work in developing and

analysing times series in an effort to isolate and understand business cycles

(W.I. King, Willard Thorp, and ultimately Burns along with Mitchell), it

always worked in other areas as well. Under Mitchell’s direction in its first

two decades, Bureau studies tackled trade union developments (Leo Wolman),

income distribution (King, Macaulay, Oswald Knauth) and price behaviour

(Frederic Mills). Still later the Bureau was intimately involved in setting up

the system of national income accounting (Simon Kuznets), studying Ameri-

can transportation (Thor Hultgren), inventory behaviour (Moses Abramowitz,

Thomas Stanback), international trade (Ilse Mintz, Oskar Morgenstern), busi-
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(Milton Friedman and Anna J. Schwartz), productivity trends (Solomon

Fabricant), consumption (Ruth P. Mack) and trends in philanthropy (W.I.

King). This by no means exhausts the range of areas studied by Bureau

economists. The special genius of Mitchell’s direction was that the Bureau

earned an enormous reputation for precision, accuracy and objectivity which

made its work both useful and appealing to economists of all persuasions. If

Mitchell, as is argued below, is best regarded as a dissenting economist, the

Bureau under his leadership attracted both dissenting and mainstream econo-

mists and produced empirical research that could be and was utilized by all.

The field of business cycle research, of course, continued to be the princi-

pal focus of Mitchell’s own work, as well as the field in which the reputation

of the Bureau was established. Mitchell began by collecting an enormous

number of time series dealing with the past behaviour of the economy. At the

Bureau he was able to apply vastly greater resources in the service of his

belief – that efforts to understand the cycle could best be enhanced by

organizing systematically a great deal of data pertaining to the real world and

searching therein for patterns of interrelationships. Therefore his approach

continued to be vigorously and emphatically empirical. Because, as in his

early work, there were no obvious or simple hypotheses set out in advance,

his approach to cycles was not only labelled ‘eclectic’ (as we have seen) but

also ‘measurement without theory’.

It may be argued that Mitchell’s reputation with mainstream economists

lies with his influence in persuading them that quantitative economics –

empirically grounded economic research – was the most appropriate (Mitchell

might have argued the only) way to make progress in understanding the

economy. The traditional tendency of mainstream economists to reject em-

pirical research in favour of logically consistent models has burgeoned anew

in recent years and in new forms, even more relentlessly sympathetic to

‘rigour’ at the expense of ‘relevance’ (unless the relevance is measured against

‘stylized facts’ rather than mere ‘real facts’). Mitchell himself regarded eco-

nomics as a social science ‘to aid in social amelioration’. If, moreover, he had

a ‘blind faith’ that ‘the evolutionary process of cumulative causation is ame-

nable to intelligent social control’ (in the words of Paul T. Homan in Burns,

1952), all economists at the Bureau in those days did not agree with him nor

did Mitchell ask them to. Others at the Bureau found it congenial to join

Mitchell in collecting facts, but only to understand how market forces oper-

ate, rather than to control them in any way. Thus Milton Friedman, a

quintessential mainstream economist, was comfortable at the Bureau virtu-

ally from the outset of his career. If Mitchell was personally an interventionist,

he regarded the Bureau as a source of empirical information neither in the

service of interventionism nor of non-interventionism. His personal objective

may have been to improve social control, as Homan suggests. The Bureau’s
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role, however, was only to enrich the empirical record available to all econo-

mists.

The Bureau of today continues but with no particular emphasis on business

cycles; its empiricism is closely tied to the model-building approach of

mainstream economics (stylized facts); and it is under the direction of econo-

mists customarily associated with devotion to market solutions. It was charged

– and arguably to be sure – that the Bureau under Mitchell was ‘measurement

without theory’. Today the Bureau may perhaps be appropriately character-

ized as ‘measurement comfortable with mainstream theory’. One wonders

what Mitchell would think.

In terms of publications, the major works Mitchell produced at the Na-

tional Bureau undoubtedly were Business Cycles: The Problem and Its Setting

and Measuring Business Cycles, co-authored with Arthur F. Burns. The former

book was an extension and revision of part of the 1913 volume. We may note

that Part I of the 1913 study of business cycles presented and summarized

leading extant theories of the cycle; it then included Mitchell’s efforts at

presenting year-to-year statistical records for the US, France, England and

Germany during the period 1890–1911. In 1927 Mitchell was able to include

a good many monthly or quarterly series covering the period 1850–1925,

particularly for the US and England. This more extensive study did not cause

him to alter his basic views of what happened during business cycles.

Over the years Mitchell and his colleagues were involved in the detailed

analysis of statistical series designed to update and improve Part II of the

1913 volume. Part II of that study was eventually reprinted in the early 1940s

on grounds that ‘a contribution to economic theory does not pass out of date

so automatically as do business annals and business statistics’ (1941, p. vi).

This body of work from 1913 to 1927 is, in terms of its perspective and

approach, consistent (as is all his subsequent work with Burns). Throughout

his career Mitchell did not so much change his view of the causes of instabil-

ity as corroborate, extend, refine, enrich and empirically verify his 1913

views.

The 1946 book with Burns summarized the methodology developed by

Mitchell and his associates over many years at the NBER and was designed

to bring out the critical business cycle relationship patterns Mitchell had been

in the process of refining since his early California days. It was this work

which led ultimately to the creation of the first of a number of ‘short lists’ of

‘most reliable business cycle indicators’ of the sort eventually embraced by

the US Department of Commerce and now monitored monthly in their publi-

cation, Business Conditions Digest. It has been correctly observed that this

publication serves as proof that monitoring instability with business cycle

indicators is the only method of forecasting business cycles which has the

imprimatur of the US government.
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Mitchell’s lifelong preoccupation with improving statistics so as to ascer-

tain ‘the main facts of economic history’ pertaining to the ‘congeries of

interrelated phenomena’ (which he always perceived as constituting business

cycles) was a major impetus to careful quantitative empirical research in

economics in general. When it is recalled that mainstream economics of this

period customarily assumed not only Say’s Law of markets and full employ-

ment, but also flexible wages and prices leading to ‘cleared markets’ and

equilibrium, it was also one of the major examples in the history of economic

thought of the profound impact which responsible dissent can have on the

techniques, if not the perspective, of mainstream analysis and thought.

Mitchell would never have acknowledged any dichotomy between one

aspect of himself as the analyst of business cycles and another as the institu-

tional economist. It is not clear that he ever applied the term ‘institutionalist’

or ‘evolutionary economist’ or even ‘dissenting economist’ to himself, but he

was clearly sympathetic to the work of both Veblen and Commons, as a

reading of his notes on these economists in Types of Economic Theory will

corroborate. Moreover, the closeness between Mitchell’s two kinds of work is

underscored by Joseph Dorfman’s comment in his Professional Sketch in

Burns’s volume dedicated to Mitchell: ‘His theory was that business cycles

were not “natural” nor were they the outcome strictly of industrial forces;

rather they were a product of the peculiar institutions and habits associated

with the money economy’ (1951, p. 131).

Today, however, the disjunction between ‘the two Mitchells’ is almost

complete. Those who work in the tradition of the original NBER and do

quantitative research dedicated to understanding business cycles rarely if ever

think of Mitchell as an institutionalist, or indeed as a dissenting economist.

On the other hand, those who regard Mitchell as a leading dissenter and/or a

founder of American institutionalism rarely if ever focus in any detail on the

enormous contribution to the technical manipulation of statistical data which

formed the central core of Mitchell’s business cycle research.

It seems clear, however, that these ‘two Mitchells’ were a unity, as shown

conspicuously in his conception of the task of economics. In the last of his

famous Lectures in Types of Economic Theory, Mitchell expresses his own

views and suggests that economics is fundamentally a ‘science which deals

with economic behavior’ (p. 296). Moreover, he was at pains to define ‘be-

haviour’ in broad – which is to say – institutionalist terms.

As Frederick Mills has noted, Mitchell never wrote the capstone volume

on economic theory which he planned. Nevertheless he developed a consist-

ent system of ‘concepts and beliefs’ which Mills summarized as follows:

 

1. The emphasis on objective behaviour as an object of study, as against the

‘intellectualist’ fallacy of the nineteenth century.
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2. The conception of economics as one of the sciences of human behaviour.

3. A concern with reality and a conviction that the objective of economics

is the understanding of the institutions and processes by which men

make their living. All available instruments to this understanding should

be utilized by the economist, but it is the understanding of reality and not

the formulation of a body of concepts to be judged in terms of their own

internal consistency which is the end-purpose of economics.

4. The belief that pecuniary institutions, and the money economy generally,

provide keys of central importance to an understanding of contemporary

economic processes.

5. The notion of sequence, the concept of cumulative, consecutive growth,

as opposed to the Newtonian concept of equilibrium.

6. The notion that inquiries should be framed from the start in such a way

as to permit testing of the hypothetical conclusions; profound belief in

the interplay of reason and observation as the way to achieve warranted

conclusions.

7. The confidence in statistical measurement as a means of ensuring the

cumulative growth of a body of factual knowledge; such quantitative,

substantive knowledge would not only provide tests of hypotheses, but

would constitute a seed-bed for the germination of new hypotheses (Mills,

in Burns, 1952, pp. 119–20).

 

Consideration of this list of beliefs reveals the profound influence of Veblen

as well as Mitchell’s sympathy for the approach taken by Commons. Mitchell’s

approach was unequivocally evolutionary. In his introduction to What Veblen

Taught, Mitchell asserts: ‘The biological view of man’s evolution suggests

that habits of thought are formed by the activities in which individuals en-

gage. … Hence economic factors have had and still have a major share in

shaping mass habits of thought. … The theory of evolution begun by biolo-

gists must be continued by students of culture, and primarily by economists’

(1936, pp. xxi–xxiii). Modern institutionalists can relate to this approach of

‘evolutionary economics’, even as they may note the influence on more

recent institutionalist work of the more explicit juxtaposition of Dewey with

the Veblenian tradition. Nonetheless Dewey’s instrumentalism is surely to be

perceived in the Mitchellian perspective.

Mills noted further that ‘no man did more to turn economists toward the

study of the actual functioning of our economic system’ (p. 120). If another

name might be added in the twentieth century it would surely be Keynes,

thereby suggesting that a ‘reality-based’ approach to economic analysis was

common to both. (This no doubt accounts for Mitchell’s willingness, like

Keynes’s, always to serve on commissions and as a consultant to govern-
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thought that the ‘disaggregative approach of Mitchell and the aggregative

approach’ of Keynes were antithetical (cf. Burns, Economic Research and the

Keynesian Thinking of Our Times, 1946). It is ironic that modern institution-

alists still debate the compatibility of Keynes and Mitchell. In any case, much

of the recent ‘new classical’ economic theory is not only a rejection of

Keynes, it is also a rejection of the Mitchellian perspective – so critical in the

evolution of modern institutionalist thought.

 

Mitchell’s Major Writings

(1903), A History of the Greenbacks, With Special Reference to the Consequences of Their

Issue, 1862–1865, Chicago: University of Chicago Press. (1908), Gold, Prices, and Wages Under the Greenback Standard, Berkeley, CA: University of

California Press.

(1913), Business Cycles, Berkeley, CA: University of California Press. (Part III was reprinted

under the title, Business Cycles and Their Causes, University of California Press, 1941;

Third printing, 1959.)

(1915), The Making and Using of Index Numbers, Washington, DC: US Bureau of Labor

Statistics, Bulletin no. 656. (Reprinted 1938.)

(1927), Business Cycles: The Problem and Its Setting, New York: National Bureau of Economic

Research.

(1936), What Veblen Taught (edited and with an Introduction by Wesley C. Mitchell), New

York: Viking Press.

(1937), The Backward Art of Spending Money, and Other Essays (written 1912–36), New York:

McGraw-Hill.

(1946), Measuring Business Cycles (with Arthur F. Burns), New York: National Bureau of

Economic Research, Studies in Business Cycles.

(1949), Lecture Notes on Types of Economic Theory, New York: Augustus M. Kelley.

(Stenographic Record of Class Notes from 1934–35. Unauthorized, published posthumously.) (1951), What Happens During Business Cycles: A Progress Report, New York: National Bureau

of Economic Research, Studies in Business Cycles, No. 5. (Published posthumously.)
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Gunnar MYRDAL (1898–1987) Malcolm C. Sawyer

Gunnar Myrdal was born in the province of Dalarna in Sweden in 1898 and

grew up in a farming environment. His early interests were in the natural

sciences, but he initially read law at the University of Stockholm. He soon

switched to economics and in 1927 completed his doctoral thesis on the

problem of price formation under conditions of economic change, with an
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emphasis on the role of anticipations. Many of the ideas and concepts in his

doctoral thesis appeared again in Myrdal’s writings on macroeconomic analysis

published in the 1930s (in English as Monetary Equilibrium). Myrdal was

initially a ‘pure’ economic theorist, but became deeply involved in economic

policy debates. But initially Myrdal was an orthodox economist, working in

the neoclassical tradition, fascinated by abstract mathematical models and

much influenced by Wicksell and others.

Myrdal’s transition from the orthodox economist to the political and social

economist starts in 1929 with the award of Rockefeller Fellowships for

Myrdal and his wife Alva to study in the United States. In the USA, Myrdal

confronted the position of institutional economics in America, and witnessed

racial tension and slums for the first time and the effects of the stock market

crash. He moved towards a multi-disciplinary perspective (as reflected in his

writings from the early 1940s onwards) describing himself as an institution-

alist. Throughout his career, Myrdal worked on the ‘big issues’, conscious of

the multi-faceted nature of economic and social problems and of the need for

careful research.

After spending a year in the United States as a Rockefeller Fellow in 1929,

Myrdal wrote a survey of Sweden’s monetary and exchange problems. He

became an adviser to the new Social Democratic government from 1932, and

a Member of Parliament in 1935. Myrdal was strongly involved in showing

the possible benefits of an expansionary fiscal policy, playing a pioneering

role in the development of a theoretical framework for the analysis of fiscal

policy (1934). As a member of the ‘Stockholm School’, he was closely

involved in the development of many notions which were later regarded as

Keynesian, particularly the role of demand and fiscal policy. From 1933 to

1939, he was Professor of Political Economy at Stockholm University. He

was actively involved in Swedish political life in the 1940s, returning to

Parliament and appointed Director of the Central Bank, Chair of the Planning

Commission and Minister for Trade and Commerce (1945–47). He became

Executive Secretary of the United Nations Economic Commission for Europe

in 1947, a post he held for ten years. On return to Sweden, he established the

Institute of International Economic Research in Stockholm to undertake work

on trade and development. A ten-year study of Asia culminated in his three-

volume Asian Drama. He shared the Nobel prize for economics in 1973.

His first book, Monetary Equilibrium (1939), focused on the Wicksellian

notion of cumulative causation applied to credit creation, a general idea that

recurs in different forms in much of Myrdal’s work. Viewing this book as an

‘immanent criticism’ of Wicksell, he pointed to the links between the real and

the monetary sides of the economy, in particular to the influence of the

money rate of interest on relative prices. He also focused on the Wicksellian

cumulative process, arising from any difference between the ‘natural’ rate 426 Gunnar MYRDAL

 

and the money rate of interest. For example, a fall in the money rate of

interest means that future profits are discounted at a lower rate, leading to a

rise in capital values (based on discounted future profits). There is a conse-

quent shift to investment goods and away from consumer goods; the prices of

consumer goods rise which further stimulates investment. This cumulative

process only comes to an end when the banking system changes the condi-

tions under which credit is granted. Whilst general (non-monetary) equilibrium

is viewed as stable, monetary equilibrium is seen as ‘labile’ (prone to change).

The main purpose of the analysis was apparently to include anticipations in

the monetary system. Myrdal saw the chief contribution of this book as

derived from the concepts ex post and ex ante, which were applied in particu-

lar to saving and investment. The major problem in monetary theory was

‘how does this tendency to disparity in the saving investment equation de-

velop into an ex post balance’? (p. 46). The answer was seen to lie with

unexpected gains and losses and fluctuations in prices.

An early book, The Political Element in the Development of Economic

Theory (originally published in Swedish in 1930 but not appearing in English

until 1953), combined a study of economic ideas with the intention of identi-

fying the value premises underlying economic theories. In it he advocated a

clear statement both of these value premises and of the institutional assump-

tions underpinning the economic theories. Myrdal appeared to accept the

division between positive and normative in economic analysis, arguing that

such analysis can contribute to political debate by scrutinizing the facts and

analysing causal relations between them. However, there are discrepancies

between the principles of economic analysis and practice. For example,

 

the theory of ‘free competition’ is not intended to be merely a scientific explana-tion of what course economic relations would take under certain specified assumptions. It simultaneously constitutes a kind of proof that these hypothetical conditions would result in maximum ‘total income’ or the greatest possible ‘satis-faction of needs’ in society as a whole. (p. 4)

 

Further, most general terms used in economic analysis have two meanings,

one positive and the other normative (consider equilibrium, balance or pro-

ductivity). Myrdal was particularly critical of notions of ‘natural laws’ which

often make their appearance in economic analysis. Much of the book was an

analysis of a range of economic theories (such as classical and neoclassical

value theory, free trade), with the aim of bringing to the fore their normative

elements.

In 1938 the Carnegie Corporation commissioned Myrdal to investigate the

position of blacks in the US; this resulted in The American Dilemma, com-

pleted by the end of 1942. The ‘dilemma’ of the title is the conflict between

the ideals of the American constitution, the values of the American people
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and the actual situation of American Negroes (amongst others). The book

was seen as the first full-scale scientific analysis of the status of America’s

black population. It ranged over the economic, social and political position of

the American Negro, and drew on anthropology, social and intellectual his-

tory, law and sociology. ‘Our task in this inquiry is to ascertain social reality

as it is. We shall seek to depict the actual life conditions of the American

Negro people and their manifold relations to the larger American society’ (p.

lxxiii). An outstanding feature of the book is its scholarly approach to a

highly emotive issue but where the author is fully aware of the moral aspects,

particularly as seen by those involved.

The idea of cumulative causation was seen as a main explanatory scheme

in this inquiry. This general idea, as seen above, can be traced back to

Wicksell and was later extended in Economic Theory and Underdeveloped

Regions. The discussion on ‘the principle of cumulation’ has elements of the

ideas of instability of equilibrium and of multiplier effects; thus the final

effects of a change are of much greater magnitude than the size of the change

itself. The multiplier effects arise from the interaction between interdepend-

ent economic, social and political factors, which involves the rejection of any

notion of a single basic factor (which is anyway seen as a narrow approach).

The ‘principle of causation … has a much wider application in social rela-

tions. It is, or should be, developed into a main theoretical tool in studying

social change’ (p. 75). Two sets of forces may balance out in a static ‘accom-

modation’ but that would be accidental. A change in one force leads to

mutually reinforcing changes in the other.

Myrdal drew a parallel between the position of Negroes and that of women

and children (especially in Appendix 5), showing many similarities between

the status of the two groups. One of Myrdal’s main conclusions was rela-

tively optimistic when he said that ‘not since Reconstruction has there been

more reason to anticipate fundamental changes in American race relations,

changes which will involve a development toward the American ideals’ (p.

lxi, italics in original). In his preface to the twentieth anniversary edition of

The American Dilemma, Myrdal pointed to the dramatic changes which had

taken place in inter-racial relations and which bore out his optimism.

Economic Theory and Underdeveloped Regions, based on lectures given in

Cairo in 1955, continued the themes of cumulative causation and the role of

ideology in economics (but placed in the context of economic and social

development), discussing also the appropriate roles of market forces and

planning. Market forces are viewed as tending to increase (rather than de-

crease) inequalities between regions. Internal and external economies, widely

interpreted, fortify the growth of successful regions while others stagnate (at

least in relative terms). The movement of labour and capital tends to exacer-

bate these tendencies. Migration of labour generally involves the more 428 Gunnar MYRDAL

 

productive and more enterprising, with savings siphoned off from poorer

regions to the richer ones where profitability is high. In fact these ‘backwash

effects’ are modified by ‘spread effects’ of the momentum towards expansion

which come from the centres of economic expansion into other regions.

However, the existence of these ‘spread effects’ does not re-establish the

usefulness of equilibrium analysis, for even if by chance the ‘backwash’ and

‘spread’ effects are in balance, this does not represent a stable equilibrium

because any change in the balance of forces will trigger off a cumulative

movement.

Myrdal clearly welcomed the wide acceptance (in the 1950s) of the idea

that underdeveloped countries should have an integrated national plan. How-

ever, this was not detailed centralized planning; rather it was closer to what

would now be called ‘strategic’ planning. The national plan was seen as a

programme for the strategy of the government in interventions with the

operation of market forces so that those forces could be conditioned to aid

social progress. State policies, as built into the national plan, should be used

to increase the strength of the spread effects, and in that way to use the forces

of cumulative causation to lead to virtuous rather than vicious circles. ‘The

modernization of most underdeveloped countries was heavily constrained by

the existence of outmoded institutions and of social and economic inequality

which often could not easily be changed. The national plan should not be

restricted to economic planning but also encompass social planning.

Myrdal stressed that a national economic plan could not be rationally

constructed by using the criteria of the price system based on private profit-

ability; instead it had to consist of a blueprint ‘in real terms of a cumulative

process of circular causation, in the final analysis directed by political deci-

sions, I am not preaching a gospel of licence but quite the contrary’. It is

necessary to investigate below the surface of market phenomena, and to

provide an analysis of the causal inter-relationships involved, which is ‘an

analytical task of supreme difficulty’ (p. 91).

Myrdal criticized the standard theory of international trade for being un-

able to explain the existence and persistence of international economic

inequalities, seeing part of its shortcomings as arising from the use of a stable

equilibrium framework. For reasons such as the infant industry case and

externalities arising from industrialization and employment creation, Myrdal

argued in favour of some trade protection in underdeveloped economies. He

stressed, though, that this was not an ‘invitation to licence’ but rather an

appeal for the application of a set of criteria different from those derived from

the doctrine of free trade.

In Beyond the Welfare State, published in 1960 and based on lectures

delivered at Yale University in 1958, Myrdal identified a general trend to-

wards planning. A range of forces – such as the impact of economic crises
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and pressures for equality and democracy – lay behind this trend. He argued

that the discussion of a ‘free market’ versus a ‘planned economy’ was di-

vorced from reality and an obstacle to the development of economic policy

(for example the stereotype of ‘socialized medicine’ blocked clear thinking

on health care in the US). Myrdal pointed to the distinction between govern-

ment intervention and planning, with the former coming historically before

the latter. The first stages of the development of the ‘welfare state’ had

involved government intervention, often uncoordinated. But Myrdal looked

ahead to further developments of the welfare state, when planning could help

to simplify and coordinate interventions. There could be a decrease of state

intervention with a strengthening of local self-government and the growth of

an infrastructure of organized interest groups with increased participation of

individuals in decision-making. He looked forward to the replacement of an

‘etatist’ approach to the welfare state by a participatory democratic one.

A central concern of Myrdal in the post-war period was the economic

structure and development of the less developed countries, culminating in

Asian Drama published in 1968 in three volumes and nearly 2300 pages. In

Asian Drama, Myrdal considered the history and prospects of eight South

Asian countries (India, Pakistan, Malaya, Burma, Thailand, Indonesia, Phil-

ippines, Ceylon: the name of countries at the time of the study are used here),

with the inclusion of South Vietnam, Cambodia and Laos on occasions. The

scope of this study was enormous, ranging over, for example, the value

premises of the study, inadequacy of statistics, and the causes and effects of

corruption. Throughout considerable attention was paid to the historical and

institutional backgrounds in the different countries.

The prologue (entitled ‘The beam in our eyes’) and Part One reiterated

Myrdal’s concern with bias and value judgements in economic analysis (and

the social sciences more generally). He argued for less naiviety about our-

selves and our motivations, and for a degree of sophistication on the ways in

which research activity is subject to personal and social conditioning. In the

context of the study of Third World countries, there were biases arising from

treating their internal problems from the point of view of Western political

and military interests and the transfer of concepts valid for industrialized

economies over to non-industrialized ones. Since objectivity in analysis is

aided by making value assumptions explicit, one chapter is entirely devoted

to discussing the value premises chosen for the study. Myrdal considered that

his task was to look at problems in South Asia from the viewpoint of the

interests and ideals, norms and goals which were relevant in those countries.

The value premises chosen were described as ‘the modernization ideals’,

which have several, sometimes conflicting, dimensions including rationality,

development and planning for development, rise of levels of living, social

and economic equalization and so on.
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Although described as ‘institutional’, such an approach involved much

more than merely qualifying conventional Western economic analysis to

allow for so-called non-economic factors. Instead the analysis had to be

based from the beginning on theories and concepts relevant to the societies

being studied. Moreover, the institutional approach imposes severe demands

such as logical consistency and relevance to reality.

The unreliability of available statistical material was a considerable handi-

cap to research and to the analysis of the development problems of the

countries concerned. But the statistics also had to be measured in a way

appropriate to the South Asian situation.

Myrdal argued that there were particularly significant differences in the

prevailing conditions in South Asia as compared with those existing in West-

ern countries prior to industrialization (and of course even more so compared

with current conditions in the West). These differences worked to the disad-

vantage of the underdeveloped countries in South Asia, preventing growth

such as had occurred in developed Western countries.

Myrdal saw the ideology of economic planning as rationalist in approach,

with the state taking an active role to steer economic development. Further,

planning in the South Asian countries was closely linked with the drive for

modernization. However, factors such as the pool of competent administra-

tors inherited from colonial times and tendencies towards paternalism and

authoritarianism encouraged the use of state planning. Whilst economic plan-

ning (of the developed ‘welfare state’ variety) had arisen as a consequence of

industrialization, in South Asia the role of planning was to foster industriali-

zation. Of course Myrdal recognized that the rhetoric of planning was often

used to justify any form of state intervention.

A range of preconditions is required for successful economic planning

which involve the conditioning and direction of economic life. Myrdal saw

these as including a stable and effective government, conditions of law and

order, ‘social discipline and, more generally, national consolidation’. In gen-

eral, the South Asian countries do not satisfy these preconditions. Although

the ideology of planning was widely accepted, few South Asian countries had

made serious attempts to ‘bring their economic life under the discipline of

economic planning’ (p. 714). Further, the ideology of planning could serve to

justify a wide range of government interventions undertaken for spurious

reasons (rewarding supporters and so on) which have nothing to do with

economic planning.

Myrdal viewed all the countries studied as being ‘soft states’, which he

defined as arising when policies decided upon ‘are often not enforced, even if

they are enacted at all, in that the authorities … are reluctant to place obliga-

tions on people’ (p. 66). A low level of social discipline was seen as a

fundamental difference between South Asian countries in the 1960s and
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Western countries at the beginning of their industrialization process. Yet,

‘rapid development will be exceedingly difficult to engender without an

increase in social discipline in all strata and even in the villages’ (p. 899).

Myrdal argued that the concepts of underemployment and unemployment

derived for Western economies were inappropriate in South Asia and else-

where. In Western economies it can reasonably be assumed that those able to

work but not employed are involuntarily idle. But in South Asia, there was a

blurring between voluntary and involuntary unemployment. Low levels of

labour participation in South Asia were the result of a range of cultural and

institutional factors which would not be overcome merely by raising aggre-

gate demand. The size of the labour reserve was seen as dependent on policy

measures applied; it could not be measured independently of policy assump-

tions.

Industrialization was seen as part of the drive for modernization. Given the

low levels of industrialization and the rapid growth of population, modern

industry would not be able to provide employment for much of the growth of

the labour force. But industrialization needed to be pursued since it would

have important employment-creation effects in the longer term. Myrdal ar-

gued that ‘South Asian countries now run the risk of creating petty islands of

highly organized Western-type industries that will remain surrounded by a

sea of stagnation’, which could be avoided by policies to stimulate develop-

ment of other sectors (p. 1203). Industrial development should be directed

towards either the production of exports or import substitutes; Myrdal argued

that the latter was a more promising prospect. A strong case could be made

for the protection and promotion of craft industries in the villages of South

Asia, in particular because of the lack of alternative employment for most

craftspeople. Promotion of small-scale industrial enterprises in urban areas

and the preservation of cottage industries in the villages were seen as advan-

tageous in the provision of employment and in spreading modernization

outside of the large-scale enterprises.

Volume 3 of The Asian Drama was largely devoted to problems of ‘popula-

tion quality’, dealing with investment in people, health and education. This

reviewed past policies in these areas and culminated in a range of policy

recommendations.

In this entry, we have focused on a relatively small number of Myrdal’s

writings, albeit those which were major contributions by any standard, in-

volving many years of toil and ranging over many disciplines. We have also

sought to illustrate a number of themes which run through Myrdal’s work

including, first, the notion of cumulative causation and the associated dis-

missal of equilibrium analysis and, second, his concern with the detailed and

rigorous analysis of important economic and social issues using a range of

social sciences and with a full awareness of the value judgements made by 432 Gunnar MYRDAL

 

those being investigated as well as by the investigator. It is significant that he

chose ‘the equality issue in world development’ as the theme for his Nobel

Memorial lecture (1975). The final sentences of that lecture provide a good

summary of Myrdal’s approach to economics:

 

I am hopeful about the development of our science. We can by immanent criticism in logical terms challenge our own thinking and cleanse it from opportunistic conformism. And we can widen our perspective. Everything can be studied. We are free to expand and perfect our knowledge about the world, only restricted by the number of scientists working and, of course, the degree of their diligence, brightness and their openness to fresh approaches.
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Claudio NAPOLEONI (1924–1988) Marina Colonna

Claudio Napoleoni was born in L’Aquila on 5 March 1924, and died in

Andorno Micca (Vercelli, Italy) on 31 July 1988. For the generation of Italian

economists who were trained in the 1960s, Napoleoni was a leading thinker,

active in both economic theory and policy and in political debate. From 1968

until the early 1970s, he was regarded by university students as a cultural and

political point of reference, as the philosopher-economist who had been able

to promote a revival of Marx and a critique of political economy, and who

had helped to renew the study of economics in Italy. For the entire Italian

left-wing movement, Napoleoni has frequently played the role of provocative

critic, commanding attention even from those scholars and politicians who

did not share his views and beliefs.

Napoleoni’s political and cultural training started soon after the war, when

he became a member of the Constituent Ministry, worked with the Commu-

nist Finance Minister M. Scoccimarro (1945–46), joined the Economic

Committee of the Italian Communist party, and participated with M. Rossi

Doria in the study for agrarian reform in the region of Calabria. In 1948–50

he was editor of La realtà economica, a fortnightly magazine of the ‘Consigli

di Gestione’, which influenced the left-wing movement and the development

of its economic policy. The aim of the magazine was to make the production

process and the public institutions increasingly democratic through wide-

spread information about important events of Italian economic life.

Consequently, the magazine paid great attention to the Marshall Plan, and in

1948 published the first Italian translation of the ECA Country Study on

Italy. The publication included an unsigned introduction, probably written by

Napoleoni, in which a careful explanation was given of the terms of the bill

through which the US government intended to control Italian productive

development. It was also pointed out that the material and financial help

which was agreed upon would not solve the problem of unemployment. In

order to face the Italian economic crisis of those years, the magazine strongly

supported the CGIL (trade union) economic plan against the government and

Confindustria, recommending that the workers’ movement support that plan

through the organization of ‘Conferenze di produzione’ and by their partici-

pation in the ‘Piani di produzione’ of the enterprises.

At the beginning of the 1950s Napoleoni, together with the philosopher

Felice Balbo, contributed to the journal Cultura e realtà and joined the

cultural and political group of Catholic-communists, whose influence was

perhaps responsible for his conversion to Catholicism. From 1953 to 1968, he

was appointed researcher and afterwards lecturer at the Svimez (Associazione

per lo Sviluppo dell’Industria nel Mezzogiorno). This Association, born in

1946 because of interest by the Socialist Industry Minister, R. Morandi, had

the purpose of analysing the industrial situation in the south of Italy and of
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identifying its possible development. This activity was conceived as an ex-

perimental joint effort between private and public institutions. Important

outcomes of this cooperation were the numerous writings on economic dual-

ism and national economic planning which contributed to the drafts of the

‘Schema Vanoni’ (1955–1964) and of the ‘Nota aggiuntiva la Malfa’ (1962),

two of the first attempts at economic planning in Italy. Napoleoni also had a

hand in gathering together a group of very good scholars for the Association,

who greatly contributed both at home and abroad to the debate on the eco-

nomic problems of Southern Italy, and to the spread of knowledge in Italy of

foreign scholars and theories.

In 1962 Napoleoni founded, together with Franco Rodano, La Rivista

Trimestrale, of which he was joint editor until 1970. In that journal Napoleoni

published many important articles on two main issues: the redirection of

post-war economic development in Italy, and the critique and revision of

Marx’s theories of exploitation and alienation. Even if Napoleoni’s views on

both issues underwent some changes in the 1970s, those articles remain an

important point of reference in the development of his theoretical and politi-

cal approach. They greatly help us to understand Napoleoni’s writings of the

1980s and, together with the contributions of his co-editor F. Rodano, they

express the most significant political and cultural ideas of the Italian Catho-

lic-communists in those years. Napoleoni himself wrote, in 1972, an interesting

reflection on the cultural and political role of that journal (‘Quale funzione ha

avuto la Rivista Trimestrale’, Rinascita, 39 (6); translated into German in

Napoleoni, 1974).

From 1968 to 1974 Napoleoni was head of the Sispe (Scuola Italiana di

Scienze Politiche ed Economiche), a school open to anyone whose purpose

was to study the more relevant theoretical problems seen mainly in the light

of their historical evolution. In 1977 Napoleoni was elected a Member of

Parliament in the list of the Sinistra Indipendente, and from 1979 he was

elected a Member of the Upper House.

At university, Napoleoni’s education and career had been irregular. Before

the war he attended courses on natural science; in 1947, after having been

enrolled for some time in philosophy, he left the university. Between 1962

and 1966 he taught history of economic doctrines, econometrics, and financial

mathematics in Ancona (University of Urbino). In 1965 he received a univer-

sity teaching qualification, thus becoming, in 1966, one of the few professors

in Italian universities without a degree. In 1966–68 he taught in Ancona; and

in 1968–70 he moved to a Full Professorship at the University of Naples

where his very successful lectures on Das Kapital were attended by an

extremely varied audience of students and others interested in Marx. During

the 1960s he held several Visiting Professorships at the Centro di

Specializzazione e Ricerche Economico-Agrarie per il Mezzogiorno in Portici
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and, in 1968–69, at the University of Rome. From 1970 to 1977 he taught

economic and financial policy at the University of Turin. In 1978, owing to

his political commitments, he left the university, going back only occasion-

ally for some conferences and short courses.

A complete list and review of Napoleoni’s scientific writings would be too

lengthy. He covered three main topics: economic policy, history of economic

thought, and economic theory. His analysis of Italian economic problems and

his comments on trade union and government policies followed the changing

sceneries in Italy from the 1950s till the early 1980s, and were published both

in scientific journals and in newspapers such as Settegiorni, Rinascita, il

manifesto, Mondo economico, la Repubblica and Paese Sera. In the 1960s,

his view on Italian dualism fuelled the debate on the problems of Southern

Italy. As to the history of economic thought, Napoleoni’s most important

contribution was Il pensiero economico del 900 (1961). For the first time in

that book the substantial difference between classical and neoclassical theo-

ries was pointed out and made intelligible for a large audience. Generations

of economists have benefited from Napoleoni’s clearness and exactitude of

exposition in that little book, a new and enlarged edition of which was

published after almost thirty years. Other important writings on history are

entries in the Dizionario di economia politica (1956), articles published in La

Rivista Trimestrale (1962–87), Smith, Ricardo, Marx (1970, 1973), Lezioni

sul Capitolo sesto inedito di Marx (1972; translated into German in Napoleoni,

1974), and Valore (1976). The Dizionario, which collected contributions by

the most important Italian economists of that time, had the important role of

updating the knowledge of economic thought and theories in Italy. Napoleoni’s

entries also included several theoretical reflections which he would develop

later.

Napoleoni’s contributions to political economy are closely intertwined

with the history of economic thought. Actually, they are invariably stated

through his critical assessments of those great theoreticians whose works

have laid the very foundations of economic theory, and whose thought was

regarded by Napoleoni as relevant from an ideological or political point of

view: Smith, Ricardo, Malthus, Marx, Walras, Robbins, Keynes, von Neumann,

Schumpeter and Sraffa. For this reason it has been said that Napoleoni

regarded political economy as an open framework which could embrace its

history, its critique, and the new frontiers of knowledge; also that the history

of economic thought was a fruitful field which he researched in order to solve

theoretical questions. This method of research, which has sometimes caused

Napoleoni to interpret well-known authors and established concepts rather

freely, has been criticized by some scholars (see, for example, Ginzburg,

1971). On the other hand, it may also be noted that Napoleoni’s attempt to
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economic literature offers a useful and interesting interpretative key of his

own thought. He finally transformed that reconstruction into the uneasy and

still debated theoretical proposal expounded in Discorso sull’economia politica

(1985).

An overall view of Napoleoni’s reflections on political economy shows his

constant effort to find a satisfactory solution to the problems of the theory of

value. In 1956 Napoleoni himself stated the centrality of this topic: ‘The

theory of value is like the heart of economic science; … the nodal points of

the history of political economy are reflected in the fortune of the theory of

value’ (Dizionario, p. 1675). Attention will be concentrated below on

Napoleoni’s critique of Marx’s theory of value and on the relation he estab-

lished between Marx, Sraffa and neoclassical theory. This choice will leave

out some interesting suggestions which Napoleoni has put forward on Smith’s

and Schumpeter’s theories of growth, as well as his writings about more

philosophical issues. On the other hand, Napoleoni’s reflections on the theory

of value constitute the most original part of his work. Moreover, their partial

translation into English makes it possible for non-Italian readers to appreciate

them.

Though Napoleoni’s attitude towards Marx changed radically in the 1970s,

Marx’s theory of value – its revival, critique and the way to go beyond it –

can be regarded as the linchpin of Napoleoni’s thought. In 1956 he regarded

Marx as the author who gave the ‘most finished and rigorous formulation’ to

classical political economy (that is, to a surplus value theory where ‘capital

and land have no independent influence on the exchange value of commodi-

ties’). The notion of the ‘value of labour-power’, the surplus value theory,

and the connected theories of exploitation and alienation were the further

steps which, according to Napoleoni, enabled Marx to overcome Ricardo’s

contradictory notion of the ‘value of labour’ and to bring to light the nature of

the capitalist system of production. At the same time, Marx’s inability to find

a correspondence between values and prices (the transformation problem)

and, once again, the failure of the labour theory of value to explain price

formation, made Napoleoni wonder whether the classical approach should be

abandoned. Marx’s theory was finally regarded as the starting point for re-

search whose aim was not the explanation of prices, but ‘the understanding of

the nature of the capitalist system and the rules which guide its working’

(Dizionario, pp. 1697–8).

In order to follow this line of research, Napoleoni introduced into the

critical re-examination of Marx’s thought the assumption that any judgement

on the validity of a theory cannot only be scientific, but must go back to the

philosophical foundations of the theory. The idea was that within an enlarged

analytical context, Marx’s explanation of the origin of profit could still be

regarded as an open problem (Dizionario, p. 1699). Nevertheless, within a
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few years it became clear to Napoleoni himself that the introduction of

philosophical reasoning into the economic sphere as an integral part of the

latter could not replace the ‘scientific verification’ of the origin of profit.

Napoleoni’s attempts to solve this problem underwent substantial changes

during his life. Here the survey will be confined to the views worked out by

him in Valore (1976).

Starting from the premise that in Marx’s thought the notion of value differs

from the notion of price, the main thesis brought forward by Napoleoni in

Valore was that Marx’s difficulty in solving the transformation problem origi-

nates from his attempt to establish a mathematical relation between values

and prices. The difficulty was seen in the fact that Marx’s notion of value had

to interpret the contradictory relation between labour and capital in the capi-

talist system, thus reflecting his idea of capitalism as a ‘reversed’ reality.

Consequently, that notion was not shaped within the logic of non-contradic-

tion, and could not be related to the (scientific) notion of price (1976, pp. 98–9).

On the other hand, Napoleoni was also ready to recognize that, in order to

preserve Marx’s exploitation theory, the problem of the relation between

value and price could not be avoided: even if it is true that in Marx’s theory

values are determined before prices, ‘without exchange value as the “neces-

sary phenomenal form” of value, Marx’s notion of value would not exist at

all’ (1976, p. 174). This contradiction about a relation which is both unattain-

able and necessary was the basis for Napoleoni’s final conclusion that, even

within an enlarged context including philosophical and methodological con-

siderations, ‘the hope of preserving [Marx’s] theory of exploitation … appears

groundless’ (1976, p. 175).

Napoleoni’s relinquishment of Marx’s theories of value, which in the 1960s

he had defined as ‘logically untenable, but historically significant’, was also

based on his negative view of economists such as Bortkiewicz (1907), Seton

(1956–57) and Sraffa (1960) who ‘completed’ Marx’s transformation, as well

as of those who saw in Sraffa’s model the possibility of preserving Marx’s

theory of exploitation (Dobb, 1964; Meek, 1967; Vianello, 1970).

As Napoleoni’s views on the relation between Sraffa and Marx provoked a

considerable debate in Italy, a short account of them seems necessary.

Napoleoni was one of the very few scholars who read the manuscript of

Sraffa’s Production of Commodities by Means of Commodities (1960), and

his review of it appeared in Italy only a few months after the publication of

that book. From the beginning he regarded Sraffa’s model as the final critique

of both the classical labour theory of value and the neoclassical theory of

distribution (see also Napoleoni, 1961, ch. 12), but his views on the relation

between Marx and Sraffa followed the same path as Napoleoni’s attempts to

preserve Marx’s notions of exploitation. In the 1960s he acknowledged that
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of classical (Ricardian–Marxist) tradition, even though in those years he

already pointed out that Sraffa’s model, by rejecting Marx’s labour-value

theory, offered an image of the economic process which was ‘logically strict,

but historically silent’ (1961, ch. 12). In the 1970s Napoleoni became much

more critical about Sraffa’s model, and he finally rejected the idea that it

could be regarded as a continuation of Marx’s more significant themes. The

reasons given by Napoleoni in support of this interpretation are numerous,

and have been put forward on several occasions. Here a brief account will be

given only of those arguments most closely linked with the relation between

values and prices.

One of the outcomes of Sraffa’s solution of Marx’s transformation problem

was that its logical sequence – value, rate of profit, price – could not be

preserved: the rate of profit could not be determined before prices were set

and, at the same time, prices could not be set before the determination of the

rate of profit. According to Napoleoni, Sraffa’s solution – the simultaneous

determination of the rate of profit and prices (given the rate of wage) –

entailed the final suppression of two related features of Marx’s theory: (i) the

idea that the notion of value differs from the notion of price, so that prices are

derived from values; and (ii) the attempt to find an ‘economic’ explanation of

the origin of profit. As Napoleoni reminded us, Sraffa’s model makes possi-

ble and easy the operation that Sraffa himself calls ‘reduction [of the different

means of production] to dated quantities of labour’. Nevertheless, he pointed

out that in Sraffa’s reduction equation the dated quantities of labour have the

simple role of measuring the quantities of commodities and may, thus, be

replaced by the physical quantities of the latters (1976, p. 96). This means

that in Sraffa’s scheme the quantities of labour are no longer essential to the

determination of prices and of the rate of profit, and that this scheme does not

transform values in prices, but simply determines prices independently of

values, while values themselves have disappeared from the scene. Conse-

quently, according to Napoleoni, Sraffa’s final development of Marx’s

transformation problem, though analytically correct, resolves itself in the

suppression of that problem and, in its place, offers a price theory which is

‘the first theory expounded outside [classical and neoclassical] theory of

value’ (1976, pp. 96, 177). Napoleoni also pointed out that, once the labour

theory of value is rejected, it becomes impossible to compare Marx’s and

Sraffa’s theories of distribution. Even if both Marx and Sraffa assume a given

rate of wage, Marx’s distribution finds its ‘economic’ explanation in the

analytical notion of surplus value, while in the case of Sraffa the distribution

of the surplus between profit and wage can only be determined outside the

model, by social class relations. Consequently, the notion of surplus itself

necessarily loses its original meaning and becomes ‘an occurrence’ which

will always be ‘empirically ascertained’, but which, from a theoretical point
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of view, is a ‘neutral’ or ‘dumb’ concept ‘consistent with any theory’ (1985,

pp. 15–19; also 1976, p. 177).

Napoleoni’s further comments on Sraffa’s use of ‘labour’ can be regarded

as an introduction to his attempt to go beyond Marx. In Sraffa’s ‘reduction

equation’, the price of each commodity depends not only on the quantity of

labour which directly or indirectly has been used for its production, but also

on the distribution of that labour over time. This means that the quantities of

labour alone are not sufficient to determine prices, and that another factor,

‘time’, must be taken into account. According to Napoleoni, this result ‘opens

the way to the theory of the “factors” of production (the modern and “bour-

geois” one): labour has become one factor of production among others’

(1976, p. 98). This brings us directly to Napoleoni’s reflections on neoclassi-

cal theory.

Napoleoni’s critique of neoclassical theory of prices and distribution started

as early as 1956. After 1960 it incorporated arguments derived from Sraffa’s

Production of Commodities by Means of Commodities (1960), and was then

extended to the inconsistency of the methodological approach of that theory.

Garegnani’s Il capitale nelle teorie della distribuzione (1960), was regarded

as the final critique of that part of the neoclassical theory of distribution

which is based on the notion of the productivity of capital. Nevertheless,

from the very beginning Napoleoni seems to have appreciated some related

elements in neoclassical analysis, namely Robbins’s definition of economics

as the science of scarcity, and Senior’s notion of abstinence.

Napoleoni regarded Senior as an author who tried to reconcile Ricardo’s

and Say’s explanations of the origin of profit when, in the supply analysis,

‘he considered elements [labour, nature and abstinence] which are “real” just

as Ricardo’s labour is “real”’ (Dizionario, p. 1701). In 1976, even if Napoleoni

recognized that Senior’s intuition entailed the abandonment of the classical

notion of surplus and the related distribution theory based on class struggle,

he pointed out that Senior’s substitution of abstinence for capital made it

possible for him to avoid Ricardo’s error and ‘to achieve the necessary

symmetry in the theory of distribution: abstinence is to profit as labour is to

wage’ (Valore, p. 102). Finally, in 1985, Senior’s idea of ‘indirect consump-

tion’ (abstinence), and Böhm-Bawerk’s idea of the ‘indirect application of

labour to nature’ (the roundabout processes of production) were seen as the

starting point of a representation of the productive process where the post-

ponement of consumption leads to the creation of new capital which, in turn,

determines an increase in the productivity of labour. The result of this in-

creased productivity Napoleoni called ‘surplus’, and that representation he

regarded as the neoclassical explanation of the origin of surplus. This expla-

nation did not have any necessary connection with the neoclassical theory of

distribution which, in turn, had to be replaced (1985, pp. 21, 26).
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Napoleoni’s first attempt at a preliminary formulation of an alternative

theory of distribution was put forward in 1963 (in ‘Sfruttamento, alienazione

e capitalismo’, La Rivista Trimestrale), and was restated in 1985 and in 1987

(in ‘Oggetto e destino dell’economia politica. La teoria del valore dopo

Sraffa’, La Rivista Trimestrale). The solution was seen in the introduction of

Schumpeter’s theory of innovation in order to explain how the surplus pro-

duced by labour and abstinence distributes itself between wages and profits

over time. The Schumpeterian theory was also used by Napoleoni in order to

‘close’ Sraffa’s model by substituting a dynamic and ‘immanent market rule’

(in harmony with the neoclassical ‘centrality of the market’) for Sraffa’s

static and ‘sociological’ theory of distribution. The new theoretical core,

according to Napoleoni, would retain Marx’s idea of ‘the indirect and medi-

ate nature of the relationship between human being and reality’, and would

thus provide a new basis for Marx’s notion of ‘abstract labour’. Napoleoni

then assumed that core to be the basis of his concept of ‘general alienation’

(an alienation which involves both workers and capitalists), and of the related

thesis according to which the main characteristic of the capitalist system is

‘the sway of “things” upon man’. (With different arguments, the notion of

general alienation and the centrality of the reification process were expounded

by Napoleoni as early as 1963.) One of the outcomes of this interpretation of

the capitalist system is that a general struggle against an abstract entity – ‘the

sway of things’ – was finally substituted for the Marxian notion of class

struggle.

While in 1985 (and in some subsequent articles) Napoleoni enriched his

theoretical proposal with several philosophical, methodological and even

theological arguments which gained the attention of philosophers, he did not

take further the theory of distribution which would result from the synthesis

of Schumpeter’s and Sraffa’s theories. The proposal was explicitly left by

Napoleoni to be examined by younger economists (in 1985 he was already

very ill). It was regarded by him as an attempt at drawing a broad framework

within which, once again, he tried to connect different spheres of knowledge

in order to point out and question not only the inhuman (alienated) character

of present society, but also the too-narrow limits of the theoretical debate in

economics.

The reprint of several of Napoleoni’s essays in the 1992 book, as well as

the translation of some of them into English, German and other languages,

has helped to extend the debate on his work among Italian and non-Italian

scholars. Recent publications (1992, 1999) testify that Napoleoni’s intellec-

tual legacy is still alive. They mainly focus on his critical and sometimes

provocative re-interpretation of classical, neoclassical and Marxian political

economy in order to clarify the relevance and the limits of his contributions.

It may be interesting to note that some scholars have recently taken inspira-
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tion from Napoleoni’s work and developed his intuitions or suggestions,

especially in the fields of value theory and capital accumulation.
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Edward J. NELL (born 1935)

I was born in Chicago in 1935, the only child of professional parents. My

father was a journalist, editor and educator, who died before I finished col-

lege. My mother was first a teacher, then an administrator and finally, in a

second career, a professor of education. I grew up in a small, select suburb,

where my family were the only liberals and socialists in a Republican, con-

servative town. I attended Princeton, then Oxford as a Rhodes Scholar, finding

there, for the first time, an intellectual home, where rigorous, careful thought

combined with liberal sympathies. Very Keynesian, but there was more than a

touch of Marx.

After leaving Oxford, I taught at Wesleyan University and later at the

University of East Anglia. In 1969 I became Professor at the Graduate Fac-

ulty of the New School for Social Research in New York City. For many years

I served as Chair of the Department, trying to link it with the leading research

in Europe and the Third World, and to make it a world centre for alternative,

critical and progressive visions of the economy.

At Oxford I began my academic work in philosophy, publishing my first

six papers on issues in logic and philosophical analysis. These papers ques-

tioned the adequacy of the analytic-synthetic distinction, later a major issue

in Hollis and Nell (1975), since a methodology based on that distinction

cannot properly relate economic theory to economic agents and institutions

(Hollis and Nell, 1975; Nell, 1998, chs 3, 4).

However, my main concern at the time was understanding the processes of

social change. This required a grasp of the way economic forces developed

historically – the theory of growth. Growth economics, however, appeared to

take too narrow a perspective; in particular, the analysis of technical change

confined itself to the study of the quantitative enhancement of productivity.

But qualitative changes seemed to be more significant. These early considera-

tions prepared the way for my major effort – the theory of transformational

growth.

But before the theory of growth could be rebuilt, the foundations of the

theory of value had to be re-examined. For if scarcity and substitution were

the foundations of value, then they could also be expected to govern the

processes of growth. Understanding growth would be a question of finding

the optimal path of expansion over time, given the factor constraints and the

time preferences of the agents. But there were reasons to believe that this way

of thinking was flawed.

The neoclassical approach derived value – by which it means the set of

equilibrium prices – from a consideration of choices based on preferences,

given the amounts of factors of production. Value reflects relative scarcity. If

something has a positive price, it must be scarce; conversely if it is scarce it

will have value. This rules out Keynesian problems, for if wages are positive,
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labour must be scarce, so any apparent unemployment must be voluntary – or

due to disequilibrium.

The absurdity of this conclusion shows that the approach is basically

flawed. Value is a stable, relatively permanent construct; values are used as

the basis for the formation of plans and expectations in the economy. Yet the

wants and preferences people actually have are transient and changeable.

People grow and change, age and die. How can their actual wants form an

adequate basis for value? But the wants they ought to have cannot be the

foundation of value either, for notoriously, people do not behave as they

ought, nor do they agree as to what ought to be. Hence there would be neither

consensus nor predictability (1975, ch. 5).

The device of a ‘representative individual’ only makes the problems worse,

for it raises the additional issue of how to decide what is truly representative.

It seemed, in short, that value could not be based on behaviour; that is, on

choices in the context of given endowments. However, the scarcity approach

should not be dismissed altogether. Rather than being a descriptive theory of

value or normal prices, it has a legitimate role as a prescriptive approach. In

given circumstances it tells us how to find the best position, although the

usual mainstream models are less useful than the more concrete ones fa-

voured by operations research (Lowe, 1964; Hollis and Nell, 1975, ch. 7).

Nor is the idea of given endowments well-founded. People are the products

of their experience, and the world we live in is man-made. Even ‘nature’ itself

is the product of our impact on the planet. Conventional theory starts on the

wrong foot; the ‘givens’ that it treats as fundamental are in fact themselves

social products. Value, then, must arise from the relatively permanent fea-

tures of that system – the structure of the system of production. This is what

endures through change. As agents carry out their duties they use up material

products and perform services. To be able to continue, to act in a regular

repetitive manner, these material products (and skills) must be replaced and

the services supported. The conditions for such replacement provide the

foundations for a set of valuations.

The foundations, in turn, call for building theories, for the basic production

system will not only reproduce the materials and services used up in the

course of normal activities, it may also produce a surplus. So the disposition

of that surplus, its distribution as wages, profits and rent, must be known in

order to determine normal prices (Sraffa, 1960, chs 1–5), and the causes of

the surplus must be explained.

Drawing on Marx’s distinction between ‘constant’ and ‘variable’ capital, I

argued that the origin of the surplus was to be found in the fact that consump-

tion goods supported workers for a given period of time, regardless of how

much they accomplished during that time. The output of any viable system

must at least support the necessary workers for the time required to produce 444 Edward J. NELL

 

that minimal output. This implies reconsidering the ‘duality’ between the

price equations and the quantity equations; in effect, labour becomes the

‘product’ of the consumer goods sector (Hicks, 1965, ch. 12; see 1970; 1998,

ch. 7).

Taking a viable system so defined as a base: if workers can be cajoled or

coerced into speeding up the process, producing the same amounts but in less

time, a surplus will be created. This introduces technical progress at the most

fundamental level, relates it to incentives and coercion, and bases it on the

different temporal characteristics of consumer goods (which support workers

for a period of time) and means of production (which are required in certain

amounts, per unit output, independently of time). This approach converts the

net wage rate into a ratio – surplus wages over basic – making possible a

solution to the problem of heterogeneous labour, while shedding a favourable

light on certain claims of the labour theory of value (see 1998). By contrast,

in neoclassical theory technical progress is an afterthought, the initial level of

productivity an unexplained given (see 1990a and 1980).

The rejection of the neoclassical perspective made way for a reconstruc-

tion of economic theory providing an adequate treatment of growth and

technical change, something Joan Robinson always urged (see 1989a). The

‘choice of technique’ framework has effectively stood in the way of a theo-

retically satisfying approach to the emergence of new products and new

processes. According to this perspective, firms choose techniques of produc-

tion from among a set of pre-existing blueprints, rather than developing new

methods in response to incentives and pressure thrown up by the market –

‘changes of technique’. These are market-driven, and often capital-using and

labour-saving. But the techniques evolve: transformational growth comes

about as the result of innovations generated by market pressures, while the

market in turn acts as a ‘selector’, rewarding and financing the most promis-

ing innovations.

The capital controversy must be considered at this point. In the classical

approach, in contrast to the neoclassical, distribution is not an exchange; the

rate of profit is not a price. The neoclassical story of the demand and supply

of capital is flawed – there is no regular inverse relationship between the

quantity of capital and the rate of return. My contribution was, first, to

provide an interpretation of Sraffa showing that prices in his equations, and

the rate of profit (and therefore capital), were not determined by a maximiz-

ing procedure. The formal process was different; also, mathematically, prices

were a vector, but the rate of profit was derived from the root of the equation

system. Understanding the rate of profit correctly made it possible (i) to

dispose of Solow’s claims that it necessarily equalled the ‘social rate of

return’; (ii) to expose the mistake in Gallaway and ShukIa’s proposed con-

struction of a neoclassical production function, and (iii) to show that both
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Marx and J.B. Clark had a more sophisticated understanding of capital value

in relation to capital goods than that found in modern neoclassical thinking

(see 1974, 1977 and 1967a).

However, the classical equations can be used to define the framework for

the study of effective demand and pricing behaviour, showing how this frame-

work is reproduced and expanded. In particular, they define a linear wage–profit

tradeoff when the Golden Rule holds, that is when the rate of profit equals the

rate of growth (see 1998, Ch. 7). Such a wage–profit tradeoff is readily

transformed into the macroeconomic income equation. Moreover, when some

capital goods are used as inputs in many industries, and when industries share

techniques or aspects of techniques, vertically integrated ratios of capital to

labour will tend to be similar. In this case deviations from the Golden Rule

will tend to leave the curvature of the wage–profit tradeoff unaffected – it will

remain approximately linear, providing a robust foundation for macroeco-

nomics.

But the classical equations determine barter relationships. To move to a

monetary economy, it has to be shown that a definite sum of money can

‘circulate’ the entire output; that is, effectively monetize all the transactions

taking place in a round of production and distribution, ending up in a position

to circulate again – just as a round of production ends up ready for another

(see 1986, 1996, 1998). A closed, complete, determinate circuit, unique in

value and path, can be defined, based on the exchange relationship between

the capital goods and consumer goods sectors. This monetizes the classical

equations. The relationships underlying technical progress and the generation

of the surplus also govern the circulation of money and determine its velocity

(see 1986). Velocity turns out to be a reflection of productivity, and when the

money supply is endogenous it will exactly mirror the aggregate mark-up, the

ratio of profits to wages (see 1990c). The development of endogenous money

in turn parallels the rise of mass production.

The circuit follows the same path whether money itself is metal, paper or

advances of bank deposits. Metal and convertible paper, however, are an-

chored in the costs of production and trade, and so adjust through the price

mechanism, limiting inflation. Pure bank deposits, however, though sup-

ported by the State, have no anchor and respond to demand, opening the door

to inflation.

Following the Kaleckian tradition, I distinguished investment as the expan-

sion of productive capacity from investment spending, the demand for capital

goods. The latter but not the former is sensitive to financial variables, not

only the rate of interest but also the appreciation of stock prices, which in

turn reflect (among other things) the financial community’s judgement of the

effectiveness of real investment. There will therefore be a three-way arbitrage

between investment spending, bonds and stocks as alternatives to holding 446 Edward J. NELL

 

money (see 1989b). But the long-term expansion of productive capacity must

be coordinated with long-term pricing policies.

Demand fluctuations may be considered, in a closed economy, to result

from the volatility of the expectations governing investment, as Keynes ar-

gued. Supply conditions, on the other hand, will necessarily be stable, in the

sense that fixed capital, once in place, cannot be changed rapidly, perhaps not

at all in the short run. But there are two quite different cases to consider – and

here we meet a methodological point: apparently competing theories of the

market may actually apply to different historical stages of market develop-

ment. Marshallian ‘supply and demand’ curves may be a good rough

approximation of adjustment patterns for an earlier stage of capitalism, in

which employment and output were comparatively fixed, while Keynesian

adjustment applies to modern production systems. Thus in a ‘craft economy’

(1988, ch. 4; 1998, ch. 9), employment as well as fixed capital cannot easily

be changed. Output can therefore only vary as a result of changes in produc-

tivity. If demand collapses because of unfavourable expectations concerning

the future, then output can only be adjusted downwards by allowing produc-

tivity to fall. In these circumstances firms will try to produce close to their

normal output and sell for whatever they can get. Prices will be driven down.

But in the case of ‘mass production’ (1988, ch. 5; 1998, ch. 11), the

methods and conditions of production have been reconstructed so that em-

ployment and output can be varied pari passu with demand. When demand

falls or rises, employment – and thus variable costs – and output can be

adjusted appropriately. When demand unexpectedly drops there will be no

excessive production forcing prices down. Nor will productivity have to

change. Recovery from a slump need not lead to price rises (1990b, espe-

cially ‘Transformational Growth: Mass Production and the Multiplier’). With

prices stable, the adjustment will bring output into line with demand in each

industry or sector. However, the effects of adjusting costs and employment in

any one sector will be felt as changes in demand in other sectors – those that

supply the first, or in which the wages of the first are spent. Hence such a

pattern of adjustment sets up a matrix multiplier.

Broadly speaking, then, flexible prices are associated with fixed employ-

ment and fixed output; that is, when demand fluctuates, prices are the first to

respond. Employment and output may also vary eventually, but only after the

variations in prices have failed to bring about a successful adaptation. On the

other hand, flexible employment and output will be associated with relatively

fixed prices. Flexible prices provide an automatic stabilizing mechanism –

consumption will tend to vary inversely with investment – but the fixed price

system will be volatile.

When employment and output can vary, there will be no pressure for prices

to change when demand changes, but producers could still adjust prices if
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they found it optimal to do so. That will not normally be the case, however.

Under conditions of mass production, the best strategy for producers will

normally be to keep prices steady when demand fluctuates. A crucial reason

is that economies of scale are available, particularly as learning-by-doing

enhances the productivity of the technologies in use. Hence the existing firms

in a market will undertake regular investment to maintain their market share

and prevent newcomers from entering. They will set their prices with an eye

to generating the profits, at normal output, that will underwrite this invest-

ment. The prices that firms set are thus associated with the growth of output,

not, as in the conventional view, with the level (1990b, IV; 1998).

These will be normal prices and will be set in association with normal

growth. But short-term fluctuations may lead to deviations from the pattern

of normal growth. In general, prices will not be affected much by small

deviations. For a representative firm, to cut prices when demand falls will not

be a worthwhile strategy unless it expects a proportional increase in sales

greater than the proportional cut in prices. This will be unlikely in the case of

manufacturers, which tend to be price-inelastic overall, and to involve differ-

entiated products, so that customers will be hard to attract from competitors.

Prices of primary products, however, may be sensitive to demand, as may

some services.

By contrast, in the craft or fixed-employment economy the flexibility of

prices will lead to changes in the real wage. Precisely because employment is

relatively fixed, price changes will tend to be of greater amplitude than

money wage changes. But the changes in the real wage will affect consump-

tion. A fall in spending on investment will thus lead to a greater fall in prices

than in money wages, so too a rise in the real wage results, therefore, in a rise

in consumption demand in real terms, as the same money income now com-

mands more goods. In other words, variations in effective demand tend to set

up offsetting patterns of movement. Expressing this compactly, under certain

conditions the elasticity of consumption spending with respect to investment

will be –1. By contrast, in a mass production system, the elasticity will be +1.

In the former, the adjustment process is such that the product I × C remains constant; in the latter, the ratio I/C is kept constant. This, of course, provides

an explanation of the relative constancy of the share of investment in output

in conditions of mass production, and can be considered a generalization –

and correction – of the so-called Cambridge Theory of Distribution (Nell, ed.

1998).

A mass production system, however, unlike a fixed-employment economy,

can operate in two distinct modes. In one, represented by modern mixed

economics, aggregate demand chronically falls short of productive capacity;

both grow at approximately the same rate, and the gap between them, though

it may fluctuate, on average also grows at the same rate. In the other, repre-448 Edward J. NELL

 

sented by the post-war centrally planned economies, aggregate demand chroni-

cally tends to exceed productive capacity, creating shortages and imbalances,

because of which growth will be slowed. Again both demand and capacity

will tend to grow together, and the gap will be stable (see 1988, especially

‘Demand Scarcity and Supply Shortage’). The striking point in this analysis

is that these two modes of operation are institutionally distinct and uncon-

nected. An economy cannot, for example, begin with excess capacity and

then move to full utilization, finally spilling over into a state of excess

demand. Once a system is operating, there are forces that tend to keep it

either in a state of excess capacity or in a state of excess demand. It cannot

easily move from one condition to the other, although the levels of either

excess demand or excess capacity may fluctuate.

An excess capacity economy (‘capitalism’) is demand-constrained; be-

cause of this, businesses must compete to sell. Hence they must please their

customers, and competition will lead to product improvement and cost-cut-

ting. A shortage economy (‘socialism’) is a seller’s market; whatever is

produced, within reason, will find a buyer. Cost overruns are acceptable and

quality is no object; the incentive is to meet the guidelines of the plan. In an

excess capacity economy inflation will arise from the cost rather than the

demand side; in an excess-demand economy, inflation will reflect demand

pressures. Expansionist policies will promote the welfare of the common

people in excess-capacity economics, although they will be unpopular with

capitalists since they strengthen the bargaining power of workers (see 1988,

ch. 10; 1998, ch. 11).

Transformational growth is the process of change that arises out of the

incentives thrown up by the normal working of the system. Because of these

incentives, innovations are developed. As these are put into practice, the

linkages between the parts of the system are changed, and the system comes

to work differently. It is necessary to see what the problems are in the way the

system is working at a given time, and what rewards there are for solving

such problems. I have tried to examine early agriculture, feudalism, mercan-

tilism and the Industrial Revolution, illustrating in each case the development

of pressures that led to specific forms of innovation which, when widely

adopted, led to changes in the way the markets worked (see 1990b, Part 3).

The change from a fixed-employment to a flexible-employment system

resulted from the fact that those firms able to reduce their employment and

costs, and adjust their output, when demand fell, improved their chances to

survive. The incentive was to reduce losses; the reward was survival. But by

making employment, costs and output flexible, the innovating firms reduced

and eventually removed the pressure on prices, in the process creating a

chain-linkage of new effects, with the result that the system came to work

differently.
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Two changes are especially significant. First, the stabilizing price mecha-

nism has disappeared, replaced by government stabilization. This may be

automatic, if the budget is countercyclical, or it may be discretionary. A case

can be made for employer of last resort systems that aim both to stabilize

demand and restrain inflation. Second, the financial and real sides of the

economy are related differently. A crucial connection appears to come through

the relationship of the real rate of interest to the real rate of growth of output.

When i < g the economy will tend towards expansion; when i > g, there will

be a bias towards stagnation. In each case the inequality, once established,

will tend to prove enduring.

But the move from fixed to variable employment is not a simple change; it

requires altering not just the technology, but also the institutions of control.

The firm must be reorganized, and this will create opportunities and pressures

for changes both in the methods of finance and in the organization of capital.

A fixed-employment firm tends to reach an optimal size and remain there

(Robinson, 1932); it will be a family business in a traditional mode. But

variable employment technology will require a corporate structure, and the

firm will try to achieve, not an optimal size, but the most appropriate growth

pattern. It will regularly invest and, drawing on technical progress, will from

time to time undertake reorganization (see 1988, ch. 6).

The change from family firms to modern corporations alters the nature of

capital. Once held by families and passed from generation to generation

through inheritance, it takes on an increasingly institutionalized character.

Capital is invested in funds, managed by professionals and often regulated by

the state; those who would formerly have held ownership increasingly have

the status of beneficiaries. What were once the prerogatives of ownership are

now divided between the managers of the corporations and those of the

funds. Not only has the firm become a corporate institution, so have its

owners. And the institution in which ownership of capital was once vested,

the family, has fragmented and is being reshaped by social and economic

pressures. Most of its traditional functions have been shifted to the state or

have become marketable commodities in the private sector. This accounts in

part for the growth of the state as a proportion of GNP and for the shrinking

of the extended family to the nuclear which, like the atom, is splitting under

the impact of modern technology.

‘The owl of Minerva takes wing only at dusk.’ Just as we are beginning to

understand the deeper nature of Western capitalism, it has entered another

period of wrenching change. Even as the pundits celebrate what they see as

its triumph over centrally planned socialism, new stresses are forming. Infor-

mation systems now permit worldwide coordination of production, more

flexible designs and more varied production runs, bringing massive unem-

ployment to the traditional ‘rust belts’ of the West. New materials and new 450 Alec NOVE

 

processes create new products and new jobs. A more complex mix of services

and goods in output is changing the definition of the marketable commodity

from an ‘item’ to a ‘system’. Complementarities and ‘public goods effects’

can be expected to increase; a widening gap between social and private

returns is already evident and the impact on the environment is near cata-

strophic. Will markets and prices continue to function in the same way?

Should there be further changes in the relationships between governments

and markets? This is the field for the theory of transformational growth.
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Alec NOVE (1915–1994)

I was born in 1915 in what was then Petrograd, into a Russian Jewish family.

We moved to Moscow in 1918. My father had been an active Menshevik,

which landed him in gaol both under the Tsars and under the Bolsheviks.

From exile in Siberia he was allowed to leave the country, and my mother and
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I followed, in 1923. Fortunately he, and we, settled in Britain. I attended

King Alfred School in North London, and the London School of Economics,

graduating in 1936 with an upper second. After some research jobs, the last

of them for a trade union, came a long period of army service, from 1939 to

1946, holding various ranks from Signalman to Major. After demobilization I

found a job in the Board of Trade, as it was then called, and remained in the

Civil Service until 1958. In my spare time I had written a review article on

Soviet constitutional law, published in the Modern Law Review (in 1948),

and a critique of what had seemed to me an over-favourable view of Soviet

collective farms for Soviet Studies. There was at that time very little hope of

any academic appointment. However, I then had a stroke of luck. With the

progressive abandonment of wartime controls the Board of Trade was over-

staffed and the then permanent secretary, Sir Frank Lee, was persuaded by

Alec Cairncross (who had been economic adviser to that ministry) to give me

two years’ paid leave to study the Soviet economy in Glasgow. Sir Alec

Cairncross is now Chancellor of Glasgow University; I owe much to him.

So I was in Glasgow when Stalin died. I tried to reconstruct the Soviet

national income – a frustrating task when so many figures were unpublished,

but most educational! I returned to the Civil Service in 1954. In 1955 I went

to the USSR for the first time since childhood as a member of the British

agricultural delegation. In 1956 I was borrowed by the Foreign Office and

sent for five months to serve in the British Embassy in Moscow. Around this

time I wrote an article on ‘The Problem of Success Indicators in Soviet

Industry’, published in Economica in 1959. Finally, in 1958, I was appointed

to a Readership at the University of London, spending most of my time at the

LSE.

I was glad to switch, rather late in life, to a university career. Already then I

felt two kinds of dissent: from the theory and practice of Soviet planning, but

also from neoclassical orthodoxy. It seemed to me that much had changed

since I was a student (I had been out of touch with academic economics for

20 years). Not only was there a substantial increase in the amount of math-

ematical formalism, but the emphasis was much more on equilibrium than on

process. Questions of organization, real decision-making under uncertainty,

the historical context, seemed to be ignored or downgraded. Astonishingly

few of my colleagues took an interest in the real problems of any particular

country, area or system. There was a long struggle before development eco-

nomics could be taught at all.

In 1963 I was offered a Chair in Glasgow, where I was to set up an Institute

of Soviet and East European Studies (on the basis, laid over several years, by

Jack Miller and Rudolf Schlesinger), and also to organize courses on devel-

opment economics. As far as the latter were concerned I took a special

interest in Latin America and made many visits, especially to Mexico and 452 Alec NOVE

 

Chile (my sad account of the economics of the Allende administration ap-

peared in 1976 in a volume on Chile edited by P. O’Brien). Meanwhile, while

still in London I had written the textbook The Soviet Economy and also An

Economic History of the USSR, which were translated into many languages.

A collection of my papers appeared under the challenging title Was Stalin

Really Necessary?. There also appeared a short historical introduction, Sta-

linism and After, which went (as did the textbooks) through several editions.

A rewrite of The Soviet Economy was given the title The Soviet Economic

System. Two more collections of papers were published, and one more is in

the press. I will come in a moment to the two books which most clearly

reflect dissent from orthodoxies.

A close study of the Soviet economic record convinced me of the inherent

inefficiency of the system of centralized planning. Oskar Lange had been

right to describe it as a ‘war economy sui generis’. In wartime in all coun-

tries, the market is subordinated to the overwhelming and incommensurate

priorities of war. In more normal times the needs of citizens, and of the

production process itself, are so complex as inevitably to overwhelm the

informational and decision-making capacity of the planners. Many if not

most of the known and familiar deficiencies of the centralized model follow

from ‘the curse of scale’. Faced with a vastly excessive number of decisions

and with informational overload, the centre becomes split into departments

which compete for resources and are exceedingly hard to coordinate. The

precise requirements of the customer get lost owing to the necessity of

aggregating plan targets. The attempt to fulfil targets expressed in roubles,

tons or thousands of units leads to familiar distortions: management produces

not for the customer but for plan-fulfilment statistics. A theory of value based

on human effort, a price system based on cost-plus, fail to reflect use-value

and have the perverse effect of rewarding wasteful use of inputs. And so on.

Thus far my critique of Soviet practice did not diverge significantly from

that of Barone or even Mises. The difference lay in the fact that I was, on the

whole, favourably inclined to the socialist idea. I could see that the Stalinist

model, which survived his death, represented some sort of monstrous perver-

sion, was closely linked with despotism and terror. It is far easier to control

people if nearly everyone works for the state and nearly everything is sup-

plied by the state. Indeed, it is possible that the centralized system requires a

despot at the top to set and impose priorities, that the dilution of priorities and

the abandonment of terror after Stalin’s death made inevitable the decay of

the system. But what was, what could be, a socialist alternative?

This led me into conflict with the then quite numerous neo-Marxists and

some other left-wing intellectuals, whose criticism of the Soviet Union seemed

to me to be based on unreal and Utopian assumptions about what socialist

planning could be. They saw, indeed they stressed, the inefficiencies of the

Alec NOVE 453

 

Soviet economic system. They also saw the link between the centralized

control over the means of production and the despotic and hierarchical nature

of the society. But they counterposed to it some sort of democratic planning

by ‘the associated producers’, in which what needed to be done would be

decided by comradely discussion. The market mechanism could be tolerated

(indeed at times had to be tolerated) during a transition period, but for them

socialism and the market were inherently incompatible. And indeed they

could claim to be following in the tradition of Marx, Engels, Bebel and

Kautsky. In this respect they were right: Marx and his followers had assumed

that socialist planning would be simple and transparent, once the market and

‘commodity fetishism’ were eliminated along with the capitalist class. The

kind of planning that the founding fathers had in mind was quite different

from what had existed in the Soviet Union – that at least was clear. But such

men as Sweezy, Bettelheim, Ernest Mandel and Ticktin drew from this the

conclusion that Stalin and his successors were guilty of distortion and be-

trayal, since they had failed to introduce the socialist planning system envisaged

by Marx, Engels and Lenin.

This seemed to me to miss the essential point. They failed to look critically

at the concepts of the founding fathers. A non-market economy spawned

bureaucratic centralism not because of somebody’s betrayal, but through

functional necessity. If, for example, materials and components are not sold,

they have to be allocated. All have numerous alternative uses. Most are scarce

relatively to what demand would be at zero price. This requires the creation

of a large number of allocating offices, related to each other within a hierar-

chy and staffed by professional bureaucrats. The vast scale of interconnected

planning decisions, called upon to replace the market, is not due to the

deficiencies of the Soviet economic and political system; they are among the

principal causes of these deficiencies.

I went back to Marx and to those who followed him, including Lenin, who

had said (1917): ‘to run the entire economy on the lines of the post office,

under the control of the armed workers, this is our immediate task’. The

experience of war-communism taught Lenin and his comrades a hard lesson,

but even for Bukharin the market in the mixed economy of NEP represented a

stage in the transition to a real socialism in which the market would wither

away. Out of all this emerged several critical articles (for instance, ‘Market

Socialism and its Critics’, directed particularly at Bettelheim) and a book,

Economics of Feasible Socialism (1983). Along with a critique of the Utopian

aspects of Marx’s view of socialism, plus the lessons to be drawn from Soviet

experience, and of reform attempts in other countries such as Hungary, I tried

to sketch out a possible model of socialism which included the market and a

variety of forms of property. The book was translated into several languages,

including Chinese and Hungarian. It may appear in Russian too, since many 454 Alec NOVE

 

of its ideas are shared by Soviet reformers who are close to Gorbachev. In

fact by now the dogmatists who had been my target when I was writing that

book are on the retreat (though Mandel and Ticktin still hold to their anti-

market ideology, still imagine that one can have no market and no bureaucracy

outside of Cloud Cuckoo Land). So perhaps even in the context of socialist

ideas I have ceased to be a dissenter, having possibly made a marginal

contribution to a change in the ideological climate on the left.

However, my critique both of Soviet practice and of neo-Marxist (‘new

left’) dogmatism was not undertaken in an anti-socialist spirit. For reasons to

be expounded in a moment, I was far from happy with the dogmas of neo-

classical economics and strongly opposed to the laissez-faire extremists who

surrounded Mrs Thatcher. Consequently some recent articles written in Rus-

sian and published in the Soviet Union (thanks to Gorbachev’s glasnost) have

been around the theme of ‘Yes, the market is necessary, but …’. There is an

alarming tendency, in reaction to the pseudo-socialist dogmatism imposed on

them in the past, for economists in the USSR and Eastern Europe to regard

the market as a panacea, to see only the virtues and not the limitations. My

paper, about to be published in Hungary, on ‘Soviet Economic Reform and

Neoclassical Economics’, develops the theme that, while the dogmas of the

‘political economy of socialism’ are indeed useless and misleading, the neo-

classical axioms are (almost as) irrelevant to their real problems. In fact they

are largely irrelevant to ours.

Which brings me to my dissent with much of conventional Western aca-

demic economics. It found its most systematic expression in a book entitled

Efficiency Criteria for Nationalised Industries, published in 1973, with its

ideas expanded and (I hope) deepened following encounters with Thatcherite

economics. As I said frequently in articles and lectures, neoclassical econom-

ics as such bears little or no blame for the errors and excesses I was criticizing,

save in one important respect: its emphases, plus the things it chooses (with

some honourable exceptions) not to mention or not to stress. Thus externali-

ties, the ‘free rider’ problem, do get a mention, but almost literally as footnotes

within a paradigm where laissez-faire permits, or almost guarantees, equilib-

rium at a Pareto optimum. So when the British government cuts grants to

scientific research, arguing that private firms would undertake it if it were

profitable, the average graduate in economics might well not see why this is

myopic, or indeed why no other industrial country is as foolish as this.

For me all this began long before Mrs Thatcher, when perusing the advice

being given by academic economists on how to make nationalized industries

efficient. Most such industries in Britain were monopolies, in many instances

natural monopolies. One reason for their being in the public sector was

surely that efficiency could not be detached from purpose, that private profit-

ability would be an inadequate guide. This was particularly obvious in the
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case of urban transportation. Efficient rapid-transit reduces congestion, ben-

efiting even those who do not use it in a variety of ways (through the effect on

property values, or not having to fetch friends to visit them, or enabling them

to get to work when their car is off the road and so on). Profits can be

enhanced by reducing the quality and frequency of service or by squeezing in

more standing passengers. It was equally obvious that the post office could

increase its profits by having more customers waiting longer to be served by

fewer staff, and closing offices in rural areas. All this highlighted a gap in

conventional monopoly theory: it was, with few exceptions, concerned with

just two variables – quantity and price. What about quality? I tried an experi-

ment: in six well-known textbooks I looked for the word in the index; in five

it was not there, in the sixth it appeared under the heading of product differ-

entiation. A given product or service was of a given quality. Yet a given

product has many characteristics, and quality can deteriorate, a monopolist

(public or private) would find that such deterioration pays, since to maintain

quality (sharpness, after-sales service, punctual deliveries, durability, avail-

ability of spares and so on) incurs a cost.

It struck me, as I read papers in which nationalized industries were sup-

posed to act ‘commercially’, that the authors of these papers had a somewhat

odd view of how real private firms functioned in the real world. Clearly, the

textbooks had not taught them the meaning of such words as function, duty,

purpose or responsibility. Suppose one considers the transport department of

any largish private corporation. It would be crazy, would it not, to consider its

efficiency in terms purely of its own profit-and-loss account, without taking

into consideration the punctuality with which it delivered whatever loads it

was supposed to carry, that is the very purpose of its existence. Yet just this

myopia could be seen in the evaluation of public transport, and indeed of

other forms of infrastructure, which almost by definition have important

external effects. These external effects become internal within a firm. Indeed

one function of a firm, private or public, is the internalization of what other-

wise would be externalities. It is intuitively obvious that what it appears

rational to do, or not to do, depends in some degree on the area of responsi-

bility of the decision-maker, since this determines what factors he or she

takes into account. Yet in not a single textbook known to me is this rather

important point ever mentioned.

This led me to question the meaning of the term ‘margin’. By this I do not

mean that I suffered from an ideological hostility to marginalism as such. But

the textbooks never explain the term, leave it to be supposed that it is clear

and unambiguous, such as the marginal batch of shoes, the marginal labourer,

or whatever. Yet this is to abstract from some very important distinctions.

Production of almost any good or service takes place in stages, intercon-
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interrelate and affect each other in varying degrees. Thus, to take one of many

examples, the location and equipment of a pumping station on an oil pipeline

call for decisions which could be characterized as marginal, but which make

sense only within its context. The marginal productivity of the pump, or of

whoever operates it, makes very little sense, if the absence of the pump

brings the entire operation to a halt. Decisions are taken in relation to con-

texts, purpose, strategy. If they cannot be adequately considered at lower

levels, where their wider effects cannot be perceived, they have to be referred

upwards. Hence hierarchies, public or private. To a hierarchy of decision-

makers there corresponds a hierarchy of margins.

Furthermore, the interrelationships could be of many kinds: technological

(such as successive stages and processes) but also via goodwill. But the word

‘goodwill’, of vital importance in the real world of competition, is as rare in a

textbook as is the word ‘quality’, despite (or because of) the fact that the two

are closely linked: one maintains quality for fear of losing customer good-

will. Why, I asked myself, do textbooks ignore so obvious a fact? The answer,

in my view, brings one back to the over-emphasis on equilibrium and perfect

competition. As should be clear, under ‘perfect competition’ there is not and

cannot be any competition: there is full employment of all resources (so there

is nothing left to compete with), and by definition oil agents can sell all of

their (homogeneous) product at the price. Goodwill, like quality, are irrel-

evant in such a model. And under monopoly the customer cannot go elsewhere,

so once again goodwill matters not. Finally, our textbooks tend silently to

assume that all transactions are directly market-related, and it would seem

theoretically untidy to remind students that different transactions undertaken

by the same firm react upon one another. Even though this is a major reason

for the existence of firms!

In fact orthodox theory has a struggle to find reasons why firms exist at all,

and then its explanations are plainly incomplete. As H. Demsetz pointed out,

the so-called perfect competitive model is in fact one of perfect decentraliza-

tion, with no role for a coordinating function. Nor, let it be added, for an

entrepreneur (hence in equilibrium profits tend to zero, or to whatever is the

current rate of interest; there is no reward for a non-existent function). O.

Williamson tried to find a raison d’être for firms through the concept of

transaction costs (Coase had explored this avenue decades earlier). Yes, in

respect of a given transaction it is relevant and interesting to ask the question:

should the firm undertake it itself (hierarchy) or use a sub-contractor (mar-

ket)? But this approach misses out not only on the coordinating function, it

also fails to ask the question: where does that particular transaction fit into a

firm’s purposes, role, strategy or responsibility, these being terms that have

meaning when applied to firms, and none if applied to transactions viewed in

isolation from the firm and from other transactions. My attempt to point this
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out, in a note I sent to Economica, was not understood; it was not printed.

Maybe I drafted it badly. Or maybe the orthodox economist just is not trained

to see the point I was making. I will quote in a moment other examples of

mutual incomprehension.

This brings me to what I like to call ‘myopic marginalism’, by which I

mean an attitude which sees every marginal decision as, firstly, market-

related and, secondly, as profitable in itself. (Were it not so, it would not be

undertaken.) To cover loss-making activities out of profits is ‘cross-

subsidization’ and, it seems, economically irrational. In fact (to my mind

incredibly) cross-subsidization has been made illegal in urban transport in

Britain. Needless to say, such insanity is unknown elsewhere, so one cannot

blame economic theory – except for sins of omission: it has had far too little

to say about systems and sub-systems, about indivisibilities and

complementarities. Myopic marginalists fragment. For them there is no wood,

there are only trees.

Examples that can be quoted are legion, and I will omit the supermarket

‘loss leader’, and take instead the (real) example of a major food shop in the

centre of a provincial town. It was famous for its vast range of choice. It was

taken over, and the new owners put in myopic accountants. They recom-

mended the removal from the shelves of products that turned over slowly.

Soon the shop lost its raison d’être. It closed. Passing to the more important

case of public transport, no network has ever existed in which there is not an

element of cross-subsidization. Costs and revenues vary widely. Services

interconnect. For purposes of marginal cost pricing, where is the margin? If

there is a standard charge of any sort (zonal, per-mile, or any season ticket,

capital card, carte orange or whatever), some bits of the network, if sepa-

rately evaluated, are loss-making, others profitable. This is even true of the

same service at different times of the day. Every scheduled bus, train or plane

that leaves half empty may be said to be cross-subsidized. Standby or reserve

capacity does not pay as such, and is maintained in the real world either from

consideration of goodwill (without it customers would be upset and go else-

where) or because of a sense of duty or of imposed obligation (such as having

enough back-up generating capacity in the event of a very cold day). Super-

markets ‘cross-subsidize’ car parks. Arsenal Football Club, plc,

cross-subsidizes its reserve team. If The Times costs the same in Wick as it

does in Wapping then this is prima facie evidence of cross-subsidization. And

so on.

The point about systems has been well made by Brian Loasby: ‘Highly

complex sub-systems such as firms, or even whole sectors of the economy,

containing within themselves many layers of great complexity, are regularly

treated as simple elements, while components of a complex system are ana-

lysed as isolated units’ (1975, p. 30).
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The neoclassical textbooks tend, with few exceptions, to be based on the

assumptions of methodological individualism. The whole is only the sum of

its parts. ‘There is no such thing as society’ (Mrs Thatcher). And individuals

‘maximize’ their personal utility, save at occasional moments of ‘altruism’.

From this gross oversimplification of human motivation one can derive a

theory according to which public servants think only of themselves. Also the

ludicrous belief that involuntary unemployment is impossible, and so in 1933

some 17 million Americans ‘preferred leisure’. There is no room in such

theories for loyalty, commitment or pride in work well done – of vital impor-

tance in public and private sectors. All this invites the sort of critique made

by Tibor Scitovsky in The Joyless Economy, but (like the present author) he

did not find it easy to be understood. I have recently heard of a case where a

labour economist was not considered for a post in a reputable American

university since, in the formal mathematical equilibrium world – where hu-

man beings might as well be robots – there ain’t no such thing as labour

economics.

But above all the excesses of methodological individualism lead, at least in

Britain, to fragmentation. If the whole is but the sum of (profitable) parts,

eliminate the whole, divide up, opt out. This has been done in recent years for

London, the post office, urban transportation, health, education and electric-

ity generation. Of course there is nothing in the formal doctrines of neoclassical

economics which compel its practitioners to recommend, for example, the

break-up of London or Glasgow Transport. No such absurdities are to be seen

in New York, Toronto, Washington, Zurich, Paris, Dusseldorf, Munich. …

But our students are not trained to see the inherent fallacy involved in frag-

menting a system such as Paris transport, and they will be predisposed also

against subsidy, because externalities are downgraded. Many years ago, the

late Denys Munby told a committee that if the head of London Transport

thought he had some sort of social contract with Londoners he could not run

an efficient service. In other words, efficiency in his view must be detached

from purpose! The same Munby believed in the separate evaluation, as far as

practically possible, of every portion of line, station, train and marshalling

yard, of a railway. A classic instance of the militant-ideological externaliza-

tion of internalities!

A simple example of what we do not teach. Virtually every airport in the

United States is in the public sector. Why? Our students would usually be

unaware of the fact, and would not know how to approach the question. Yet

this is another example of the relationship between efficiency and purpose,

which in this instance is to provide good service to the businesses and

citizens of (say) Pittsburgh, which is not identical with profit maximization of

the airport seen in isolation from these external effects. Or to take a Scottish

example: if a consortium of Scottish businessmen operated Prestwick airport,
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they would surely charge much lower landing fees (the ones currently opera-

tive are actually higher than at Gatwick). For that matter, if they or their

interests were represented on the Board of British Airways, we would not be

facing a fares structure apparently designed to penalize anyone booking

direct flights to Scotland from the continent of Europe. These are all varia-

tions on the theme of the consequences of myopic fragmentation, a result of

what neoclassical orthodoxy chooses not to emphasize – interconnections

between the parts, or between the parts and the whole.

My final example of the mental distortions engendered by the standard

neoclassical textbook relates to investment. Frank Hahn has remarked that

under perfect competition the investment process is ‘profoundly mysterious’.

Thirty years ago, G.B. Richardson demonstrated most rigorously that the

orthodox model fails to generate the information on the basis of which

investment decisions can be taken. Nor is this only a matter of prices (and

interest and exchange and wage rates) in future years not being known. Let us

suppose that they are known; that it is quite clear that there will be additional

demand at a price which will definitely make this investment profitable. A

moment’s thought should show that the preceding sentence is contradictory.

If, as Richardson, Loasby and a very few others realize, this information is

available to all the competitors, none will know what to do, since the model

does not generate information about the investment choices made by others.

If they all respond, then the future price will be lower and the profit will

vanish. If many people know that a horse will win a race at odds of 10 to 1,

the odds will not be 10 to 1. In fact investment occurs because of so-called

imperfections: actual or anticipated market domination, information which

others do not have, collusion, long-term links with customers, or governmen-

tal coordination which has played so large a role in Japan and South Korea.

I once put forward this sort of objection to an investment model presented

by a well-known neoclassical economist. He looked at me with total puzzle-

ment and replied: ‘But I am assuming profit maximization!’ I think that he

meant that such an assumption was sufficient to make his model in a formal

sense determinate. So my (Richardson’s) objection literally had no meaning

for him. A more recent example: the Economic Journal published an interest-

ing note contrasting investment decisions taken by a public monopoly, in this

case electricity generation, with those that would be taken by several private

firms. I wrote a note, drawing attention to two points. One was that the

monopolist does have the responsibility to estimate future requirements and

to take investment decisions accordingly, whereas none of the separate gener-

ating firms supplying the national grid would have any basis for investing

unless they had some notion of what the others were doing; also that, demand

being ever uneven, the required reserve capacity, not profitable as such, may

simply not be provided. Once again the point was not understood; my note 460 Alec NOVE

 

was not published. Please, I am not paranoid about non-publication, since my

publication list is a very long one. It is simply that I am surprised that these

seemingly legitimate and relevant points are as water off a duck’s back, and I

am not sure why.

Let me make it clear that I am not against mathematics. I do, however, feel

at one with that minority of ‘institutionalists’ who criticize those for whom

mathematical models are the be-all and end-all of economic science. This

does lead to inattention to those problems and statements which cannot be

given mathematical expression. To give just one more example, no one can

possibly deny that economic performance is affected by the attitude of the

worker to his or her work, by management–labour relations and by changes of

organizational structures. But because such matters cannot be given meaning-

ful expression in formal models, they tend to be omitted from microeconomics,

as if they do not matter or do not belong to our subject. I once attended a

seminar in California which related to indeterminacy. We had an hour of

mathematical exposition in which the speaker showed that his model was,

unlike its rivals, determinate. Yet throughout he uttered not one word, nor

cited a single statistic, relating to any aspect of the economic situation in the

real world. He was concerned only with mathematical consistency.

The concept of equilibrium, and Walrasian general equilibrium, must of

course be taught. What worries me is what is not taught. It is as if a course on

bridge-building, quite sound as far as it goes, omits mention of the fact that

water-levels and currents vary at different times of the year, that on tidal

rivers they could flow in both directions, that there could be ice in winter. Of

course I agree that economic theory must and should abstract from much of

everyday reality, must rise above mere institutional description and what the

Russians call ‘naked empiricism’. What it must not do is to divert attention

away from frequently-encountered problem areas. If technical progress and

entrepreneurship are virtually always concerned with actual and/or antici-

pated disequilibrium, and if investments are almost always made in conditions

of uncertainty, then to treat such matters within a general equilibrium frame-

work is, shall we say, not very helpful. In my (rejected) note for the Economic

Journal, I wrote that it seemed to me that investment decisions are inappro-

priately considered in an equilibrium framework, since it is disequilibrium

that provides motive and the anticipated profit-making opportunity. The ref-

eree found this (elementary) point unacceptable!

Not very helpful either is ‘mainstream’ neoclassical economics to those in

the Soviet Union who, understandably exasperated by the irrelevance of

received Marxist doctrine, seek theoretical help from the West. Indeed some

Western econometricians, applying their concepts to the very different situa-

tion of Eastern non-market economies, can and do reach misleading

conclusions. Thus several scholars have denied the existence of aggregate
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excess demand in the USSR, Poland and so on or the prevalence of frustrated

purchasing power, dismissing evidence to the contrary as ‘anecdotal’. A

paper presented at an American Association for the Advancement of Slavic

Studies conference asked us to believe that the USSR would get nearer to the

efficiency frontier (wherever that is; who has ever seen one?) by transferring

resources from services to heavy industry!! The error here lies in assuming

that Soviet prices and relative incomes are an appropriate unit of measure.

Still another sought to show that incentives in collective farms are particu-

larly effective because, in the model, they equal average and not (the lower)

marginal productivity! Apart from the fact that no one, in any economy,

knows what his or her marginal productivity is (a not unimportant point if

one is discussing human response to incentives), such a conclusion flies in

the face of all that is known about the Soviet collective farms as an institution

(my note was rejected by the Journal of Comparative Economics).

What could Soviet economists learn from a typical neoclassical course in

micro and macro economics, which would help them replace their useless

theoretical ballast? Clearly, there are some elementary principles of the most

vital importance: on the relationship of supply to demand, the role of prices

(so long as one also says, with Kornai, that major decisions are not taken in

the real world on the basis of price information alone); the consequences of

price and exchange controls; and the dangers of a lax monetary and credit

policy. One needs to tell them about real markets and real competition (in

other words to treat perfect markets and perfect competition as an unreal but

theoretically interesting extreme). It should also be said that competition and

choice logically require that supply exceeds demand, that there be some

unused resources (otherwise what is there to compete with?). Marginal analy-

sis must be used, but qualified in the manner discussed above, seen (as it so

often is, in real life) in the context of complementarities, indivisibilities,

networks and sub-systems – in a word, real firms. One must introduce the

notion of maximizing behaviour, but qualify it, since it is by no means clear

what institutions and human beings in fact maximize. (I do not know what I

maximize; do you? Unless one tautologically and axiomatically assumes that

whatever I or you do is maximizing behaviour, which helps us not at all to

understand anything.)

They should be made aware of the yawning gap between macro and micro

analysis, which helps to explain why the British government fails to see the

connection between industrial decline and the balance of payments crisis

(even denying the seriousness of the latter). They must be told about ‘rational

expectations’, though one must hope that this fashion will pass. I for one

continue to be incredulous: how could such a doctrine gain such widespread

acceptance, other than as a theoretically convenient but totally unreal surro-
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‘prove’ that governments cannot affect the ‘real economy’. (Tell that to the

Japanese and South Koreans!)

We all need a new and relevant economics!
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Domenico Mario NUTI (born 1937)

I was born in the Tuscan town of Arezzo and grew up in a small village, a

poor agricultural centre of fewer than 1000 souls. With 50–50 sharecropping

the only form of land tenure, it had two latifundia, a usurer and two shop-

keepers, and only one car even in the 1950s. It is now a polluted, overgrown

industrial centre. I had a classical education. My interest in economics was

generated by both personal and social circumstances. My father – a teacher

and journalist – was a small landowner financially ruined by post-war Italian

hyperinflation and by the pig cycle. I still remember his astonishment when,

many years later, I explained to him the cobweb theorem.

A self-supporting student of law at Rome University in the mid-1950s, I

got in touch with Danilo Dolci, a practitioner of self-help and non-violent

action for civil rights, working in Sicilian mafialand. A stay in Palermo and

Trappeto in 1958, and the sight of road-building by volunteers asserting their

right to work (guaranteed on paper by Article 4 of the Italian Constitution)

made a great impression on me. Helping to organize and attending a confer-

ence on ‘Planning from Below’ arranged by Dolci in Palermo did the rest.

They gave me the motivation and contacts to do my degree dissertation in

development economics and to get a research post with the Inter-Ministerial

Committee for the Development of Southern Italy. The job took me to field

visits throughout the Mezzogiorno, with a team whose task it was to identify
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suitable locations for concentrating industrial infrastructures, in line with the

‘growth poles’ approach of Albert Hirschmann, Gunnar Myrdal and François

Perroux. This early personal and social background vaccinated me for good

against economic theories relying on malleable capital, voluntary unemploy-

ment and rational expectations.

Graduating cum laude, I was placed in a queue for a Bank of Italy

scholarship to study abroad. While waiting to go to Cambridge (England), I

obtained a fellowship from the Polish Academy of Sciences; I wanted to see

socialism and central planning in action, and I knew that in Warsaw I would

find outstanding economists. I joined a course for planners from developing

countries at the Warsaw School of Planning and Statistics, where I was

fortunate to be taught by Oskar Lange, Michal ⁄ Kalecki, Wlodek Brus,

Kazimierz Laski and others. I learned Polish and attended Lange’s lectures at

the University. Poland at that time was the most liberal Eastern European

country; there were no food shortages and the arts were thriving. There were

obvious inefficiencies and in many ways the place was uninspiring, but there

were also expectations of early improvements and of further progress towards

a better, market-orientated model of socialism. In addition to my modest

grant, I turned a few hundred dollars into a very large sum at a vast multiple

of the official exchange rate – openly and legally – by importing from

Switzerland a small amount of a crucial scarce input used to make scent and

sold it to a cooperative producing for the Soviet market. I lived comfortably,

demonstrated the twist to Polish teenagers and learned a great deal.

From Warsaw I went to King’s College, Cambridge, as a research student

where I was to remain, in various capacities, for the next 17 years. I was

taught first by Nicky Kaldor, a most inspiring lecturer, ‘maestro’ and chal-

lenger of orthodoxies. I shone in the Cambridge Tripos and began work on a

Ph.D. thesis on ‘Problems of Investment Planning in the Socialist Econo-

mies’. By virtue of being a leading specialist in my chosen field, Maurice

Dobb soon replaced Kaldor as my supervisor. My first research output on

socialist economies – three essays on enterprise incentives, investment crite-

ria and inflation – gained me the Stevenson Prize (1965) and a Research

Fellowship at King’s, followed by a tutorship, teaching lectureship and direc-

torship of studies accompanied, from 1970, by a parallel appointment at the

Faculty of Economics.

At Cambridge in the 1960s a lively debate was taking place between the

followers of the neoclassical approach and those seeking alternatives in the

Marxian and Ricardian tradition. A major issue was the measurability of

capital, capital malleability and substitutability, the shape and very existence

of aggregate production functions. The questions may seem highly esoteric

but have devastating policy implications: an innocent-looking assumption of
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that income distribution is given by ‘God and the engineers’ (Joan Robinson)

and cannot and should not be altered; that unemployment is not due to

Keynesian deficit demand but to excessive high real wages; that investment

mistakes can be costlessly rectified. Like me, many knew that this was not

and could not be the case and clung to the promises of any seemingly

plausible alternative approach, like Piero Sraffa’s cryptic Production of Com-

modities by Means of Commodities, neo-Marxian and neo-Ricardian cost-based

prices, or neo-Keynesian propositions about income distribution and their

possible microeconomic extension.

As it turned out, these were dead ends, not viable alternatives. Production

prices (that is, cost-based prices embodying a uniform rate of profit) are

relevant under special conditions: constant returns to scale, only one primary

factor (labour) and no joint production. In this situation, demand – if cor-

rectly anticipated by producers – will have no influence on relative prices. In

such conditions production prices are part of every economist’s education

and are not controversial as they correspond to the prices of Paul Samuelson’s

dynamic non-substitution theorem. Sraffa never conceded the necessity of

constant returns, and fudged the questions of land and joint production by

referring to marginal land and equi-profitable joint production techniques. To

establish which land is marginal and which equi-profitable techniques to use,

one needs to know precisely those demand conditions that Sraffa claimed to

dismiss. Wage bargaining has no connection whatever with his ‘standard

commodity’, nor can it or should it because, for a start, in a world of techni-

cal alternatives, such a composite commodity must differ for different real

rates of wage or profit. Production prices could be expressed as ‘transformed’

values but there is no general way of preserving the total surplus value/total

profit equality postulated by Marx. Outside distribution theory, capital aggre-

gates are inaccurate but harmless. Neo-Keynesians express the extreme

implications of constant behavioural parameters (such as propensities to save

or to import, technical coefficients) whose invariance cannot be justified and

is at odds with their findings; they have no alternative microeconomics.

These exercises had great pedagogical value, but ultimately could not

provide new and unorthodox answers. Neoclassical theorists moved on to

discuss important questions such as temporary equilibria, transaction costs,

the nature of money, exhaustible resources, uncertainty, information, princi-

pal–agent relations, games. They replaced malleable capital with equally

implausible constructs such as rational expectations, but also gained new

insights and, whether right or wrong, had something to say. Most practition-

ers of the alternative approaches – with notable exceptions such as my good

friend Bob Rowthorn – remained silent on crucial old and new questions,

stuck as they were in their grooves. I do not mind that this kind of dissent had

made me somewhat unpopular.

Domenico Mario NUTI 465

 

A by-product of my research on socialist investment planning was an

analysis of intertemporal allocation in a steady growth, flow-input flow-

output model in the ‘putty-clay’ tradition (that is, with ex ante but not ex post

substitutability). The model produced the desired reswitching techniques and

capital-reversal, as well as a crop of other results (consumption-growth wage-

profit duality, golden rules of accumulation and so on). They were interesting

negative results since, even in a steady state, the time dimension of produc-

tion ruled out the conventional treatment of capital. But I over-claimed,

asserting that capital measurements were redundant and that socialism would

yield a better consumption performance than capitalism (which it would in

such a model, but in the real world this claim was soon to be contradicted by

events). The paper, inspired by Kalecki’s project selection rules, developed

what John Hicks labelled a ‘neo-Austrian’ approach (not to be confused with

later neo-Austrian ultra-laissez-faire theories) and was published in 1970. I

beat Hicks to print, which is to his credit because he later told me he had

actually refereed that paper (lesser men might have been less generous).

I subsequently played with Marx’s transformation problem in an essay

published in 1977 (though written much earlier), reacting to Marx’s gross

neglect of the importance of entrepreneurship and of price adjustment. I

developed the ‘neo-Austrian’ approach further to handle the truncation of

production flows and unsteady states (still fully anticipated) in a 1973

article, but I soon realized – alerted by Jack Hirshleifer’s book on Invest-

ment, Interest and Capital – the limits of both the so-called Cambridge

School and of neoclassical theory. My change of mind was already clear

from my article (1974b) and my edition of the Economic Essays by V.K.

Dmitiev (1974a), an anti-Ricardian pioneer. Of course I would not renege a

single word of what I have ever written: habent sua fata libelli – writings

have a life of their own, and are there to be judged within their context and

on their own terms. I have never believed that one had to be consistent over

time. But my views on alternative approaches and on economic systems

naturally have changed.

Ultimately, I believe the neoclassical picture of the capitalist economy is

fantasy because markets are both incomplete (where are the future markets

for manufactured goods, or the contingent commodity markets?) and, most

importantly, sequential. Hence resource allocation is ruled by price (and

quantity) expectations as much as by actual spot prices, and therefore from

Arrow–Debreu we instantly fall into a Keynesian world of expectations –

whether self-fulfilling or false – of underemployment equilibria and eco-

nomic fluctuations. It is precisely the essence of Keynes that savings decisions

do not signal demand for future goods, and that money balances can be a

bottomless pit draining purchasing power no matter how low the money

interest rate.
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If neoclassical theory cannot support the claim that private ownership and

a market economy are the best of all possible worlds, this does not mean that

markets can be dispensed with, that individual agents (both households and

firms) do not respond to relative prices as neoclassical microeconomics pre-

dicts, or that central planning is necessarily superior. Markets are automatic

self-regulating mechanisms (as Dick Goodwin taught me); they produce some

of the economic anarchy stressed by Marx but also some order, in due course

– too fast or too slowly, imperfectly, mercilessly for the poor, the unemployed

and the bankrupt – but surely. Lack of such an automatic response is one of

the reasons why the Soviet-type socialist model failed: through the inertia of

central planners in the face of a changing world, including changing technol-

ogy, domestic demand and world trade opportunities.

The other main economic drawback of the centrally planned socialist sys-

tem of the Soviet type is over-ambition, aiming at an impossible set of

targets. This has been the spirit of Soviet planning from the First Five-Year

Plan onwards, the pretence that 2 + 2 = 5: that there is no fortress that the

Soviets cannot storm; that planning is like an act of war and tight plans

mobilize resources; that socialism marks the end of economics. Thus the

passive adjustment of monetary flows to impossible targets and the parallel

commitment to price stability – to avoid one of the evils of capitalism – set up

a lethal time bomb, as inflationary gaps piled up over time to construct an

inordinate monetary overhang (see 1986c). Socialist planners would have

fared much better by following Friedmanite policies of a steady and slow

growth of the money supply (profligacy is also, I believe, the main cause of

decline of the Scandinavian alternative). Instead, the misguided commitment

to price stability in the face of persistent monetary indiscipline and planners’

inertia – rather than the informational and coordination problems usually

investigated by economists working on planning – aggravated by communist

political monopoly have made Soviet-type production relations and infra-

structure (in Marxian parlance) inadequate to the level of development of

productive forces. As a result, economic and political fluctuations have been

generated since the mid-1950s, which I have tried to analyse using Marx’s

own approach to the dynamics of ‘modes of production’ (see 1979; EUI

Working Papers nos 26 and 85/156; and my New Palgrave entry on ‘Cycles

in the Socialist Economy’, 1987).

From Cambridge I moved to Birmingham to direct the Centre for Russian

and East European Studies (1980–83), where I was in a much better position

to monitor East European developments and learned much from my col-

leagues, especially Bob Davies, Phil Hanson, Ron Amann and Julian Cooper.

I was much encouraged by the rise of Solidarity and Polish ‘party renewal’

(see 1981), but I correctly predicted Polish military rule (in the New Left

Review, November 1981). With British university cuts, I sold my chair back
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to Thatcher and retired to the ivory tower of the European University Institute

at Florence, where I was able to pursue my research on the dynamics of

socialism from 1983 to 1990 (see, for instance, 1986c, 1988 and 1989). I set

up a working group on comparative economic systems, to whose members

and visitors (including many East Europeans now holding ministerial posts) I

am much indebted, and watched in disbelief the collapse of the Soviet-type

system.

Protracted and obtuse procrastination by communist leaders – including

also, indeed especially, Mikhail Gorbachev – brought about the Soviet eco-

nomic catastrophe of 1990, disintegrated the Union and CMEA, freed Eastern

Europe, justified the restoration of private property and the reswitching to

capitalism (see my contribution to the OECD volume, 1990). The tasks of

stabilization, restructuring and systemic transition are massive and provide

an exciting field of research. I have been particularly interested by the ques-

tions of appropriate sequencing, speed and credibility of economic reform,

the role of foreign trade liberalization and the routes to convertibility. I

believe in the primacy of stabilization, preferably fast; the need to

demonopolize and restructure before large-scale privatization, avoiding un-

due appropriation or dilapidation of state property; the need for commercial

banking and financial markets immediately afterwards; the possibility of

instant improvements but of slow completion of trade liberalization and

convertibility (see 1990b, 1990c and other forthcoming papers on these sub-

jects).

Yet market socialism has not failed: it was never fully designed or even

imagined, let alone implemented (see 1991b). Today it is still literally a

Utopia, but well worth exploring. I have always liked investigating Utopias

(and cacotopias, see my paper on Orwell in Coexistence, July 1985). As the

Eastern European economic crisis unfolded, I turned my interest to eco-

nomic institutions that might make up such a market socialist model. These

included cooperatives and similar Yugoslav-type self-managed firms; profit-

sharing; wage-earners’ investment funds; workers’ participation à la

Mitbestimmung; basic income schemes; labour–capital partnerships and

neocorporatist institutions. I found (i) that cooperatives were microsocialist,

almost monastic, institutions with defective incentives (1990a); (ii) that

profit-sharing does not have the employment enhancement properties be-

lieved by Martin Weitzman (Industrial Relations, 1987). Moreover, for

proper incentives, profit must be defined to include such capital gains as

dividends plus all increments in an enterprise’s capital value (see the ‘Profit-

Sharing’ entry in 1991a); (iii) that workers’ investment funds cannot be the

painless nationalization machines hoped for by Rudolf Meidner, except for

the brief period while they are being set up, before they pay out dividends
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comitant of profit-sharing; and (v) that the guarantee of a basic income is a

luxury that few economies can afford. None of these steps on its own would

make much difference, but all of them together could add up to a coherent

alternative model, where dependent workers would genuinely transform

themselves, to the extent that they wished, into entrepreneurs (1991a). This

model is very close to James Meade’s Agathotopia (Aberdeen University

Press, 1989) – a better Utopia than most (see 1990a).

I also explored Kalecki’s version of vertically-integrated, self-managed

and planned socialism (1986b) and possible new instruments and institutions,

such as the replication of financial markets without private ownership (1989),

contingent policy commitments, possible state agencies undertaking the role

of employer (or investor or international trader) of last resort (in 1986a). The

need for a better system will be intensified once lessons are drawn from the

collapse of both the Soviet-type and the Scandinavian models; after the

unavoidable disappointment with the restoration of crude capitalism in East-

ern Europe, as excessive doses of IMF medicine are taken, as in Poland in

1990 (see 1990b); and as incomplete and out of sequence reforms fail to yield

the expected results. Capitalism will bring improvements but will not solve

the problems of Central Eastern Europe; it will transform them into other

problems – unemployment, open inflation, market turbulence and social con-

flicts – with which we are only too familiar.

I am glad I never joined any political party. For all my penchant for

Utopias, I have never been an armchair economist. Besides my spell in the

Mezzogiorno, I worked in Egypt for FAO, helped to set up the Italian Trade

Union CGTL research department and worked in Zambia on a large-scale

irrigation and resettlement scheme at Mpongwe. I helped the Zambian Minis-

try of Power to regain control over its share of Kariba electricity, leading to

much higher prices for electricity exports to Rhodesia. I was nearly napalmed

in a Rhodesian raid on Lusaka and was held at gunpoint in the bush, but I cost

Ian Smith the equivalent of a few dozen helicopters. I was then involved in

undoing what I had contributed, and helped to restore cooperation between

Zambia and Zimbabwe. I joined three World Bank and one UNDP missions

to Poland, as well as one to Algeria (a disconcerting Mediterranean cross

between Poland and Hungary) in the late 1980s. I also joined a ‘task force’ of

Western and Soviet economists under Wassily Leontief and Ivan Ivanov (of

the Soviet State Committee for Foreign Economic Relations), sponsored by

George Soros, on the opening up of the Soviet economy. I am now – while on

leave from the University of Siena – an economic adviser on Central Eastern

Europe at the EC Commission in Brussels, where I am pleased to work with

some former students of mine (needless to say, my views should not neces-

sarily be associated with those of the Commission). I know no better way of

doing economics.

Domenico Mario NUTI 469

 

I have been very fortunate in having good teachers, many good colleagues,

good secretaries, students, friends and opportunities. I used to reproach my-

self for not doing enough work, for I only regarded research as true work, but

I now regret not having spent more of my time on a beach.
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Nobuo OKISHIO (born 1926)

I was born on 11 December 1926. However, my official birth date is 2

January 1927. Before the Second World War, Japanese people counted age by

calendar year. My parents were anxious about my becoming two years old

after only one month; they feared that people might underestimate me when

compared with other babies of the same age. So they registered my birth date

as 2 January illegally.

My father had a small store in which he sold women’s trinkets. He ex-

pected me to succeed him in his business. He sent me to Kobe Commercial

School, hoping it would produce a reliable assistant for him after my gradua-

tion. His pretty dream did not come true as I entered Kobe Higher Commercial

School instead. The Japanese ruling class, headed by Emperor Hirohito, had

tried to solve the economic difficulties of the 1930s by a military invasion of

China. As their criminal activities became wider, they began to mobilize all

economic capacity for war. The government ordered my father’s business to

shut down, shouting ‘Luxury is Our Enemy’. My father was compelled to

obey and he was drafted into a munitions factory, working there until Japan

was defeated in 1945. At that time, the Communist party had collapsed and

was banned; reading Marxian books was forbidden.

The US army occupied Japan and Emperor Hirohito declared: ‘I am not a

God but a mere human’. After graduation from Kobe Higher Commercial

School, I entered the faculty of Economics at Kobe University. My teacher in

Higher School had recommended Keynes’s General Theory, a ‘safe book’.

Then, at university, I concentrated on Hicks’s Value and Capital. Though

Keynes’s brilliant attack against ‘classical’ economics and Hicks’s beautiful

technique for analysing interdependent economic relationships satisfied my

intellectual hunger, I felt somewhat uneasy. Just after the war we looked at

the drastic changes in social and political structures in Japan. We also experi-

enced enhanced movements of people. I felt that the economics of Keynes

and Hicks did not reflect these occurrences. Marx’s work, when I began to

read him, struck me as deeper and more relevant.

Many economists dissenting from the neoclassical school have attacked its

adherence to marginalist and equilibrium theories. For example, Mr Kaldor in

his ‘A Model of Economic Growth’ rejected the marginalist theory of the firm.

In its place he built a model assuming full employment of labour – labelling it

Keynesian. However, as I wrote in ‘On Mr Kaldor’s Growth Model’ (Kobe

University Economic Review  [KER], 1967), his model is not Keynesian, but

neoclassical. In my opinion, Keynes did not deny the marginalist theory of the

firm; on the contrary, in The General Theory he admitted its first postulate,

mainly taking exception to its assumption of full employment. But Kaldor did

deny the marginalist theory of the firm and admitted the assumption of full

employment of labour. This is quite anti-Keynesian.
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As to the marginalist theory of the firm, it reflects, I think, the most

important aspect of capitalism: production decisions are made by capitalists

with wage-labourers excluded. Capitalists make decisions on the criterion of

profit maximization. The marginalist approach theorizes on these capitalist

decisions. If we want to have an economic analysis of capitalism, we cannot

dispense with a theory of capitalist decision-making. In certain cases, the

marginalist theory of the firm is of use. Though not quite satisfactory, it is

wrong to abandon it as a means of explaining capitalist decisions on produc-

tion, employment, investment and choice of technique. If we are not satisfied

by such a theory, we must improve it so as to make clearer the characteristics

of capitalist decision-making. It is a pity that people interpret such efforts as

‘neoclassical’.

As to the concept of ‘equilibrium’, recent young dissenting economists

regard this assumption as the most serious crime of the neoclassicals. Among

them it is very popular to make disequilibrium models. I can understand their

feeling. The neoclassicals usually assume full employment of labour, normal

utilization of productive capacity and even rational expectations. This ignores

almost all the important facets of capitalism. No unemployment, no over-

production and no economic anarchy. It is just a daydream.

However I think that it is not reasonable to refute the concept of equilib-

rium completely. Since capitalism has maintained itself for more than one

hundred years, there must exist a mechanism for its reproduction. In order to

analyse this mechanism, the concept of equilibrium is indispensable. Marx

gave us a reproduction scheme in Das Kapital. He had three aims in this

analysis, as I wrote in ‘On Marx’s Reproduction Scheme’ (KER, 1988): (i) to

show the possibility of equilibrium reproduction and its conditions, (ii) to

show inner contradictions which exist even in equilibrium reproduction, and

(iii) to show how a capitalist economy moves when these conditions are

disturbed by its anarchic character. In this analysis the concept of equilibrium

played an important role.

Neoclassical growth theory usually calculates the path of movement of an

economy satisfying full employment of labour and normal utilization of

productive capacity. Such a model is vain as a description of an actual

capitalist economy; from the viewpoint of realism, it is quite irrelevant.

However we can get some important information from such a model if we

look at it from a different angle. For example, in neoclassical growth theory,

Harrodian neutral technical progress is a necessary condition for the

sustainability of the equilibrium growth path. This means that if the type of

technical progress is something other than Harrodian neutral, sooner or later

the equilibrium path must face difficulties which cannot be removed by

Keynesian devices. This is very close to Marx’s argument of the adverse

effects of increasing organic composition of capital on the rate of profit.
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Keynes criticized heavily the neoclassical assertion that capital competi-

tion automatically leads to full employment. Essential in his theory is that a

certain level of new investment demand is necessary for maintaining full

employment when the propensity to consume is low. Therefore, the invest-

ment function is most important in his theory. Neoclassicals put great emphasis

on the role of interest rates in investment decision-making, believing that

interest rates can guide investment decisions successfully for maintaining full

employment. Though Keynes did not deny the relationship between interest

rates and investment, he paid more attention to capitalists’ ‘animal spirits’ in

investment decision-making.

His focus on capitalists’ investment decision-making is his great contribu-

tion for understanding capitalism. But it is not so surprising that if investment

demand is low, aggregate demand becomes insufficient for full employment.

The problem is why investment demand can continue to remain at a low

level. To answer this question we must have dynamic theory.

Roy Harrod initiated this. He asserted that once the economy diverges

from equilibrium growth, in which an economy satisfies supply/demand

equalities and keeps a normal utilization of productive capacity, disequilib-

rium becomes cumulative. As shown in my paper ‘Instability of Harrod–Domar

Equilibrium Growth’ (KER, 1966), his conclusion is derived from his invest-

ment function, though he did not clearly formulate and recognize its

importance. I think Harrod’s Instability Thesis is the most important anti-

neoclassical analysis after Keynes.

Keynes introduced monetary and fiscal policies from his theory as rem-

edies for unemployment. These policies are all measures to increase effective

demand. On this point I could not agree with him. In The General Theory, the

amount of employment is determined at the intersection of the aggregate

demand and supply functions. All his proposed policies are designed to shift

the aggregate demand function. Nothing is mentioned about policies to change

the aggregate supply function.

Keynes stated that the aggregate supply function is determined only by

existing equipment and techniques. However, as shown in my book Keynes’

Economics, the function describes capitalistic decision behaviour. Therefore

even if existing equipment and techniques remain unchanged, the function

can still be altered by changes in the behaviour of capitalists. Their decisions

are different, for example, according to the degree of monopoly they enjoy. It

is a great weakness that Keynes did not analyse the relationship between the

aggregate supply function and monopoly. Consequently he did not propose

policies to regulate capitalists’ behaviour to increase employment. Such a

bias in Keynes stemmed from his commitment to the bourgeois point of view.

The great merit of Marx over the neoclassicals and Keynes is his effort to

explain economic phenomena from the basic social structure. During the
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early years after World War II, Japanese capitalism was thoroughly shaken.

Without US troops it could not maintain itself. I felt great charm in Marx who

offered a theory which treated basic social structures as variable.

However, analytically I could not accept Das Kapital literally. A stumbling

stone was his assumption that prices are proportional to values. Standing on

this assumption, Marx demonstrated that the source of profit is the exploita-

tion of wage-labour. I endeavoured to prove this proposition dispensing with

the value/price assumption, succeeding in my paper ‘Value and Price’ (Kobel

University Economics Studies, 1954, in Japanese). Soon after I wrote ‘Mo-

nopoly and Rates of Profit’ (1955) showing the proof of the proposition and

its application to the problem of monopoly. Years later, Morishima christened

this the ‘Marxian Fundamental Theorem’.

Many Marxian economists thought and still think that the central assertion

of labour-value theory is ‘value determines price’. I cannot accept this; it is

too narrow. Labour-value theory is the doctrine which requires us to analyse

economic phenomena from the point of view of labour. Who works and who

reaps? What kind of special phenomena occur when social relations of labour

have certain characteristics? These are questions which the labour-value theory

must answer.

When I had successfully demonstrated Marx’s fundamental theorem, I

recognized that his theory was tough enough to build mathematical argu-

ments on. So I proceeded to examine Marx’s law on the rate of profit.

According to this law, the rate of profit has a tendency to fall. Many people

have criticized this, their main point being that if the organic composition of

capital increases, as Marx thought, the rate of exploitation must also increase

owing to the rise of labour-productivity. Thus a falling rate of profit cannot be

said to be inevitable. As I wrote in my paper ‘Technical Change and the Rate

of Profit’, this critique is illogical. If we accept Marx’s assumption that dead

labour embodied in the means of production increases sufficiently relative to

living labour, the rate of profit must tend to fall. This must occur because

living labour is the sole source of profit.

Marx thought that capitalists are compelled to introduce new techniques to

get extra profit and escape from bankruptcy. New techniques increase both

the ratio of dead labour to living labour and labour productivity. If we accept

this assumption about technical progress, the law is derived logically, as

shown in my paper ‘Formal Proof of Marx’s Two Theorems’ (KER, 1972).

But I suspected that capitalists introduce such a technique when the real wage

remains constant. Examining capitalists’ criterion for technical choice, I ar-

rived at the conclusion (in my ‘Technical Change’ paper mentioned above)

that if the real wage is unchanged, the rate of profit necessarily rises when

capitalists introduce new techniques. This conclusion has provoked heated

controversies, which continue.
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The implication of this conclusion is that capitalism has more energy than

Marx thought. Some Marxian economists predict the downfall of capitalism

because of increases in the organic composition of capital. But the introduc-

tion of new production techniques has in fact helped capitalism to survive,

the rate of profit having usually been maintained at acceptable levels.

The relationship between capitalism and technical progress has two oppo-

site facets (see 1977a). Technical progress is necessary for capitalism to

maintain itself, for without the former capitalism cannot surmount the limits

set by the labour supply and natural resources. Technical progress is also the

most important factor in switching from the downward to the upward phase

in the trade cycle. On the other hand, technical progress produces situations

in which it becomes difficult for capitalism to operate. The minimum fund

required to introduce new techniques becomes too great for private sources of

finance to bear alone. Public funds must be mobilized for capitalists. This is

fertile ground for bribery and corruption. New techniques also influence the

natural environment, seriously and globally. It becomes very dangerous to

leave investment and production decisions in the hands of private capitalists.

And new techniques necessarily foster a remarkable increase in the average

person’s information-processing capacities. The exclusion of informed work-

ing people from making fundamental production decisions, which is the

indispensable characteristic of capitalism, becomes difficult to maintain.

What are the tasks of economics? This is the question which I have cher-

ished from the beginning of my studies. In my opinion, as explored in my

paper ‘Problems of Political Economy’ (KER, 1989), the basic problems of

economics are as follows. When we study economic phenomena in any

society – say capitalism or socialism – we must ask what are the characteris-

tic human relations of that society? Who grasps the fundamental production

decisions? What kinds of economic phenomena occur as a result of these

decisions? How do various economic phenomena mutually interrelate? How

do these economic phenomena function to maintain the society under study?

And, finally, how do these economic phenomena function to compel the

society to transform in order to assure human survival?

Looked at in relation to this list of problems, neoclassical and Keynesian

economics ignore many important concepts. Especially, they regard capital-

ism as a given, constant, untouchable set of sacred precepts. They do not see

the feedback, positive and negative, between economic phenomena and so-

cial structures. Their proposed policies are therefore kept within bounds

which generally leave deep social structures undisturbed. Though this is their

fundamental fault, I cannot agree with the opinion that schools other than

Marxian are completely unscientific. Their results about interrelationships

among economic phenomena and their study of the so-called micro-founda-

tions of economic phenomena are indispensable components of our science.
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However, I believe that Marx’s Das Kapital proposed all of the above

tasks. Marx urged us to analyse capitalism dialectically. This means that we

must understand the reproduction mechanism and also reveal the growth of

factors which change and revolutionize the social structure. Analytically, this

is the same as the above list. In order to perform these tasks we must utilize

the scientific results of both non-Marxian and Marxian economics.

In order to analyse socialist economies specifically, we must address the

same list of problems introduced above. As written in my book Problems of

Contemporary Capitalism, the characteristic human relations in a socialist

society must be a sharing by all members in fundamental production deci-

sions. Violation of this principle was the serious fault of the Stalinistic system.

The reasons such a system cannot survive are obvious.

How is it possible for all members to participate in fundamental production

decisions? The prerequisite is that all members of society have enough capac-

ity and will for making decisions. Both the size of a society and the issues

requiring decision-making are problems. As these sizes are usually tremen-

dous, it is not feasible to have direct conferences. Therefore, socialist societies

must have the following channels for its members to participate, directly or

indirectly, in production decisions: (a) all members participate directly in

deciding fundamental rules; for example, the basic economic structures and

the minimum standard of living; (b) all members participate directly in the

election and recall of persons who are entrusted to decide macroeconomic

plans and common consumption priorities; for example, education and medi-

cal care; (c) as members of a firm, people participate directly in production

decisions including election of the head of a firm (of course, firms are free to

make production decisions, while obeying basic rules); (d) as residents in the

area where firms locate, people have procedures for participation in the

decisions which influence their living environments; (e) as consumers of

goods, including services, people have procedures for participating in firms’

decisions which influence their lives and amenities. Finally, (f) all members

choose goods through effective demand by money in markets.

The channels (a)–(e) cannot become effective without political democracy

and subsidized information. In order to maintain democratic procedures,

over-concentration of decisions must be avoided, and separation of power is

essential. Channel (f) cannot work without (i) strict discipline of money

supply, (ii) non-monopolistic behaviour of firms, and (iii) fair distribution of

money which functions as votes. The working of the socialist economy thus

offers many theoretical topics to us economists to pursue further.

 

Okishio’s Major Writings

1.   Main Books in Japanese

(1957a), Keynes’ Economics, San-ichi Shobou.
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(1957b), Theory of Reproduction, So-bun Sha. (1965), Fundamental Theory of Capitalist Economy, So-bun Sha. (1967), Theory of Accumulation, Shikuma Shobou. (1980), Problems of Contemporary Capitalism, Iwanami Shoten.

 

2.   Collected Papers in Japanese (1977), Marxian Economics: Value and Price, Shikuma Shobou. (1987), Marxian Economics: Accumulation, Shikuma Shobou.

 

3.   Main Papers in English

(1955), ‘Monopoly and the Rates of Profits’, Kobe University Economic Review (KER), 1. (1961), ‘Technical Change and the Rate of Profit’, KER, 7. (1963), ‘Mathematical Note on Marxian Theorems’, Weltwirtschaftliches Archiv, 99. (1966), ‘Instability of Harrod–Domar Equilibrium Growth’, KER, 12. (1972), ‘Formal Proof of Marx’s Two Theorems’, KER, 18. (1977a), ‘Note on Technical Progress and Capitalistic Society’, Cambridge Journal of Econom-

ics, 1.

(1977b), ‘Inflation as an Expression of Class Antagonism’, KER, 23. (1985), ‘Measurement of the Rate of Surplus Value’, KER, 31. (1988), ‘On Marx’s Reproduction Scheme’, KER, 34. (1989), ‘Problems of Political Economy’, KER, 35.
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Luigi Lodovico PASINETTI (born 1930) Mauro Baranzini

Luigi Lodovico Pasinetti was born on 12 September 1930 at Zanica, near

Bergamo (Northern Italy). He received his first degree (laurea) from the

Catholic University of Milan in 1954; after graduate work at Cambridge

(UK) and at Harvard he obtained a Ph.D. in economics at the University of

Cambridge in 1962 with a now well-known dissertation on ‘A Multi-Sector

Model of Economic Growth’. He came into close contact, as he was later to

write, ‘with that remarkable group of thinkers – Richard Kahn, Nicholas

Kaldor, Joan Robinson and Piero Sraffa – whom I had the rare fortune of

meeting, discussing with so often, and then being associated with, in Cam-

bridge, which has been to me the most stimulating place I could possibly

imagine for progressive thought in economic theory’. His first official ap-

pointment (to a research fellowship) was at Nuffield College, Oxford

(1959–61), but in 1961 he was called by Lord Richard Kahn back to Cam-

bridge where he became a Fellow of King’s College, remaining there until

1976. In 1973, at a time when this was reputed to be a great distinction, he

was appointed Reader in economics at the University of Cambridge. In 1976,

he returned to Italy to his economics chair at his old alma mater, the Catholic

University of Milan, where in quick succession he was chairman of the

Faculty of Economics (1980–83), director of the Department of Economics

(1983–86) and director of the doctorate programme (1986–92). He played an

important role in the setting up of the Università della Svizzera Italiana

(University of Lugano, Switzerland), where since 1996 he has held (with

Roberto Scazzieri) the chair of macroeconomic analysis. He has held a number

of visiting appointments (in the US several times, in Canada, Japan, India,

Australia and Cambridge (UK), more recently as a visiting fellow of Trinity

College), has been a member of the Executive Committee of the International

Economic Association (1980–89), fellow of the Econometric Society, presi-

dent of the Società Italiana degli Economisti (1986–89), president of the

European Society for the History of Economic Thought (1996–98), and has

received a large number of academic distinctions (including membership of

the Accademia Nazionale dei Lincei, Rome, a doctorate honoris causa from

the University of Fribourg, Switzerland, and the Invernizzi Prize for econom-

ics, Italy’s Nobel Prize, 1997).

In the address given in honour of Lord Richard Kahn, held in King’s

College Chapel, Cambridge on 21 October 1989, Luigi Pasinetti made refer-

ence to the previous commemorations of Professor Joan Robinson and Lord

Nicholas Kaldor:

 

This is the third time, over a short span of years, that the Congregation assembles in this Chapel to commemorate, and reflect upon, the life of a major contributor to that intellectual breakthrough that has become known in the world of economics
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and politics as ‘the Keynesian Revolution’. … If one adds that another memorial service, shortly after that of Joan Robinson, was held in Cambridge, though in another Chapel, for yet another close associate of Keynes, Piero Sraffa, one cannot resist the impression that today’s ceremony concludes a whole historical phase, almost an era, in the recent history of economic thought. This group of Cambridge economists had been the protagonist of one of those extraordinary and unique events in the history of ideas that decisively pushed knowledge ahead and created a break with the past.

 

Pasinetti himself is one of the most representative, if not the most repre-

sentative, heir of the ‘post-Keynesian’ school, since he was first a student and

then a colleague and friend of all the above-mentioned scholars. He was also

a leading force of the controversies on capital theory, income distribution and

theory of value that were fought out between Cambridge (England) and

Cambridge (Mass.) during the ‘roaring’ 1950s, 1960s and 1970s. As we shall

see, the battle was won by Cambridge (UK) but paradoxically the losing side

was awarded a number of Nobel prizes over the years (while significantly

none of the above-quoted UK economists ever got one). Notwithstanding the

strength and the analytical rigour of such a group of thinkers, as time passed

the Keynesians and later the neo-Keynesians have progressively become a

minority school of thinking, while the marginalists have taken over and,

numerically at least, become the dominant school in most of the Western

world. In a sense, the first ‘Keynesian Revolution’, led by Keynes himself,

Kahn and Joan Robinson, had been able to ‘create a break with the past’ and

to enlist most of the leading economists and fellow politicians from the 1930s

to the 1950s. However, when the time became ripe for a further refinement,

development and establishment of a ‘Keynesian Programme’, its leading

members found themselves besieged and forced to fight off the neoclassical

counter-attack. Eventually, over the last two decades, as the founding fathers

have passed away, the Keynesian School has dispersed and continued else-

where.

Pasinetti’s 40-year-old research programme has followed a coherent thread,

first outlining the weaknesses of the marginalist model, and then step-by-step

laying the foundations of the reconstruction – on mixed classical/‘pure’

Keynesian bases – of a ‘more general theory’ in order to identify, explain and

analytically recompose the mechanisms and dynamics of modern economic

systems. This has been carried out with powerful tools of analysis, in particu-

lar the method of vertical integration, which throws light on a number of very

complicated economic phenomena. These include the unequal distribution

and unequal pace of technical progress, the non-linear variations in the com-

position of demand, the presence of a large number of asymmetric behaviours

and the complex role of institutions (although a characteristic of his research

programme is that the core is institution free).
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Pasinetti’s scientific output to date consists of some 90 papers, published in

the most prestigious journals, and of seven books (three of these as editor)

published with the best presses and usually translated into several languages.

To give some order to these contributions, I shall link them with five differ-

ent, yet interconnected, partial research lines. They are (i) on Ricardo and

classical political economy; (ii) on capital theory; (iii) on income distribution

and growth theory; (iv) on structural dynamics and vertical integration, and

(v) on the ‘pure’ labour theory of value. To these we should add a number of

papers on models of unstable growth, economics of effective demand, devel-

opment economics and monetary theory. Let me review the above-mentioned

areas of research in some detail.

In one of his first major contributions, Pasinetti proves that the mathemati-

cal formulation of the classical model is possible (1960). He depicts in a

rigorous and concise notation, the Ricardian dynamic process, in particular

the process of economic growth and structural dynamics, stressing the multi-

sectorality of the model with its specific structural dynamics. Additionally,

the solutions of Ricardo’s ‘natural system’ are shown to exist and to be

unique (but not always stable). Such solutions ‘reach a perfect stability only

in the equilibrium of the stationary state’. These important results led Pasinetti

to conclude that ‘Ricardian analysis, with all the naïveté and the limits of its

particular theories, appears less primitive nowadays than it appeared some

decades ago’ (1960, p. 92).

As will become clear later, the Ricardian model represents a starting

point for Pasinetti in at least two ways. First it provides the foundation for

his pure labour theory of value (see below): in fact, Pasinetti himself notes

that for Ricardo ‘the theory of value as stated in terms of quantities of

labour, and independently of the distribution of income among the classes

of the society, does hold, if not exactly at least as a very good approxima-

tion’ (1960, p. 80). (We may recall that a remarkable result obtained within

the Ricardian model is that all macroeconomic variables and all prices are

determined independently of demand conditions.) Secondly, the Ricardian

model allows for the exploration of the classical foundations of Keynesian

and post-Keynesian economic theory. In fact, as Pasinetti himself notes,

‘Keynes’s theory of effective demand, which has remained so impervious to

reconciliation with marginal economic theory, raises almost no problem

when directly inserted into the earlier discussions of the classical econo-

mists’ (1974, p. ix).

Pasinetti’s fundamental contribution to the capital theory controversy has

often erroneously been labelled a paradox – as has the Kaldor/Pasinetti

income distribution theorem expounded below. Yet the significance of the

paradox may be better understood in terms of the following passage:
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Economists sometimes tend to examine a large domain of economic phenomena by adapting theoretical concepts that had originally been devised for a much narrower range of special issues. The discoveries of ‘paradoxical’ relations derive from the fact that their process of generalisation often turns out to be ill-conceived and misleading, if not entirely unwarranted. (Pasinetti and Scazzieri, New Palgrave Dictionary, 1987, pp. 363–7)

 

It was in the 1960s that economists came to doubt whether it could still be

taken for granted that there is a unique, unambiguous profitability ranking of

production techniques in terms of physical capital intensity along the scale

variation of the rate of profits. (On the historical development of this concept,

see Pasinetti, 1987.) It was originally Paul Samuelson who, with a number of

other American economists, started looking for the conditions that would

ensure a strictly monotonic relation between the rate of profit and capital

intensity (capital/labour ratio) even in the presence of a non-linear relation

between the wage rate and the rate of profits. This was claimed to have been

found by a pupil of Paul Samuelson’s, David Levhari, in an article published

in 1965 in the Quarterly Journal of Economics: in the case of

‘indecomposability’ of the whole technological matrix, the reswitching of

techniques is impossible and hence one may extend the use of Samuelson’s

‘surrogate production function’ to the non-linear relation between w and r.

Seemingly encouraged by Sraffa himself, Pasinetti promptly refuted the neo-

classical thesis in a paper presented to the First World Congress of the

Econometric Society held in Rome in 1965. That paper gave rise to a host of

others (and to a discussion on both sides of the Atlantic among economists

who had participated in the World Congress) collected in the ‘Symposium on

Capital Theory’ of the Quarterly Journal of Economics, November 1966. In

this Symposium a number of contributions, among which of course Pasinetti’s,

showed from different points of view that reswitching of techniques might

occur both with ‘decomposable’ and ‘indecomposable’ technologies.

Samuelson himself conceded defeat and concluded the Symposium by stress-

ing that the rule put forward by neoclassical theory, according to which a

falling interest rate is unambiguously linked with higher capital intensive

techniques, ‘cannot be universally valid’.

Pasinetti’s most widely known contribution (but not necessarily most origi-

nal contribution) is undoubtedly in the field of income distribution, profit

determination and growth theory: his works in this field have generated at least

250 papers in learned reviews, several books and a compulsory reference in a

large number of textbooks on economic analysis (for an exhaustive list, see

Baranzini, 1991). In his famous 1962 article, Pasinetti begins with a critique of

Kaldor’s growth model where two saving rates exist, one for workers and one

for capitalists. He shows that the equilibrium rate of profits is totally independ-

ent of the behaviour of the working class, being determined only by the saving
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rate of pure capitalists (sc) and by the rate of growth of the system. (The

solution P/K = n/sc is known as Pasinetti’s Theorem or the New Cambridge Equation.) Such rate of profits is, however, independent of the production

function and of the capital/output ratio. In this way the Cambridge (or post-

Keynesian) School was in a position (i) to resolve the Harrod–Domar dilemma

by specifying an aggregate saving ratio determined by the exogenously given

rate of growth of population, capital/output ratio and capitalists’ propensity to

save; (ii) to determine the long-run equilibrium value of the rate of profits, the

distribution of income between profits and wages, and the distribution of dis-

posable income between the classes; (iii) to allow for the existence of an

income residual (very much in line with classical and neo-Ricardian models),

namely wages, consistent with the assumption of a relationship between the

savings of the class of individuals (the capitalists or entrepreneurs) who deter-

mine the process of production and the patterns of capital accumulation; and

(iv) to give some insights into the process of accumulation of capital by

specifying the equilibrium capital shares of the socio-economic classes. This

range of results is obtained by Pasinetti (1974, ch. 6) within a fairly simple

framework and on the basis of relatively few assumptions, much less ‘hybrid,

opposite and extreme’ than those of the neoclassical model.

Thanks to the contributions of Kaldor and Pasinetti, post-Keynesian distri-

bution theory now occupies an undisputed place in most macroeconomic

textbooks. Its fruitfulness is proved by the very high number of subsequent

contributions which have branched out in various directions, covering many

aspects of research relevant to the general topics of income distribution,

profit determination and capital accumulation, from both a theoretical and an

empirical point of view. Among these new research lines we find: (i) the

introduction of a differentiated interest rate of return for different classes; (ii)

the introduction of the monetary sector and of a portfolio choice; (iii) the

analysis of the stability and of the long-term properties of the model; (iv) the

introduction of the public sector with either a balanced or unbalanced budget

(both of which ensure the high robustness of the Pasinetti theorem in relation

to the Meade–Samuelson and Modigliani dual); (v) the extension of the

model to include other kinds of socio-economic classes; (vi) the introduction

of the life-cycle theory into the model, thus providing a microeconomic base;

(vii) the analysis of the long-term properties of the distribution of wealth and

of the income share of various classes. Thus the post-Keynesian distributive

model now offers a completeness of analysis which may well challenge the

neoclassical alternative, the latter requiring so many artificial assumptions in

order to be reconciled with marginal productivity (as in the case of the

Meade–Samuelson–Modigliani dual or anti-Pasinetti theorem).

The results obtained in the context of points (vi) and (vii) above are
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distribution of wealth. In particular, for the first time, the microeconomic

pure exchange model (or utility-maximization model) has been encompassed

by the post-Keynesian framework in order to define a more flexible model of

income and wealth distribution (see Baranzini, 1991, ch. V). In particular the

analysis leads to the following conclusions. First, in a model where the

transmission of inter-generational financial assets is a prerogative of the

entrepreneurial class, the equilibrium rate of interest turns out to be a func-

tion of the behavioural parameters of the capitalists, but not of those of the

other classes nor of technology. The fact that the equilibrium rate of interest

is independent of the technological factors (that is, of the capital/output ratio)

is particularly relevant, and seems to confirm the validity of Pasinetti’s Theo-

rem (also known as the Cambridge Equation). Second, when both classes are

allowed to pass on inter-generational assets (excluding education) to their

children, then in order to have a steady-state path, the capitalists must have a

much stronger will to bequeath capital to their children than the other classes

of the system. It is only in such a situation that all classes will hold a positive

share of the total capital stock; and this result may be linked to the issue at

stake in the Two-Cambridges debate on profit determination and income

distribution which broke out in the 1960s and 1970s and which saw Pasinetti

as the leader of the Cambridge (UK) group of economic thinkers. Addition-

ally, can this analytical result be reconciled with economic reality and common

sense? To a certain extent the answer is yes, since the workers’ class by

definition derives a high proportion of its income from the human capital

stock, so that the workers may be inclined to discount their inter-generational

bequest at a rate lower than average. Secondly, it is not unrealistic to posit a

situation where, in general, low-income families give higher priority to life-

cycle consumption and consequently lower priority to the inter-generational

capital stock. On the other hand those classes that derive a high proportion of

their income from inter-generational wealth (and the remaining part from

life-cycle savings) in a long-term perspective are bound to place more em-

phasis on the accumulation of such wealth, by discounting it at a rate higher

than average. Notwithstanding this different approach to the inter-generational

bequest there exists a real possibility of a balanced growth of the system,

where classes maintain a constant relative economic strength and a constant

share of the capital stock. This result, of course, strengthens Pasinetti’s model,

since Meade, Samuelson and Modigliani argue that in the case of a rather

high saving propensity on the wage-earners’ part, the capitalists are bound to

disappear from the system, through a sort of ‘entrepreneurial euthanasia’.

The relevance of structural dynamics and vertical integration was stressed

by Pasinetti as early as 1962 in his Ph.D. dissertation at Cambridge (Eng-

land), partly published in 1965 and finally completed in 1981. Pasinetti

studies the conditions under which an economic system may reach and main-
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tain full employment and full capacity utilization over the long run when it is

subject to major pressures leading to structural change. These are technical

progress, non-uniform productivity increases, and changes in the consump-

tion structure (or consumer preferences) according to Engel’s law. This new

approach, which entirely leaves aside the analytical tools of marginalist eco-

nomics, faces technical change by giving up the input–output scheme and

focusing instead on the ‘vertically integrated sectors’ approach (see Baranzini

and Scazzieri, 1990). As Scazzieri has pointed out (1983, p. 73):

 

Within the classical tradition, Pasinetti’s work reveals a strong intellectual sympa-thy with Adam Smith, as is shown by the representation of the productive system as a set of vertically integrated sectors, and by the associated idea (common to Pasinetti and Smith) that labour may be considered as the ultimate source of wealth. … The study of natural dynamics is intended by Pasinetti as a benchmark for the explanation of the historical dynamics of the economic systems. From such a point of view, it turns out that an economic system where producers and consumers have only limited learning abilities is normally subject to perturbations deriving from the very nature of technical progress. Short-run difficulties (unem-ployment, spare productive capacity, the stagnation of once important industries) have to be considered as the necessary conditions for long-run expansion.

 

As already indicated, a specific feature of Pasinetti’s contribution is to split

the overall economic system into so many sub-systems as there are final

uses of commodities. Each sub-system or ‘vertically integrated sector’ con-

sists of the corresponding vertically integrated labour coefficient, which

expresses ‘in a consolidated way the quantity of labour directly or indi-

rectly required in the whole economic system to obtain one physical unit of

a particular commodity as a final good’ (1973, p. 6) and of a particular

composite commodity called unit of vertically integrated productive capac-

ity relative to the same sub-system. Such a composite commodity (which

collapses all the inter-industry relations so that one sees only the final

measure) ‘expresses in a consolidated way the series of heterogeneous

physical quantities of [all] commodities … which are directly or indirectly

required as stocks, in the whole economic system, in order to obtain one

physical unit of [a specific commodity] as a final good’ (1973, p. 6). Note

that the use of vertically integrated sectors permits the author to overlook

the network of inter-industry transactions which may blur the picture when

we use the input–output approach. Additionally such an analytical formula-

tion provides a logical framework in which both technological and demand

conditions may be integrated in order to give a comprehensive interpreta-

tion of the dynamics of the wealth of nations, both concerning its absolute

level and possible changes in its composition. Finally it must be mentioned

that Pasinetti has chosen an analytical device that focuses on the ‘natural’
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nisms (such as the tendency towards equalization of the rate of profits in a

competitive market economy).

Starting from this analytical scheme, Pasinetti has recently put forward the

‘pure’ labour theory of value and distribution, around which his more recent

work is centred. He first presents (1986, 1988) a ‘newly defined sub-system’,

more comprehensive than those considered earlier (1973, 1981), which ‘in-

clude not only the labour and the means of production for the reproduction of

each sub-system, but also the labour and the means of production necessary

to its expansion and its particular rate of growth (g + r)’ (1988, pp. 126–7).

By additionally assuming that the rates of growth of these ‘newly defined

sub-systems’ are different (due to a different rate of growth of technical

progress and changes in the level and/or composition of demand) and by

defining 1(i) the vector (equal for all sectors) of the vertically hyper-integrated

labour physical coefficient i, Pasinetti obtains the specific set of natural

prices p(i)          (i) = 1.w, where w is the wage rate (1988, p. 29). This result is

remarkable since, as Pasinetti himself points out, it is a complete generaliza-

tion of the pure labour theory of value; in fact each physical quantity of

consumption goods comes to be ‘unambiguously related’ to each physical

quantity of labour.

Linked with this issue we find another work of Pasinetti (1980–81) in

which he shows that, at a stage prior to the introduction of capital accumula-

tion and thus to the emergence of any rate of profit, the theoretical scheme of

a pure dynamic labour economy already contains a complete theory of the

rate of interest and hence a theory of income distribution. More specifically,

in a pure labour economic system characterized by structural dynamics of

technology and of prices, there exists a rate of interest on interpersonal loans

– that is, a rate of interest equal to the growth rate of the wage rate, which

Pasinetti calls the ‘natural’ rate of interest – that keeps ‘labour commanded’

equal to ‘labour embodied’ through time. Hence there exists a level of interest

on interpersonal loans (a ‘natural’ interest) which ‘if paid annually by debtors

to creditors, keeps income flowing to each single individual, through time as

well as at any given point of time, in proportion to labour contributed to the

production process’ (1980–81, p. 181).

In the volume Structural Economic Dynamics (A theory of the economic

consequences of human learning) Pasinetti offers a theoretical investigation

of the development through time, as a consequence of human learning, of a

‘pure labour economy, that is to say, an economy in which production activity

is carried out by labour alone – labour unassisted by any intermediate com-

modity’ (as the author himself defines it). The theory is quite simple, yet it is

aimed at catching a number of basic features of our industrialized societies.

Economists have known for a long time the two basic phenomena at the root

of the long-term movements of our industrial societies: capital accumulation
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and technical progress. However, according to Pasinetti, the privileged posi-

tion has always been given to capital accumulation. In Pasinetti’s Structural

Economic Dynamics, this approach is reversed and technical progress is

assigned the central role. Within a multi-sector framework he first describes

(against a background of ‘natural relations’) the structural dynamics of prices,

of production and of employment (implied by differentiated rates of produc-

tivity growth and of expansion of demand); he then discusses a whole series

of problems that arise at the institutional level. According to Pasinetti, indi-

vidual as well as social learning, know-how and diffusion of information

emerge as the fundamental factors accounting for the features and the fate of

industrial societies – the source of their trouble and the source of their

wealth. The pure labour theory of value allows Pasinetti to shift the theory of

long-term development from a traditional framework based upon capital

accumulation to new foundations based on learning, technical progress, and

diffusion of knowledge.

Pasinetti’s results are far-reaching and prove, among other things, that

there is no need for Keynesian dynamic analysis to be carried out exclusively

in macroeconomic terms. Besides the consideration of socio-economic classes

of savers, the vertically integrated approach actually provides a sort of micro

foundations of the model where the dynamics are much more easily de-

scribed and understood. Secondly, as Scazzieri has pointed out (1983, p. 87),

the interpretation of the overall historical dynamics of an economic system

requires that Pasinetti, or somebody else, attempt a full-scale analysis of the

patterns of expansion that may be expected as a result of the interaction

between the fundamental factors of change and the special features of each

particular institutional or technological set-up.

More recently Pasinetti, by taking up a line of research which has strong

classical (that is Ricardian) roots, has inquired into the significance and

implications of the Maastricht treaty. In his paper on ‘The Myth (or Folly)

of the 3% Deficit/GDP Maastricht “parameter”’ he defines, algebraically

and geometrically, the boundary to the sustainability area of public finance.

The relation (and area) involves three magnitudes: deficit/GDP, debt/GDP

and the rate of growth. Pasinetti shows that the parameters stated in the

famous Annex to the Maastricht Treaty (60 per cent for the debt/GDP ratio

and 3 per cent for the deficit/GDP ratio) represent only one particular point

on the above-mentioned boundary relation to the sustainability area.

According to Pasinetti there exists an infinite number of other points shar-

ing the same characteristics. The basic characteristic of this relation is its

striking simplicity: all magnitudes involved are in nominal terms, thus

making the required data immediately available, needing no preliminary re-

elaboration. On the basis of the OECD data referring to the end of 1996, it
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sustainability area, except Belgium and Italy, which is exactly the opposite

of what was believed to be the case in discussions previous to the introduc-

tion of the Euro-currency. This outcome has been dubbed the New Pasinetti

Paradox in the Italian press. Although undoubtedly interesting, it is surely not

Pasinetti’s main contribution to economic analysis, although it proves the

relevance of non-mainstream economic analysis in studying the behaviour of

modern economics.

At this point we may try to reassess the significance of Pasinetti’s truly and

wholly ‘dissenting’ vast research programme, which provides a comprehen-

sive alternative to neoclassical economics based on alternative foundations of

how modern and industrialized systems work. Pasinetti has built a new theo-

retical framework capable of synthesizing the works of Smith, Ricardo, Keynes,

Sraffa and Kaldor in a single and coherent whole, by appropriately modifying

parts of their foundations and completing other parts. As may be inferred

from the previous pages, we expect further contributions from Pasinetti,

especially for the refinement of the theory of value and capital (the latter

should be, in a logical progression, introduced into Pasinetti, 1993) and of the

link between institutions and economic dynamics. Taking into account the

size, complexity and comprehensiveness of the task, it is unrealistic to expect

a completion of the whole research programme by Pasinetti himself. For the

final fruition to be reached, contributions by his pupils and other scholars

seem to be necessary.
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Prabhat PATNAIK (born 1945)

I was born in 1945, the third child of Prananath and Manjari Patnaik, in a

place on the eastern coast of India which was actually a village, but had a

population just large enough to escape being officially classified as such.

Both my parents had been actively engaged in the anti-colonial struggle. My

father had given up his academic studies at the call of Mahatma Gandhi to

join the Civil Disobedience movement of 1930. He became an activist of the

Indian National Congress, and, while remaining within that organization,

joined the Congress Socialist party, and subsequently the Communist Party

of which he was a founding member in the province, and to which he gave his

allegiance as a full-time activist till his death. He spent about ten years of his

life in jail, mostly before independence and partly even afterwards, and

several years underground. My mother, an extraordinarily courageous and

strong-willed woman with a passion for literature, was too iconoclastic to be

a communist, though she admired their commitment and sacrifice; she was

quite catholic in her affections which were bestowed in equal measure upon

Gandhi, Nehru and the Left. She had been born into a family of landlords 488 Prabhat PATNAIK

 

(zamindars). Her father, who had hobnobbed with the anti-colonial terrorist

movement in Calcutta in his student days before returning to his estate to

settle down to writing romantic poetry, had inculcated in her a sense of

nationalism which she in turn did her best to pass on to her children.

Thanks to my father’s communism I was brought up in backbreaking

poverty. Occasional sales of my mother’s inherited jewellery, followed by her

careful husbanding of the sale proceeds, somehow sustained us. And my

education was financed all along with government scholarships. (The con-

tinuation of these scholarships, being conditional upon my obtaining first

classes in all my examinations, was a perennial source of anxiety, but I

somehow managed it, once by a mere whisker.) But the material deprivation

was more than offset by the intellectual richness of the ethos in which I spent

my childhood. My parents among themselves, my father with his comrades,

my mother with my father’s comrades, discussed politics and world affairs ad

nauseam. Names like Churchill, Stalin, Trotsky, Dulles, the Rosenbergs, Kim

Il Sung, Syngman Rhee, Mao Zedong and Nehru, and events like the Korean

War and the Telengana Peasants’ Struggle (which was led by the Communists

and set up ‘Soviet rule’ in 3000 villages in a region of Southern India), were

the staple of conversation. Even in that little dump where my childhood was

spent I felt a part of a big and exciting world.

I do not, however, owe my radicalism in any direct sense to my parents. I

think I inherited from them a personal dislike for careerism and opportunism

and an ideological dislike for chauvinism of all descriptions, but I was scepti-

cal of their politics, especially my father’s. And he made absolutely no effort

to influence me; considering himself responsible perhaps for our material

deprivations he was rather defensive about his politics vis-à-vis his children.

In the India of the 1950s and the early 1960s, however, it was impossible

not to become a radical. The intelligentsia was predominantly Left, though

the shades of Leftism varied. This was true above all of the universities. I

joined St. Stephen’s College in Delhi for my B.A. (Honours) in Economics,

where not only was the teaching excellent, but the faculty of Economics

(headed by N.C. Ray) was quite radical. One of my teachers in particular (S.

Ganguli) who had completed his doctorate under the supervision of Oskar

Lange and had been personally well-acquainted with Michal ⁄ Kalecki, opened

up for us the exciting world of Marxian economics. The academia at that time

was agog with excitement about planning and there was a plethora of extra-

curricular talks and seminars on the subject. We thronged to these, and we

devoured the writings of Maurice Dobb who had been to Delhi in 1951. I

began to arrive at many of the propositions which I had heard my father

mention, but by my own route.

The curriculum was, of course, dominated by neoclassical economics. We

took it without demurring, on the argument that it would ‘improve the disci-
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pline of the mind’. But nobody took neoclassical economics seriously as a

guide to understanding or changing the world. The fact that free trade per-

petuates a colonial or quasi-colonial international division of labour; the fact

that free markets can cause acute distress, even famines (of which the Bengal

famine of 1943 was the most recent and spectacular example); the fact that

international capital flows usually entail the advanced capitalist countries

investing in one another rather than in the backward economies; and the fact

that the task of development consisted in overcoming certain structural char-

acteristics (of which land reforms were a prime example) and in mobilizing

resources for productive investment rather than in promoting a so-called

‘efficient utilization of resources’ in a static sense which is what even the

neoclassical conception of the market can at best do, were all easily imbibed

by us. It could not have been otherwise, given the long colonial experience of

which we heard so much: if the neoclassical perception was correct, then

there was nothing wrong with colonialism (except possibly the skin colour of

the rulers).

While the hollowness of neoclassical economics in our context appeared

clear to us, its problems at a theoretical level are what we got taught. Joan

Robinson’s Exercises in Economic Analysis, which she, a frequent visitor to

Delhi, gave seminars on, and our teachers in turn passed on to us, was a

revelation. The proposition that the Marginal Productivity Theory of Distri-

bution breaks down if investment is autonomously decided upon (which

appeared eminently plausible) made a deep impression on our undergraduate

minds.

The M.A. programme, which was taught at the Delhi School of Econom-

ics, discussed the theoretical problems with neoclassical economics in a

more sophisticated manner; and it introduced us to Kalecki, Keynes and

Harrod. The Delhi School at that time had a galaxy of distinguished econo-

mists, of whom I was specially influenced by Amartya Sen, Sukhamoy

Chakravarty and K.N. Raj. The impact of the Delhi School, however, was

more than just the training it gave us. If one comes from a Third World

country, then no matter how clear one may be in one’s critique of ‘main-

stream’ economics, no matter how convinced one may be of the worth of this

critique, one still suffers from a certain absence of self-confidence. Econom-

ics as a subject is basically done ‘out there’ (in the West). All the journals

come from ‘out there’. The centre of the profession is ‘out there’. To reject

the dominant theoretical tradition prevailing ‘out there’ from one’s place in

the Third World often gives the feeling that one is acting like a frog in a well

rejecting the world. Studying at the Delhi School helped one to overcome this

feeling to some extent. If distinguished professors who had also been ‘out

there’ were sceptical of neoclassical economics, then one need not succumb

to the occasional diffidence one felt about one’s rejection of it.
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In 1966 I got a Rhodes scholarship to study at Oxford. I joined Balliol for a

B.Phil. in economics, and moved to Nuffield after a year when I got married. I

started my doctoral work there, though I was to submit it later from Cam-

bridge. Oxford contributed to my formation in two ways: first, there was at

that time a very rich tradition of development economics at Oxford which

was an eye opener for someone like me who had known only about India till

then. Secondly, my stay there coincided with the worldwide upsurge of

student radicalism (including May 1968) which threw me into the company

of some exceptionally bright fellow students, mostly from other disciplines,

and forced me to develop some acquaintance with these disciplines. I also got

acquainted with a large body of classical and contemporary Marxist literature

and generally with the history of socialism.

After the expiry of my Rhodes scholarship in 1969 I got a junior faculty

position at Cambridge and a Fellowship at Clare College. Cambridge at that

time still had most of the legendary names in economics: Kahn, Kaldor, Joan

and Austin Robinson, Sraffa, Dobb, Stone and Meade; in addition it had a

host of brilliant younger economists. It was a hub of activity where a lot of

original thinking was still going on. For me it was a great learning experience

and three main areas of work in particular interested me: Joan Robinson’s

critique of ‘bastard Keynesianism’, Kaldor’s theoretical-cum-applied work

on OECD growth, and Sraffa’s work on prices of production. Above all,

however, Cambridge gave me a degree of intellectual resilience which helped

me greatly in withstanding the later monetarist-neoclassical revival from my

position in a third world country where this theory gets pushed with the

combined might of the Bretton Woods institutions, the official agencies of the

advanced capitalist countries and the international academic economics es-

tablishment.

I returned to India in 1974 to teach at the Centre for Economic Studies and

Planning of the Jawaharlal Nehru University, New Delhi, of which a friend

from the Cambridge days, the late Krishna Bharadwaj, was the moving spirit.

I have been teaching at this Centre since then.

My research work, developed in close interaction with my wife and col-

league Utsa, has covered four main areas. The first (1972a) concerned the

macroeconomics of an agriculture-constrained economy: the exact mecha-

nisms through which an agricultural constraint can operate and the dynamics

of an economy so constrained. If such an economy trades agricultural exports

for manufactured imports, then, contrary to neoclassical trade theory, its

output shrinks in the short run, and its growth may get reduced in the long

run. Trade thus can have a retrogressive effect on an economy moving into a

colonial pattern of international division of labour (1996).

An agriculture constraint, however, can be overcome to an extent through

public investment. It needs to be located, therefore, within a more general
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analysis of a mixed economy. This realization informed my second research

interest, namely the dynamics of a mixed economy, such as India was prior

to ‘structural adjustment’. Contrary to the rhetoric of the time, the public

sector, or the state capitalist sector, in such an economy, is not a harbinger of

socialism but a means to develop capitalism. In fact public investment stimu-

lates rather than discourages private investment through a multiplicity of

mechanisms. Indeed the contradiction in such an economy consists precisely

in the fact that while expanding public investment, and public spending in

general, provides the main stimulus for its dynamics, the ability of the State

to sustain such expansion gets progressively restricted as the capitalist sector

keeps enlarging the proportion of total output claimed by it as post-tax

surplus. A continuation of growth in such a situation therefore gets associated

increasingly with either an acceleration of inflation which squeezes workers

of all description, or a squeeze on the peasantry through adverse movements

in the terms of trade which obviate the necessity for an inflationary squeeze,

or greater external borrowing. Each of these ways of overcoming the contra-

diction of such an economy however only undermines its long-run viability.

(A number of essays I have written on this theme are put together in Patnaik,

1995.)

The ‘intermediate regimes’ that Kalecki wrote about are thus neither

‘intermediate’, nor viable as he had prognosticated. But their non-viability

does not mean that any successor ‘liberal’ regime would usher in faster

growth through unfettered capitalism. On the contrary, precisely because

State capitalism is essential for stimulating capitalism itself (and the stimu-

lus of exports cannot substitute for it), the so-called ‘unfettering’ of capitalism

through a rolling back of State capitalism actually makes it languish. A

‘liberalized’ regime brings stagnation, even independently of the fact that it

exposes the economy to the caprices of speculative international finance

capital. This does not, of course, mean that domestic capitalists necessarily

become losers; they, especially the larger ones among them, can do well,

despite stagnation, by themselves becoming international rentiers and specu-

lators, or junior partners to metropolitan capital. What ‘liberalization’ entails

is an end to the ambitions of domestic capital of becoming an autonomous

productive entity.

This is an argument not for a return to the old dirigisme, but for an

alternative trajectory of reforms. These would involve land redistribution,

greater accountability of the State, devolution of resources and decision-

making to popularly-elected local bodies, larger investment and social

expenditure by the State through direct taxes on the rich, and a degree of

insulation of the domestic from the international economy through capital

controls and through tariff restrictions for preventing de-industrialization and

ensuring income and food security for the poor.
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The third area which has interested me is the theory of imperialism. Eco-

nomic theory, whether classical or neoclassical, has always looked upon

capitalism as a self-contained system, whose engaging in external trade has

no fundamental bearing on its dynamics. Even Marx, notwithstanding his

voluminous writings on colonialism, did not incorporate this external rela-

tionship into his dynamics of capitalism. Keynesianism did recognize the

significance of external relationships, through ‘beggar-my-neighbour’ poli-

cies for example, but it generally treated these as episodic phenomena. The

whole history of capital accumulation, however, is permeated by the dialec-

tics of the relationship between the capitalist centre and its outlying regions.

Rosa Luxemburg saw the essentiality of the interaction between the capi-

talist and the pre-capitalist sectors for the accumulation process, but her focus

was on the market question. As a matter of fact this interaction encompasses

much more than merely the market question. In an isolated capitalist sector

where organized labour confronts organized capital, it would be impossible

to combine price and output stability in the sense of steady rates of growth of

each. Interaction with the outlying regions, that is, the fact that capital indi-

rectly employs, in these regions, workers who, by virtue of being surrounded

by huge labour reserves, remain unorganized and cannot press any ex ante

wage claims, is essential for the economic stability of capitalism at its centre.

Since these workers and the labour reserves which surround them exist at a

discrete distance from the centre of capitalism, the latter also acquires a

degree of political stability as well (1997). Hence, the fact that capitalism

appears on average to be a spontaneously smoothly-functioning system is the

result not of some innate property of capitalism, but of its being coupled with

the pre-capitalist, semi-capitalist, or backward-capitalist economies of the

outlying regions. And this coupling constitutes the essence of imperialism.

By ignoring this aspect, economic theory suffers not merely in the sense of

ignoring obvious historical facts; its logical structure itself becomes unten-

able. For example the argument of neoclassical growth theory that the growth

rate in a capitalist economy adjusts to the natural rate of growth of its labour

force (supplemented by the rate of labour augmenting technical progress)

flies in the face of historical evidence which shows massive, and often forci-

ble, shifts of population across the globe to accommodate the needs of capital

accumulation. In addition, the neoclassical–monetarist argument within which

this growth theory is inserted explains the fact of money having a positive

and finite value in terms of commodities by invoking the demand for and

supply of money, an explanation that is logically untenable: it needs inelastic

wage and price expectations to make it logically tenable but such inelasticity

presupposes some fixed prices and hence precludes a simple demand–supply-

based explanation. Such logical problems arise because of taking the capitalist

sector in isolation, and they characterize most strands of economic theory.
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My fourth area of research has been in Marxist theory. Ever since my

student days when I first read Marx I have considered his Value Theory to be

exceedingly powerful. Correspondingly I have never been persuaded by the

so-called logical flaw in it that discussions on the ‘Transformation Problem’

highlight. This flaw arises in my view from an interpretation of the prices of

production which is derived from Sraffa but which is different from Marx, an

argument I have been developing of late.

I do have serious reservations, however, with the unalloyed ‘productivism’

that is often taken to be synonymous with Marxism (whether justifiably or

not is beside the point). Brecht’s conception of socialism as ‘the great pro-

duction’, if it is interpreted also to mean ‘great material production’ in the

mundane sense, raises serious questions in the Third World context (1998).

Since product innovations occur in the capitalist metropolis and are then

passed on to the Third World, increased material production in the latter

usually entails not only greater production of goods prevailing in the former

but also a more rapid replication of the product changes occurring there. This

introduces rates of growth of labour productivity which are so high that even

with fairly rapid output growth, full employment is never reached in the

Third World economy. The fact that China, despite prolonged and phenom-

enal growth, is still saddled with acute unemployment is significant. It follows

that the Third World has to have an alternative trajectory of innovations, some

restraint on the pace of structural change, and alternative conceptions of life-

style, in order to achieve full employment, and to avoid the emergence and

accentuation of dualism in the growth process. Such an alternative is implau-

sible in my view under the spontaneity that capitalism entails. It can only be

achieved under socialism, but that socialism has to be differentiated even

conceptually from mere ‘productivism’.

My economic researches have only confirmed me in my view that social-

ism is necessary for the progress of mankind. Its necessity for the Third

World has been mentioned above; and since a socialist Third World cannot

coexist with an aggrandizing capitalist First World, its general necessity for

an equitable and just world order is inescapable. Socialism does not mean a

return to, or a replication of, what prevailed in the Soviet Union or Eastern

Europe earlier, which was a hastily-erected structure, in response to the acute

crisis of capitalism between 1913–51, that got ossified. To embrace capital-

ism because of dissatisfaction with that socialist experiment would be

unhistorical and even callous. The alternative trajectory of reforms men-

tioned earlier constitutes in my view a first step in a long transition towards

socialism which can come only as a continuous process of deepening of

democracy.
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François PERROUX (1903–1987) G. Destanne de Bernis

Born in Lyon in 1903, François Perroux often spoke of the debt he owed to

his family and to the ‘Monts du Lyonnais’, to which he would ultimately

return in 1987 to be with his wife, also from Lyon in the little cemetery of

Saint Romain de Popey. Such fidelity to his origins did not limit his outlook;

quite the contrary. He was very much a citizen of the world and this nour-

ished his non-conformity.

To begin with, his family influenced him profoundly. Most significant was

the fact that his father, a craftsman maker of shoes, had been, like so many

others, eliminated by competition (neither pure nor perfect). ‘Progress’ for

him was always an equivocal concept: what was progress for some generated

costs for others, the social accounts only being in balance if they allowed for

this.

When he recalled in his personal notes, or with friends, what he owed to

his parents, three powerful ideas emerged. The Christian faith had been his

personal way towards a ‘humanisme scientifique’. This faith in mankind set

at the foundation of his philosophy a refusal to kill and, even more basically,

the solidarity of all men in the search for peace, the primary requirement for

the satisfaction of every need: ‘nourrir les hommes, soigner les hommes,

libérer les esclaves’ (La coexistence pacifique, PUF, 1958, 3 vols). Respect

for work, particularly manual work, was for him a permanent stance. On the

night of his election to the Collège de France, the centre of educational

excellence in France, recalling to mind his father, he wrote: ‘My studies must

be as fine as a pair of shoes’. Moreover, this respect for work placed him in

the great philosophical tradition of Thomas Aquinas, Spinoza, Marx, Sartre

and Lacroix, for whom work, over and above the output of goods, is the

product of man himself. He made full-time employment the condition for the

‘liberation’ of man. His mistrust of money (‘money must be de-glorified’, he
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wrote in Le pain et la parole, ed. du Cerf, 1969) sprang from the same

source, a combination of Christianity and family. A rule for living, proven by

his innate generosity, this principle quickened his conception of a world yet

to be built. He praised the effectiveness of capitalism (and of profits, which

he analyses carefully in his doctoral thesis, Le problème du profit, Giard,

1926), but purposely challenges it, as the glorification of money cannot be

the foundation on which humanity is built.

Lyon was then an ancient city of learning and culture with a wonderful

past, one of the high places of nineteenth-century industrialism, where could

be found the ten biggest industrial and financial groups of France. But Lyon

suffered the full force of the depression and eventually fell victim to a

centralization based on Paris. It was in his time, however, a favoured place to

grasp the capitalist dynamic, its power, its contradictions and the part played

by its active agents and social groups.

Perroux was a student of R. Gonnard and E. Antonelli. One taught him the

history of economic ideas which constantly nourished his subsequent think-

ing; the other, concerned to put back into its sociological framework the

mathematical economics of L. Walras, prepared him for the encounter be-

tween pure economics and socio-economics, the fruitfulness of which he was

to realize in full. A. Aftalion, the important critic of the quantitative theory of

money, which Perroux was to espouse, also initiated him into the dynamics of

fluctuations. It was at Lyon that Perroux started to teach in 1928. His thesis

had brought him into contact with Schumpeter, who gave him his friendship,

and it was to Schumpeter that his first significant work, published in 1935,

was dedicated.

He himself considered 1934 to be the year of his ‘birth certificate’ in

economics. That year a Rockefeller scholarship made possible a stay in

Vienna. There he received ‘lessons from a high, refined and omnipresent

culture’, the most important, certainly, being the privileged opportunity to

study the ‘second marginalism’ at its very source. The clear perception of its

true foundations illuminated his critical analysis: he rejected any theory

which demolished the active agent, reduced it, made it passive, a mere point

of intersection on a pair of curves or a substitute among a great multitude of

substitutes. He understood very early that one must choose to ‘either change

reality (to conform with the textbooks) or change the textbooks’. He under-

took to change the textbooks.

This stay in Vienna provided the opportunity to form firm friendships with

O. Morgenstern, already ‘showing reservations with respect to marginal util-

ity and to the general construction one can place upon it’: with O. Spann,

sociologist, philosopher and analyst of the relationship between social struc-

tures and economics; and with H. Gaitskell, for whom Mises already foresaw,

mockingly, a ‘socialist career’.
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From Vienna he went to visit W. Sombart in Berlin, where his friendship

with F. Neumark was born. There he became interested in the philosophical

basis of politics. In Rome he deepened his study of Paretian thought with the

experts Pantaleoni and Dalonne. ‘It produces’, he wrote, ‘analytical frame-

works and a methodological approach which mark whoever has benefited

from it, above all, perhaps, he who refuses to stick to it with too much

docility.’ From this visit date his close links with Ugo Papi, G. Demaria and

G. Palomba, who are also well removed from orthodoxy.

One can understand his interest in the developments underway in that part

of Europe both because he felt that the future of society was at risk there and

because he deeply admired its culture but saw it as going astray. An econo-

mist cannot remain indifferent to national structures. He had already published

several studies on the fascism of Salazar. It was German fascism and the

dangers it presented for the whole of Europe that he attacked in his two

books, Les mythes hitlériens (PUF, 1936) and Les mythes hitlériens et l’Europe

allemande (PUF, 1940).

The war prevented him from making a trip he had planned to the United

States. As a professor in Paris since 1937, he had devoted himself to a

profound study of various equilibria, that of Walras certainly, but just as

much those of assorted marginalisms, that of Myrdal and of Wicksell (La

valeur, PUF, 1943 and Cours d’économie politique, CDU, 1947).

In October 1944, a few weeks after the liberation of Paris, Perroux set up

the Institut de Sciences Economiques Appliquées (ISEA – Institute of Ap-

plied Economic Sciences). One of its first patrons was Keynes. The ISEA, his

veritable instrument of work, very soon became a place for encounters,

exchange of ideas and discussions where liberty with respect to all views was

assured and where no one was excluded, provided the rules of freedom of

thought and of research were accepted. The friends which Perroux had made

before the war were joined by the American Dr Sanders, the biologist from

the Soviet Union S. Tchakotine, as well as R. Harrod, N. Kaldor, J. Robinson,

T. Balogh, P. Streeten, J. Schumpeter, R. Triffin, E. Chamberlin and M.

Kalecki, who was permanently associated with ISEA. There were also J.R.

Hicks, P. Samuelson and many more. They came to ISEA to present their

research studies and discuss them with P. Uri, M. Bartoli, M. Bye, Y. Mainguy,

M. Allais, G. Th. Guilbaud, J. Dessau and many others. Some of them wrote

in the journal Economie Appliquée, which, from 1945, welcomed all who

could contribute to the development of a ‘scientifically verified knowledge’.

It was not enough, indeed, to comment on prevailing ideas; it was necessary

to produce an alternative theory.

Perroux consciously dedicated himself to this task. His first presentations

at Harvard dealt with economic spaces: space as a homogeneous structure,

polarized space, space as defined by a plan and macro unities and macro
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decisions. His taking into account asymmetrical relationships (the three pa-

rameters of which are size, nature of the activities and the negotiating power

of the active agent) force one to go beyond the static equilibrium of perfect

concurrence and prepare for a radical change of outlook in order to under-

stand general interdependence.

The central assumption of asymmetrical relationships illuminates his

research into the workings of the capitalism of his time. Although not

alone, Perroux contributed decisively to the development of the theory of

dominance largely accepted today. To avoid the interpretation of ‘domi-

nance’ as the substitution of one unit’s decision for that of another, he

defined influence, dominance and partial dominance, which he expressed

by topological displays and graphic methods. He showed that transnational

corporations assert themselves as the dominant form of capitalist produc-

tion and transform the nature of international commerce. The depression

between the two World Wars can be understood primarily as rivalry be-

tween England, the former dominant international economy unwilling to

relinquish this role, and the United States, which felt itself ready to take

over the part. Because the latter did not conduct itself like the former, this

substitution of one dominant international economy for another resulted,

over the long term, in a global recombination of all the links between

national economic spaces.

In his analysis of the new, global links between these spaces, he laid stress

upon the following:

 

1.   the dominant role of the dollar: money is power;

2. the integration of the ‘little European cape’ into one Community, includ-

ing all the ambiguities of the word ‘integration’: ‘who integrates and for

the benefit of whom?’ he asked;

3. the conditions for ‘peaceful coexistence’ between East and West; and,

above all,

4. underdevelopment, for him the central issue of this period, which he

defined by three characteristics: external dominance, disjointed internal

economic structures and failure to cover ‘les couts de l’homme’ (the

costs of a truly human life for all).

 

To explain these analyses he produced concepts which allowed asymmetri-

cal relationships to be examined in greater depth. He studied conflict/

cooperation, struggle/assistance, propulsion effects (poles of development

are a key element in his ideas on long-term dynamics and industrialization),

and actual tendencies (of work, change and innovation). The method can be

generalized: income distribution cannot be understood other than by refer-

ence to successively dominant social roles and so on.
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It is not sufficient to see these as partial analyses only, no matter how

interesting they may be as such. These ideas enabled him to renovate the

theory of general interdependence and to make of it something quite other

than a new kind of equilibrium. Every agent, private or public, is active,

charged with the transformation energy of its surroundings, has a strategy, is

unequally endowed with power – power, this ‘recalcitrant exile’, finds once

again a place at the heart of economic theory – makes decisions about the

agents which it has at its disposal, and makes plans for its spaces of opera-

tions. Every economic action combines free choices and relationships between

forces. An economy is a whole, made up of structured, hierarchical elements

linked together. The ‘great’ impose constraints on the ‘small’; the cost of the

struggle between the great can lead them to call a halt, their mutual satisfac-

tion being compatible with the strong discontent of the small. What is true at

the national level is also often trite on a global scale; direct overseas invest-

ment brings large corporations and small states face to face.

An equilibrium conceived in terms of stopping all movement thus stands in

contrast to encounters between dissimilar, unequal agents, loaded with strate-

gies not necessarily compatible nor susceptible to becoming so, inserted into

structures which themselves have the same characteristics. Uncertainty, risk,

conflict and inequality of information are not only the properties of things,

but are inherent in man and his activities. The equilibration of activities in

historical time endowed with content is foreign to the equilibration of objects

in logical time.

This ‘equilibrage’ allows one to construct the dynamization of the system,

all dynamism deriving from money and unfolding in irreversible time. Perroux

rediscovered in this way the broad, significant and prolific dynamics of the

original ‘classicists’, who had already interpreted long-term developments in

terms of human activity and struggle/assistance relationships between social

groups. The study of these relationships must be placed, as they had done,

within the contextual motive forces where economics finds its coordinates

within a social system. Population, techniques and the institutions or rules of

the game can be treated endogenously and inserted into the economic work-

ing equations of the whole. Cycle and trend replace one another in periods of

development; cyclic contraction and structural crisis are no longer confused.

In a word, economic motive force is linked to the dynamism of social groups.

In contemporary capitalism, the state cannot in fact stand aside from the

workings of the economy. It does not intervene through objects, public goods

or meritorious goods, but through activities – the finality, the time horizon

and the means of which are specific. These present fresh opportunities for

cooperation/conflict or organizational activity by social groups. Here origi-

nates the collective reckoning which, if it is genuine (which implies that it be

the subject of debate), obeys other rules than does private economic reckon-
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ing. Perroux is thus situated well away from welfare analysis, from consumer

surplus or the terms of political economy set down by Pigou. He challenges

all ideas of collective advantage; it is rather the very shape of society which

counts, and every capitalist society is essentially marked by conflict.

Thus Perroux breaks openly with all orthodoxy, that is to say, with all

predominant thinking, be it neoclassical, Keynesian or other. R. Di Ruzza

notes five points of rupture: (i) his taking into consideration social relation-

ships; (ii) his rejection of the market as a balancing principle; (iii) his

conception of money as a constraint, force or standard; (iv) his need to

analyse capitalism directly in its spatio-temporal dynamic; and (v) his rejec-

tion of the distinction between micro and macro.

These breaks also show up if one examines the way in which Perroux reads

the important writers and, as it were, argues with them. Perroux had carried

out many field studies; he was a prolific author but, even more, he was well

read. He had drawn many of his observations from literature – Balzac, Hugo,

Zola – but not that alone. The history of economic thought had constantly

enriched his thinking and from it he nourished his own theories. He learned

all he knew, he said, from Schumpeter. Even so, he departed from him on

four major points:

 

1. The stationary circuit is an advance compared with the Walrasian equi-

librium, but it remains indeterminate and can represent no more than

historical curiosities, for even if objects can repeat a circuit, this is not

the case with money.

2. To the monistic dynamic of innovation he contrasts that of dominances,

of inequalities and of creativity: innovation which, ceasing to be that of

individuals, has become a phenomenon of collective creativity, usually

public or semi-public, diffusing not through Schumpeterian channels but

across perfectly structured social environments, often with the help of

macro decisions.

3. He similarly enriched the relationship between profit and innovation by

three determinants: tendency to create (one of the mainsprings of progress,

along with the will to work), risk-taking on new structures, and social

struggles.

4. Finally, he never experienced the aversion which Schumpeter felt for

socialism.

 

His relationship with Keynes was more complicated. He argued, step by

step, the whole Keynesian edifice – the General Theory as well as the Trea-

tise – and that without any reduction in the manner of Hicks–Hansen, but

built up at least part of his own structure of ideas in counterpoint to his

analysis of Keynes. Many examples of this can be found. If interest is indeed 500 François PERROUX

 

the price of liquidity, then this conclusion on its own remains too abstract.

Full employment is a fundamental concept but it must be stated each time

which of four possible definitions applies. As to the difference between

‘autonomous’ and ‘induced’ investments, he prefers to use ‘propelling’ and

‘propelled’, the latter not blending into the former. He agreed to argue in

terms of global quantities – he had participated sufficiently in the develop-

ment of the French national accounting system for that to be clear – but this

kind of reasoning demands the possession of a concept of macro decision,

which was not present in Keynes. Moreover, the level which he called archi-

global must not exclude meso-analysis (by sector or by branch), including all

that concerns the role of money, for no money could be introduced into an

economy if not by decisions, be they private, public or mixed, at the sector or

branch level. In other words, in the monetary economy of production, Keynes

had focused more on the analysis of money than on that of production.

It is even more difficult to speak of the relationship between Perroux and

Marx, which went beyond the strictly scientific. Concerning Marx, Perroux

always felt a current of attraction and repulsion, perhaps due in large measure

to the dogmatism which had long characterized Marxists. Perroux held a

conception of the world closer to that of Marx than to that of Schumpeter or

Keynes; he saw men as active in society in order to satisfy their needs. In this

sense many of Perroux’s questions are also those of Marx, even if Perroux

gave them different answers. He did not hold the same theory of value but

nevertheless acknowledged the need for such a theory; he asserted that man is

primarily concerned with his needs (indeed, certain writers consider that one

cannot understand Das Kapital without reference to an implicit idea of need);

he does not make use of Marx’s two sectors, but his sector of machines

producing machines is indeed fully in the Marxist line of thinking and in that

of intermediaries such as Tugan-Baranowski and others.

The profound difference between Perroux and Marx lies in the central

question of the class struggle. The definition which each gives to the social

classes was not the same (for Perroux, the definitions given by Marx for the

different classes are too narrow), but both acknowledge their existence; the

argument about their composition depends, at least in part, upon the differ-

ence in time between the works of these two writers. Marx would probably

have accepted Perroux’s observation that to tie together the working class and

proletarianism prevents an understanding of today’s Third World. Similarly,

the capitalist class of Marx is not homogeneous, and he would have admitted

the existence of competition between entrepreneurs as well as between them

and the suppliers of capital. The central contrasting point lies in the fact that,

for Perroux, competition within a class is not of a different kind from that

between classes. He does not deny the conflict between capital and labour: he

had analysed unionism, the right to work, alienation, the formation of the
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mass of workers, the phenomena of poverty and working conditions, particu-

larly in his works on ‘human resources’. He points out that ‘since the

beginnings of modern industry, Western societies have been societies based

on domination. When the right to speak was granted, it was to discuss

everything except what was essential. It would be naive to confuse social

dialogue with those unequal conflicts where one uses words.’ But he adds

immediately that there is no pure conflict, only conflict/cooperation and

struggle/assistance. And he concludes that the antagonistic struggle between

capital and labour, defined as the struggle which entails destruction of an

enemy, will never suffice to ensure the conditions for a reconciled society.

Here he is in radical disagreement with Marx.
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Anibal PINTO SANTA CRUZ (1918–1996) José Valenzuela Feijóo

Anibal Pinto was born in Santiago de Chile in 1918 and died there in 1996.

He studied Law at the University of Chile and Economics at the London

School of Economics, during the late 1940s. Among other positions, he was a

Professor in the Economics Faculty of the University of Chile and Director of

the Economics Development Division for the ECLA.

Pinto was a multifaceted personality. Noteworthy writer, tireless promoter

of publishing projects, political analyst, economist, prominent polemicist,

lover of life and of the causes of human progress, he was one of the leading

advocates of ‘Latin American Structuralism’ and he has been described as

one of the region’s ‘classic’ thinkers.

Some of the most noteworthy methodological dimensions of Pinto’s work,

which need to be emphasized, are:

 

A structuralist approach: an analysis focused on the system’s most

longstanding and essential features (and, therefore, a rejection of positivist

and neoclassical postulates of only an immediate and apparent reality). 502 Anibal PINTO SANTA CRUZ

 

A dynamic and dialectic outlook: structure is analysed in its movement,

which is explained on the basis of the internal contradictions of structure.

Hence, he rejected the static and ‘harmonic’ approach of the neoclassical

economists.

An all-encompassing approach: economics is seen as part of a larger social

whole and the articulation between political and economic variables is stressed.

Likewise the impact of the relationship between the centre and the peripheral

countries on the development of the latter was emphasized. In sum, he re-

turned to the Hegelian dictum according to which ‘the truth is the whole’.

Consequently neoclassical atomicism was also rejected.

 

Pinto made important contributions to the understanding of Latin Ameri-

can development. For example, it was said that he was the ‘Black Pope’ of the

structuralist approach to inflation. His analyses of industrialization, fiscal

policy, external linkages and dependency, the sequence of accumulation pat-

terns, among other topics, are also noteworthy. In what follows we will

comment on three key domains of his work: (i) his theory of inflation; (ii) the

articulation between economic and political variables; (iii) the notion of

structural heterogeneity.

The theory of inflation attempts to explain inflation in Latin American

countries that are industrializing through import substitution (1950s and 1960s).

Within this framework he creatively combined elements from Ricardo (re-

lated to agricultural stagnation and its impact on industrial profits), from

Marx (the role of class conflict in the struggle over income distribution) and

he put forth a number of post-Keynesian propositions (mark-up in oligopolistic

structures, endogenous money supply, and so on). He developed this theory,

which enjoyed a far-reaching influence, in frontal battle against the Interna-

tional Monetary Fund’s monetarist ideas. Pinto’s main theses may be

interpreted as follows.

First, he considered an agricultural sector which produces most of the

wage goods and is subject to semi-feudal production relationships (or not

fully capitalist relationships). This means that in both the long and short runs

the supply of agricultural goods is very inelastic. However, industrialization

and urban population growth generate a rapidly rising demand for these

goods. Thus a strong imbalance is generated which exerts pressure on the

external sector (via imports) and finally produces inflationary pressures. This

is the part that reminds us of Ricardo. Second, he supposes there is an urban

industrial sector where oligopolistic structures predominate. Prices are deter-

mined by adding a mark-up to the prime costs (this is facilitated by high

import tariffs). In this context the Ricardian model no longer holds – faced

with the rising prices of agricultural goods, which pull industrial wages

upward, industry responds by raising its prices in order to maintain its profit
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margins. The foreign sector has an inherent deficit and is obviously incapable

of resolving internal imbalances. The capacity to import is insufficient given

the primary character of exports: the world demand for primary goods grows

very slowly and suffers from declining terms of trade (as the ECLA has long

maintained). Thus, internal pressures exacerbate the external deficit and fi-

nally make adjustment of the exchange rate (devaluation) inevitable, which in

turn accelerates the inflationary process. Fourth, the money supply adjusts to

the previously mentioned inflationary pressures. Apparently inflation would

seem to be a monetary phenomenon. But if we look to the more essential

features, inflation is the expression of a real phenomenon.

In such a context, inflation could be thwarted if: (i) urban wages are

depressed and controlled (which supposes a greater political shift against the

working class); or (ii) if the economy is opened (the well-known neo-liberal

‘opening to imports’) and the levels of domestic economic activity are ad-

justed downwards to match the country’s low exports level – and thus import

capacity. Here the political option works against the rising industrial bour-

geoisie. In short, recession and economic stagnation become the necessary

conditions for price stability.

However, Pinto takes a quite different view: he advocates structural re-

forms (agrarian reform, to foster exports by increasing their manufactured

component, and so on) thus eliminating the roots of the inflationary pressures

mentioned above.

On economics and politics, there are constant references in Pinto’s work to

the impact political and ideological factors have on economic development.

And vice versa: there are also frequent references to the political conse-

quences of this or that economic process. In this respect the mastery and

sharpness of Pinto’s analysis is both proverbial and paradigmatic since his

predictions have often proven themselves to be fatally true. For example, in

1963 he wrote: ‘From far back, Chile has been relatively ahead of itself in

terms of social organization and institutional forms with respect to changes in

the economic structure, a disassociation that tends to heighten over the last

two decades’ (‘Desarrollo económico y relaciones sociales en Chile’ on 1975).

In the same text we read: ‘given the level and limitations of Chilean develop-

ment it is not possible to solve the basic problems of the excluded masses

while at the same time, within a relatively short period, permitting or promot-

ing the allocation of resources according to the tastes and aspirations of the

higher and middle groups. In other words, the attempt to reproduce the

consumption patterns typical of opulent societies, besides its intrinsic limita-

tions, seems to be incompatible with any attempt to change the urban and

rural masses’ basic conditions of structural poverty’. In a previous work, in

1959, he asserted that this ‘imbalance will inevitably be solved either by way

of a significant increase in productive capacity and progress in the distribu-504 Anibal PINTO SANTA CRUZ

 

tion of social output or by an outright attack on existing democracy’ (1959,

p. 11). As is known, both alternatives were tried in Chile: the first between

1970 and 1973 (Allende). The second – which emerged upon Allende’s

assassination – throughout the entire period of Pinochet’s military dictator-

ship.

There is another aspect that should be mentioned. As is well-known, the

analysis of which are the determining factors and which the determined

factors in the relationships between the economic and the political spheres

has given rise to lengthy polemics that reappear, in new forms, from time to

time. Generally speaking, the predominant notion tends to maintain that the

main line of causation runs from the economic to the political sphere, even

though it is recognised that the latter has a certain relative autonomy. The

latter implies feedbacks, as well as the possibility that under certain circum-

stances the dominant line of causation may run from the political to the

economic sphere.

In certain cultural contexts – that are in fact quite unsophisticated – influ-

enced or moulded by the ‘Stalinist’ spectre (on the left) or by the Friedmanian

one (on the right), it is not uncommon to fall prey to economic reductionism

which is none the less quite frequent. More precisely: in such cultural

contexts it is assumed that ‘economic’ refers to the motives that shape indi-

vidual behaviour with respect to mercantile or monetary interests rather than

the objective economic structure (the system of status, roles and functions).

In other words, at best falling into or bordering on a position that ends up

assigning the role of the independent variable to the psychology of individu-

als or subjective factor.

In other cases, the approach is generally rather sophisticated and politics

(and ideology) is conceived of as an ‘expression’ or ‘manifestation’ of the

economic structures. Behind this Hegelian ‘expressiveness’ there is another

kind of reductionism which is no less fallacious though more complicated.

The notion that comes into play here is the need for ‘structural correspond-

ence’ between the economic and the political spheres. If this idea is understood

to function as a tendency, it is legitimate and impeccable. It should be empha-

sized, however, that also means: (i) that there may be contradictions or not

congruent relationships. In other words, imbalances or conflicts among the

various spheres within a social formation can arise; (ii) therefore the aspects

that are determined can never be reduced to the determining ones.

As an example of this, think of the Chilean case mentioned above. In short,

Pinto: (i) recognized disequilibria between politics and economics; (ii) for

that reason he rejected reducing or equating politics and ideology to econom-

ics; (iii) he also maintained that over the long run this disconnection cannot

persist. As is generally the case with his writings, Pinto says little or nothing

about the ‘right method’: he simply applies it.
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A final observation would point out the following. Sociologists and politi-

cal scientists are quite sensitive to the reductionism economists often employ.

This attitude – which is quite understandable – has encouraged multi-

disciplinary work, and an emphasis on ‘non-economic’ variables. But, at the

same time, in many cases it has given rise to a contrary phenomenon with the

opposite defects: something like political reductionism. In fact it would seem

that some colleagues take refuge in the analysis of political factors to obviate

and suppress economic analysis. In other words, an examination of political

and ideological factors should not be used as a pretext to cover up ignorance

with respect to economic theory.

An economist, on the contrary, should exhaust all the explanatory possi-

bilities of his more specific conceptual tools and only after that seek other

explanations. To phrase it in other terms, to discover the economic reasons of

politics is his proper responsibility (qua economist), while it is the political

scientist who should account for the political reasons of economic events. In

these areas Pinto’s example is also most instructive.

Just as Raul Prebisch is best known for his centre–periphery model,

Pinto’s most singular and original contribution is his notion of structural

heterogeneity. This notion entails an identification of economic sectors

(which are defined not in accordance with the common method of national

accounts but rather as a function of their productivity levels) as well as a

hypothesis on the mode of linkage between the different sectors, and the

impact of that mode of linkage on the system’s overall dynamics. In an

important sense, as Pinto notes, the notion assumes that the processes that

ECLAC describes as characteristic of centre–periphery relations are repro-

duced within Latin American economies.

According to Pinto,

 

Latin America’s productive structure can be broken down into three broad strata … On the one hand, the so-called ‘primitive’ stratum, whose levels of productivity and per capita income are probably similar to (and at times lower than) those found in the colonial economy and, in some cases, in the pre-Columbian economy. At the other end, a ‘modern pole’ made up of export, industrial and services activities that operate at productivity levels similar to the average levels of devel-oped economies, and finally, the ‘intermediate’ stratum, which, in a certain sense, corresponds more closely to the average productivity of the national economy. Close attention should be paid to the multisectoral nature of each of the strata, as well as to its difference from the more common dichotomy between urban world and rural world. (‘Heterogeneidad estructural y modelo de desarrollo reciente en América Latina’, in 1975, pp. 105–6)

 

We may assume that qualitative differences underlie the large productivity

differentials. That is, we should, in the end, encounter different social modes
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coexist according to specific modes of articulation. Heterogeneity, we should

point out, exists not only in terms of modes of production (for example, the

coexistence of the capitalist mode of production with pre-capitalist forms),

but it also exists within the capitalist form of production. Indeed, the intra-

capitalist heterogeneity increases as analysis comes closer to the present. We

also need to stress the dynamic nature of heterogeneity: heterogeneity moves

and changes over time, some social forms emerge and others leave the stage.

Average productivity rises but so does the differential among productivity

levels.

The effects of structural heterogeneity are manifold: economic, social and

political. Here we will refer only to the transfer of surpluses (of values)

spontaneously triggered by heterogeneity.

Transfer of surpluses and structural heterogeneity: to better explain the

significance of the problem, we must remember some basic definitions. Unit

value is understood to mean the quotient resulting from dividing total labour

(live and past) used in production by the volume (quantity) of total produc-

tion. Productivity per hour worked is equal to the inverse of unit value: the

quotient resulting from dividing total production (quantum) by total labour

used. The simple terms of trade are equal to price ratios.

If we assume, to simplify, that there are two sectors, one modern and one

backward, we will have the following possibilities for the relations between

prices and values:

 

(WU1/WU2) h12 = p1/p2 (1)

 

WU = unit value; p = price.

Therefore, if the coefficient h 12 > 1, transfers will favour the first sector; if

the coefficient is equal to one, circulation is neutral; and if h12 < 1, then transfers will favour the second sector.

If, in equation (1), we substitute the unit values with the respective

productivities (= F = l/WU), we will obtain the double factorial terms of trade

(TIDF):

 

(p 1/p2) (F1/F2) = h12 = TIDF (2)

 

That is, if the double factorial terms of trade worsen, transfers will be from

sector 1 to sector 2, and if they improve, value will be transferred from sector

2 to sector 1. In Latin America, transfers are from the backward sectors

(sector 2) to the most modern sectors (sector 1).

This leads us to pose some questions that have a long history in eco-

nomic thought: (i) Why does the price system become disassociated from

the value system? (ii) In the conditions of structural heterogeneity de-
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scribed by Pinto, what price-formation mechanism is valid? (iii) How much

does one gain (or lose) when selling? (iv) How much does one gain (or

lose) when purchasing? (v) What is the relationship between production

profits (surplus value produced) and circulation profits (surplus value trans-

ferred)? Indeed, although this is not the place to analyse these issues, at

least the importance they have within a structurally heterogeneous economy

should be mentioned and also the total inability of neoclassical theories to

address them.

A second aspect of heterogeneity deserves at least to be mentioned. Within

a single branch productivity disparities are normally very high. That is,

highly advanced firms coexist alongside very backward ones. Which leads us

to the obvious question of why the weakest firms are not forced out. Indeed,

it is not because big business succumbs to a rapture of humanitarianism. The

plain and simple truth is that the said coexistence is reproduced as long as it

is functional and it is beneficial for big business.

The underlying reason for this is related to the mechanism by which that

which Marx called ‘extra surplus-value’ is formed. In extremely simplified

terms this means that since the conversion of the private labour expended in a

firm into social labour occurs in accordance with the productivity differential,

companies that operate at a productivity level higher than average or branch

productivity obtain extra profits. For firm i this ‘extra surplus value’ or ‘extra

profit’ (that is, profits above the normal level) will be equal to:

 

Pxi = (TTi) (fi – 1)

 

where:

fi = quotient resulting from the division of labour productivity in firm i by

average or sectorial productivity.

TTi = total labour expended in firm i.

Pxi = intrasectoral extra profits (extra surplus value) of firm i.

In fact, if the most advanced firm displaces those with lower productivity,

coefficient f i will approach one and the extra profits (or ‘extra surplus value’) will eventually disappear. For this reason, in many cases large firms will

support this type of vicious coexistence.

After having set forth the cause of this vicious coexistence, and to be

faithful to Pinto’s ideas, we could outline some hypotheses on the issue at

hand:

 

1. Value is transferred toward the most modern and concentrated sectors

and from the latter toward the central and dominant countries (for pur-

poses of brevity we will examine only transfers that occur at the national

level).
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2. Two types of mechanisms bring about transfers. First, political: that is,

the levers of state power are used for the benefit of certain groups or

sectors. For example, through subsidized loans, preferential exchange

rates, state procurements at ‘excessively’ high prices, sales at underval-

ued prices, the generation of external economics, and so on. Obviously

this means a preferential access to power and to the state machinery.

Second, economic: basically, this refers to price-formation mechanisms.

These mechanisms should determine the difference between the value

system and the price system and, therefore, the amount and the direction

of the values transferred. In general terms, the presence of oligopolistic

structures is necessary in order for the prices determined therein to

trigger important transfers.

3. Transfers will be high and massive as long as the productivity disparity

is strong. That is, the greater the structural heterogeneity, the greater the

value transfers to modern sectors. In addition, productivity differentials

must be accompanied by – also strong – wage differentials and, espe-

cially, by a wage factor at a low absolute level. Otherwise, productivity

differentials will cause the elimination of the most backward segments

and, with it, that of the transferable surpluses.

4. The importance of profits obtained from value transfers tends to weaken

the accumulation process. To explain this, let’s assume that the price

system coincides with the value system. In such a case, circulation will

be neutral and, therefore, will be a source neither of profits nor of losses.

For this reason, the firm will have no more profits than those correspond-

ing to the surplus value produced within it, which depends on three

factors: the average rate of surplus value, the relationship between the

productivity in the firm and the productivity in the sector, and the volume

of productive employment at the firm level. The latter two factors depend

directly on the size of the firm’s accumulation and the rate at which this

accumulation occurs. The first (the average rate of surplus value) is

determined by its overall accumulation and technical progress. The les-

son to be learned, generally and in very broad terms, is ‘the more you

accumulate, the more you gain’.

 

Now, when the price system no longer coincides with the value system,

there emerges what Steuart called ‘profit upon alienation’; that is, profits that

are generated in purchasing and selling, or ‘circulation profits’. We can also

speak of transferred surplus value, and we can define surplus value that has

been appropriated or gained as being equal to the algebraic sum of surplus

value produced plus surplus value transferred (which coincides with ‘circula-

tion profits’). In this context, we may assume an inverse functional correlation

between the relative weight of ‘circulation profits’ (circulation profits divided
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by total profits) and the rate of accumulation. The reason for this is simple: if

most profits are obtained by methods not dependent on accumulation levels,

capitalist management will concentrate its efforts in spheres other than those

of accumulation. ‘Income increases that bespeak dynamic activities are, to a

large extent, divorced from correlative changes in real productivity’ (cf.

‘Concentración del progreso técnico y de sus frutos en el desarrollo

latinoamericano’, in 1975, p. 69). We might say that this situation stimulates

parasitic entrepreneurial behaviour.

One last consideration refers to the impact of transfers on the distribution of

income. Given the direction of transfers, their impact on distribution will be

regressive. According to Pinto, ‘the simple terms of trade (prices relationships)

between the two poles tends to disassociate itself from the respective changes

in productivity, allowing the advanced pole to hold on to most or all of the

fruits of technological progress’ (1975, p. 71). A more regressive distribution,

in turn, has effects with which Pinto dealt extensively. Turning to what may be

the most decisive point, we encounter that peculiar trait that would seem to be

inherent to Latin American industrialization: the emergence of firms and sec-

tors that produce goods that are more characteristic of countries with a per

capita income several times the regional average. In today’s development model,

this phenomenon has been exacerbated. According to Pinto, ‘the great contra-

diction of the model lies, then, in the fact that we are struggling to reproduce

the supply structure of the so-called “affluent consumption society” – made

possible by a broad and diversified production base and by per capita income

levels of between 2000 and 4000 dollars, in countries that obviously do not

have such a production base and, therefore, whose average incomes fluctuate

between 500 and 100 dollars per inhabitant’ (1975, p. 127).

The concentrating impact of value transfers here (just as on the interna-

tional level) causes the marginalization and anaemia of the backward sectors.

Which leads us to ask: How far and for how long can the bloodletting

continue? That is, the backward sectors may dry up as a source of transfer-

able values: at some point, the suction or exploitation cancels out. We may,

therefore, conclude that the reproduction of transfers requires the growth and

development of the backward pole. It should develop but without overcoming

its structural heterogeneity and dependency. We are dealing, then, with essen-

tial stressed features that are mobile and dynamic, by reason of the conflict

they entail. As we can see, the neoclassical metaphysics of static and stable

equilibria does not operate here. What does operate is conflict and movement.

That is, development.
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Karl POLANYI (1886–1964) Geoffrey M. Hodgson

Karl Polanyi was born in Vienna on 21 October 1886 of middle-class parents

of Jewish descent. The intellectual vitality of the household is evidenced by

the fact that Karl’s brother also achieved world fame. After a career as a

chemist, Michael Polanyi became influential for his contributions to philoso-

phy.

Karl was raised in Budapest and he entered the university there to study

law. Polanyi read widely in the social sciences and was influenced in particu-

lar by Aristotle and socialist writers such as Robert Owen and Karl Marx.

One heady political debate developed into a fist fight, led to his expulsion

from Budapest and forced him to finish his degree at the University of

Kolozsvar.

The First World War interrupted his short career as a practising lawyer. As

a cavalry officer in the Austro-Hungarian army he was badly wounded on the

Galician front in 1917, and returned to Budapest. From 1924 to 1933 Polanyi

worked as feature writer and associate editor for the influential periodical

Der Österreichische Volkswirt. With the rise of Nazism, Polanyi fled to Eng-

land and lectured for the Workers’ Educational Association. After a lecture

tour in the United States, he was enabled by a two-year Rockefeller Founda-

tion fellowship at Bennington College, Vermont to write the bulk of his

classic work The Great Transformation in 1941–43.

Subsequently, Polanyi and his wife returned to England to complete that

book. In 1947 he crossed the Atlantic once more to take up a post as Profes-

sor of Economics at Columbia University (New York). However, they were

obliged to live across the Canadian border, near Toronto, because of his

wife’s former membership of the Hungarian Communist Party. He formally

retired in 1953, but continued his association with Columbia as an Adjunct

Professor. Thereupon he co-directed the Interdisciplinary Project on the Insti-

tutional Aspects of Economic Growth, from which emerged his volume on

Trade and Market in Early Empires. He died on 23 April 1964.

Although Polanyi’s influence has been greatest amongst anthropologists

and economic historians, he has also made an important contribution to

economic theory. Indeed, his work addresses fundamental issues for econo-

mists, disputing both the basic concepts and the typical policy conclusions of

neoclassical analysis.

Polanyi challenges both the subjectivist and the utilitarian foundations of

economic orthodoxy, asserting a different type of value theory and welfare

analysis. Like Smith, Ricardo and Marx, Polanyi took the distinction from
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Aristotle’s Politics (Book I, 8–10) between value in exchange and value in

use. However, his interpretation of these concepts was closer to Aristotle than

some modern interpretations which have wrongly identified use-value with

subjective utility. For Polanyi, as for Aristotle, use-value had an objective

quality relating to the usefulness of an item for humankind. Its pursuit was

more obvious in traditional institutions such as the household, and eclipsed

by the quest for monetary gain in the market.

Partly influenced by his observations of the poverty and disharmony of

industrial capitalism in Britain and elsewhere, Polanyi concluded that Adam

Smith’s dictum that people had a natural propensity ‘to truck, barter and

exchange’ was the reverse of the truth. Rich support for this opinion was

obtained from anthropology, particularly from Thurnwald’s and Malinowski’s

studies of primitive communities. Therein the desire to make profits from

production and exchange was absent. The usual gain from labour was not a

contracted payment but social approbation, reciprocal gift-giving, and joy

from work itself. In general, even hunger cannot be presumed to transform

itself automatically into incentives to produce, to buy, or to sell. Instead it

may lead to beggary or plunder, depending upon the prevailing social culture

and institutions. Polanyi concluded that although there is such a thing as

human nature, the Smithian propensities are not generally manifest.

Although they have a long history, exchange, markets and money have

been peripheral to most economies prior to the modern era. Polanyi argued

that economic relations were always embedded in complex social relations,

without which the economy could not function. One cannot assert that ‘in the

beginning there were markets’– to use Oliver Williamson’s recent phrase – as

these are always dependent upon, and embedded within, the institutions,

relations and culture of social life. It is only in modern capitalist society that

market and exchange relations between rational, calculating agents have ap-

peared autonomous or disembedded. But by undermining this institutional

and cultural support, ‘free’ markets have placed modern civilization in crisis.

Here Polanyi reaches conclusions similar to those proposed by Joseph

Schumpeter in his Capitalism, Socialism and Democracy, where ‘rational

habits of mind’ are seen to disable the structures of class and tradition upon

which the system depends. Polanyi goes much further than Schumpeter,

however, in examining the anthropological basis of social structures and the

historical processes involved in the capitalist transformation.

Polanyi believed that although markets and exchange were not predomi-

nant in all human societies, certain fundamental types of integrative

arrangement could be found in them all. He identified principles of behaviour

which seem to have universality across all forms of economic and social

organization. One is called reciprocity, defined as obligatory and reciprocal
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with each other. Another, redistribution, involves obligatory transfers to some

central and encompassing authority. Each of these basic integrative mecha-

nisms can take different forms in different socio-economic systems.

For instance, reciprocity may take the form of regular and ritualized two-

way transfers of gifts. To the modern mind, such behaviour may appear simply

as underdeveloped barter or trade. However, even in a capitalist society reci-

procity takes a variety of forms – such as within the household – which obtain

their particular meaning precisely because they are not reducible to commodity

exchange, and are disregarded by any overt calculus of gain or loss. There may

be an expectation that the giving of a gift, for instance, will lead to the receipt

of one in the future, but it is not definite or contractual, and is regulated by the

nature of the social occasion and the social positions of the persons involved.

To drive the point home, Polanyi quotes examples of ritualized gift-giving in

primitive societies in which the very same object is transferred back and forth.

The ‘sole purpose of the exchange is to draw relationships closer by strength-

ening the ties of reciprocity’.

The concept of redistribution can be understood in its modern manifesta-

tion of taxation for the provision of defence and other state services. However,

it has a much more general meaning and can take many forms such as

tributes, tithes, or labour services. Redistribution serves not only to provision

central services but also to emphasize the boundaries and unity of the group

and the authority and legitimacy of its leaders and central institutions.

Such anthropological ideas form the backdrop for Polanyi’s studies of the

rise of the capitalist economy. While markets in some form had existed since

the Stone Age, only in modern society do they dominate and largely regulate

the economy as a whole. Even before the development of markets there was

barter and trade for tokens or money, sometimes on a long-distance basis.

Under classical antiquity and feudalism markets existed in the sense of places

or occasions, defined and set apart, where people met and exchanged goods.

In contrast, in modern society the market is associated with a complex and

widespread mechanism of supply and demand, leading to the formation and

adjustment of prices, and assuming important self-regulating functions for

the system as a whole. More particularly, the market is associated with a

whole social culture and shared set of meanings, of higgling and haggling

and the deliberate pursuit of gain.

Polanyi thus emphasizes that the market is not a natural phenomenon,

reflecting some of the supposed fundamentals of human nature. It is also

wrong to see the modern market as the inevitable result of growth from

‘small beginnings’, thus heralded by the trade and markets of the past. Against

this, Polanyi argues that the modern market is the result of the contingent

combination of varied and independent cultural and ideological elements,

stemming from a diverse and changing institutional background.
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Furthermore, the modern market system did not emerge spontaneously, but

was in many respects the result of political action and even conscious design.

Polanyi did not make the error of assuming that all social institutions are the

manifestations of preconceived plans, and admitted, like Marx and others,

that unintended consequences were important in social life. Concerning the

market, however, his key point is that it required political intervention and

legislation of a fairly specific kind. In particular, the ‘fiction’ had to be

established that land, labour and money were commodities, along with other

less problematic items. Thus in the case of land there was a succession of

enclosure acts, while the creation of a labour market involved radical legisla-

tion, the removal of legal restrictions on physical liberty and parochial rights,

and ‘the wholesale destruction of the traditional fabric of society’. Conse-

quently, as Polanyi put it in The Great Transformation (pp. 139–41):

 

There was nothing natural about laissez-faire; free markets could never have come into being merely by allowing things to take their course; … laissez-faire itself was enforced by the state. … To the typical utilitarian … laissez-faire was not a method to achieve a thing, it was the thing to be achieved.

 

This conception of the market, as something contingent rather than natural,

as something intended rather than spontaneous, is fundamentally incompat-

ible with the treatment of the market in orthodox economic theory. In the case

of the latter a market is presumed to exist in the interstices of human exist-

ence, appearing whenever goods or services are transferred from one agent to

another. In contrast, for Polanyi, the market is an historically specific social

institution, created, like other institutions, in part through conscious design.

Not only was the state necessary to establish laissez-faire, but once a

relatively ‘free’ market system had been established, as in Britain in the first

half of the nineteenth century, the very operation of the supposedly ‘self-

regulating’ system required continuous meddling and monitoring by the state:

 

The road to the free market was opened and kept open by an enormous increase in continuous, centrally organized and controlled interventionism. To make Adam Smith’s ‘simple and natural liberty’ compatible with the needs of a human society was a most complicated affair. Witness the complexity of the provisions in the innumerable enclosure laws; the amount of bureaucratic control involved in the administration of the New Poor Laws … or the increase in governmental adminis-tration entailed in the meritorious task of municipal reform. And yet all these strongholds of governmental interference were erected with a view to the organiz-ing of some simple freedom – such as that of land, labour or municipal administration. … [T]he introduction of free markets, far from doing away with the need for control, regulation and intervention, enormously increased their range. Administrators had to be constantly on the watch to ensure the free work-ings of the system. Thus even those who wished most ardently to free the state from all unnecessary duties, and whose whole philosophy demanded the restric-514 Karl POLANYI

 

tion of state activities, could not but entrust the self-same state with new powers, organs, and instruments required for the establishment of laissez-faire.

 

Polanyi describes this as a ‘double movement’:

 

While on the one hand markets spread all over the face of the globe and the amount of goods involved grew to unbelievable proportions, on the other hand a network of measures and policies was integrated into powerful institutions de-signed to check the action of the market relative to labour, land and money. … Society protected itself against the perils inherent in a self-regulating market system – this was the one comprehensive feature in the history of the age. (p. 76)

 

Polanyi thus rebuts libertarian protestations against state intervention in the

market. For him, this is as ‘natural’, or otherwise, as the earlier creation of

the comprehensive market. He even makes a case that such ‘protective’ meas-

ures emerged more spontaneously in the nineteenth century than the evolution

of the market system itself.

What is Polanyi’s relevance today? Obviously, Polanyi provides a thor-

ough and forceful critique of neo-liberalism, his ideas providing an important

counter to those of Friedrich Hayek, Milton Friedman and others of the New

Right. But there are other reasons why he remains a relevant thinker, unjusti-

fiably neglected by economists.

First, at the fundamental theoretical level, Polanyi’s economic anthropol-

ogy rehabilitates Aristotle’s non-subjectivist concept of use-value that was

taken up by Smith, Ricardo and Marx. Consequently, his work provides an

alternative to the utilitarianism and subjectivism that has dominated econom-

ics for more than one hundred years. It points to the study and evaluation of

real human needs as an alternative to the unquestioning acceptance of the

sovereignty of individual wants.

Second, Polanyi showed that the creation of the ‘free’ market necessitated

continuous and extensive state intervention to make the market ‘work’. Al-

though Polanyi did not envisage this, his argument has clear application to

the case of an attempt to move from a social-democratic mixed economy to

an economy where the market plays a greater role, through privatization and

the intrusion of market accounting methods into the remaining government

and public sectors. Such attempts have been made in Britain and the United

States in the 1980s, under the leaderships of Margaret Thatcher and Ronald

Reagan, and in the name of ‘rolling back the state’. Polanyi’s analysis shows

that any such movement is not likely to lead to the announced diminution of

state powers, but instead to increasing intrusion and regulation by the central

state. This has been borne out acutely in Britain and to some extent in the US.

Third, in the case of the transformation of the European Union, and the

creation there of a single market, Polanyi’s argument counters the belief –
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held by Mrs Thatcher and other neo-liberals – that such an integrated market

is possible without corresponding federation or integration at the political

level. It is forcefully implied by Polanyi’s approach that extended and inte-

grated markets require a corresponding extension of the supervisory and

regulatory apparatus. At a minimum this is necessary to establish and super-

vise standards, and to ensure contract compliance. It is consistent with Polanyi

to argue that extended markets depend upon the symbolic and practical

support of a unified currency and integrated banking system: a fully inte-

grated European market will not be possible without a European state.

In one sense Polanyi’s work may appear less relevant today. He wrote at a

time when central planning had a degree of popular and intellectual support

in the West. With the dismantling of central planning throughout the Eastern

bloc in the 1990s, support for some kind of market system is now wide-

spread. In this context, and dressed up in a anti-market guise, Polanyi’s views

could appear old-fashioned, utopian and theoretically naive.

However, whilst in Polanyi’s writing we can detect the influence of an

intellectual environment which has passed, it is far too simplistic to interpret

him as a straightforward anti-marketeer. Indeed, his sophisticated conception

of markets can be given a modern relevance. As noted above, he stressed the

unavoidable connections between markets and social relations and institu-

tions, the manner in which markets can tend to generate social legislation to

ameliorate their undesired effects, and the important proposition that to pur-

sue a pure and free market system is itself to chase a hallucinatory and

unobtainable dream.

Consequently, Polanyi’s work has a direct relevance for economies in

transition. Leaving on one side the question of whether the extension of the

market there is desirable or necessary, Polanyi’s work suggests that the

market cannot be sustained without both state regulation and the type of

developed and ingrained pecuniary culture. Prior to the full development of

such a social culture, overly rapid attempts to extend the market led to

severe problems in the 1990s. The fact that markets have taken much longer

to develop than formerly anticipated by some experts is a vindication of

Polanyi’s argument.

In sum, Polanyi’s theoretical work retains much of its force and relevance

today, and its subtlety makes it viable for further extension and development.

He deserves a following amongst economists to match his already existing

high reputation amongst historians and anthropologists. It is appropriate that

the Karl Polanyi Institute for Political Economy was founded after the cente-

nary of his birth in 1986. Located in Concordia University (Montreal, Canada),

it publishes a regular bulletin, houses his archives and helps to propagate his

ideas.
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Raül PREBISCH (1901–1985) J. Gabriel Palma

Raül Prebisch was born on 17 April 1901 in Tucumàn (Argentina) and died

at the age of 84 in Santiago de Chile. He graduated in Economics at the

University of Buenos Aires in 1923, having already published six articles; his

first paper – written at the age of 17 – was (not surprisingly) on the subject of

industrialization.

He was Professor of Political Economy at the University of Buenos Aires

from 1925 to 1948. In addition he held various other positions in Argentina,

the two most important being Under-Secretary of Finance (at the age of 27)

and first Director-General of Argentina’s Central Bank (aged 32). In 1950 he

moved to the UN as Executive Secretary of the Economic Commission for

Latin America (ECLA), and in 1963 to the UN’s Conference on Trade and

Development (UNCTAD) as its first Secretary-General. When his term of

office ended in 1969, he went back to Santiago de Chile as Director-General

of the UN’s Latin American Institute for Economic and Social Planning

(ILPES).

Although his main intellectual and political concern was always the need

for industrialization in peripheral countries, he acknowledged near the end

of his life that he had first viewed the problem from the perspective of

conventional economic thinking. It was not until he had witnessed the

Great Depression and read The General Theory that he began to search for

more ‘heterodox’ mechanisms to stimulate this process of peripheral indus-

trialization.
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Towards the end of the 1940s, having written several articles and an influ-

ential book on Keynes, he began to develop his well-known thesis on the

obstacles to economic development in the periphery. His ideas became known

all over the world in the 1950s when he led his ECLA team to the formulation

of what became known as the ‘structuralist’ approach to the analysis of these

problems – the first major contribution to the social sciences coming from

Latin America.

From an early stage, Prebisch and his ECLA team used the concept of

‘structuralism’ to describe their theoretical and methodological approach to

the analysis of the process of economic development in Latin America.

‘Structuralism’ is usually understood to be a method of enquiry which chal-

lenges the assumptions of empiricism and positivism. This method is found

in literary criticism, linguistics, aesthetics, and both Marxist and non-Marxist

social sciences.

The principle characteristic of structuralism is that it takes as its object of

investigation a ‘system’ – that is, the reciprocal relations between parts of a

whole, rather than studying the different parts in isolation. In a more specific

sense, this concept is used by those theories that claim the existence of a set

of social and economic structures that are themselves unobservable but which

generate observable social and economic phenomena. In anthropology, struc-

turalism is particularly associated with Lévi-Strauss and Godelier. The main

structuralist current in Marxist thought originates from Althusser and opposes

the version of Marxist theory developed by Lukàcs, Gramsci and the Frank-

furt School. Whilst the first group seeks to explain social phenomena by

reference to the underlying structure of the mode of production, the second

group of Marxist theorists stresses the role of human consciousness and

action in social life.

The key to the internal unity of ECLA thought lay in the early postulation

of the ‘structuralist nature’ of the original ideas and hypotheses around which

its subsequent contributions were to be organized. Prebisch and his ECLA

team were basically concerned with what they saw as the four ‘stylized facts’

of underdevelopment: (i) the growing gap in the level of income between

centre and periphery; (ii) the persistent unemployment in the periphery; (iii)

the persistent balance of payments disequilibrium in the periphery, which

imposed an important external constraint to the process of economic growth;

and (iv) the tendency to deterioration of the terms of trade of the periphery.

Prebisch’s main analytical concerns were to build a theoretical framework to

explain these four phenomena – tracing their causes to the level of production

(economic structure of the periphery) and of circulation (pattern of interna-

tional trade) – and to develop a comprehensive set of economic policies to

help developing countries overcome these ‘stylized facts’ of underdevelop-

ment in practice.
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At the core of Prebisch’s analysis lies his differentiation of the economic

structures of the centre and periphery. In the former, the economic structure

is seen as homogeneous and diversified; in the latter as heterogeneous and

specialized. He associated the problem of unemployment in the periphery

with structural heterogeneity, and that of the balance of payments and terms

of trade with the excessive degree of specialization. Together they were

responsible for the increase in income differentials between the centre and

the periphery.

For Prebisch the two poles of the world economy were closely bound

together, conditioning each other mutually and reciprocally. Therefore, the

structural differences between the centre and the periphery could not be

defined or understood in static terms, as the transformation of either pole

would be conditioned by the interaction between them. Thus centre and

periphery formed a single, dynamic system. ‘Structural’ factors can be de-

scribed more fully as follows:

 

1.   Structural heterogeneity and unemployment.   The economic structure

of the periphery was understood as ‘heterogeneous’ by Prebisch because

in it coexisted economic activities with significant productivity differ-

ences, the two extremes being the export sector with relatively high

productivity of labour, and subsistence agriculture with particularly low

productivity.

In this context, the labour market in the periphery has two tasks: the

absorption of additions to the active population, and the reabsorption of

the labour force of the most backward areas into economic activities with

higher productivity. As Prebisch’s and ECLA’s analyses assume that the

demand for labour is proportionate to the level of investment, and as this

takes place almost exclusively in the ‘modern’ sector, full employment of

the labour force at adequate levels of productivity can only be achieved if

the rate of capital accumulation in the modern sector (export and import-

substituting manufacturing activities) is sufficient not only to absorb the

growth in the whole of the active population, but also to reabsorb labour

coming from the ‘traditional’ sector. It is from this heavy burden on the

modern sector that the structural tendency towards unemployment can be

deduced.

2.   Specialization in production and external disequilibrium.   The economic

structure of the periphery was understood by Prebisch as ‘specialized’ in

a double sense: the export sector typically represents a substantial pro-

portion of the national product, and the economy in general is poorly

integrated. As a rule, exports are concentrated upon a few primary prod-

ucts, with production characteristically confined to an ‘enclave’ within

the peripheral economic structure (or, in other words, having very lim-
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ited backward and forward linkage effects with the rest of the economy).

One of the main economic consequences of this phenomenon is that a

significant proportion of the demand for manufactured products has to be

met by imports from the centre. Given that the income elasticity for these

products is greater than unity, imports from the centre will tend to grow

faster than the level of real income. The opposite is the case in the centre

in relation to their primary commodities imports from the periphery

since their income elasticities are usually less than unity; hence the

centre’s imports from the periphery grow less rapidly than the periph-

ery’s imports from the centre and, often, even less rapidly than real

income in the centre.

Thus for a given rate of growth of real income in the centre, the

disparity between the income elasticities of imports at each pole will

impose a limit upon the rate of growth of real income in the periphery.

This will not only tend to be less than that of the centre, but less in

proportion to the degree of the disparity between the respective income

elasticities of demand for imports. As the periphery has constantly at-

tempted to surpass this limit, it has exposed itself to successive deficits in

its balance of trade (resulting in continuous devaluations and/or foreign

borrowing); the only long-term solution to relieve the periphery from

this external constraint on its rate of growth would be an increased effort

to satisfy the highly income-elastic demand for manufactured products

with local production (so as to make imports less income-elastic), and/or

to diversify its export trade towards more income-elastic products (so as

to increase the centre’s income elasticity for imports from the periphery).

For Prebisch, only a process of industrialization could achieve these

objectives and thus enable the periphery to enjoy a higher rate of growth

of real income compatible with balance of payments equilibrium.

3. Specialization, heterogeneity and the tendency to deterioration of the

terms of trade. Prebisch’s best-known thesis concerns the tendency to

deterioration of the terms of trade of the periphery, developed at the

same time as Hans Singer’s theory on the subject (1950). (It is not clear

whether Prebisch saw this as the most important part of his work, but this

hypothesis was a seductive challenge to that part of the North American

academic establishment which is ever anxious to extract from the struc-

turalist approach unidimensional hypotheses referring to clearly

established variables for its own consumption.) Prebisch was concerned

with the effect of economic growth on the terms of trade. His hypothesis

was that both from the point of view of the demand for imports and that

of supply of exports there are reinforcing elements that, if left to an

unregulated international market, would tend to work against the terms

of trade of the periphery, creating a tendency for its secular deterioration. 520 Raül PREBISCH

 

This ‘tendency’ and the disparity in the distribution of gains from trade

which it brings with it are, according to Prebisch and ECLA, a logical

analytical deduction from the phenomena of specialization and heteroge-

neity.

 

There are demand and supply elements behind these phenomena. From a

demand point of view – given the problem of specialization and the differ-

ence in income elasticities for imports between the centre and the periphery

with respect to each other – the ‘consumption path’ of the periphery (the

changes in the composition of local consumption as incomes grow) is more

biased towards trade than that of the centre with respect to the periphery.

From the point of view of supply – given the effect of heterogeneity on

technological change and the differences in price elasticities of supply of

exports between the centre and the periphery – the ‘production path’ of the

periphery (the changes in the composition of local production as incomes

grow) is also more biased towards trade than that of the centre (the share of

exports to the other pole in total output in the periphery grows faster). In this

respect, Prebisch put great emphasis on the peculiarities of productivity change.

For him there was one similarity and two differences in terms of the creation

and diffusion of technological change in the centre and the periphery. The

similarity is that technological change and increases in productivity are rela-

tively high in both export sectors. The differences, on the one hand, are that

those of the manufacturing sector tend to spread more to the rest of the

economy (externalities are higher) than those of primary production (export-

led growth based on primary commodities could in fact reinforce structural

heterogeneity). On the other hand, the increases in productivity in the manu-

facturing sector in the centre do not tend to be transferred into lower prices as

do those of primary production (mainly due to market ‘imperfections’ in the

centre both in product and labour markets).

The combined effects would be an excess demand for imports of manufac-

tured goods and an excess supply of exports of primary products from the

periphery. If left to the ‘invisible hand’ of international markets, these phe-

nomena would tend to push up prices of manufactured goods demanded by

the periphery and push down prices of primary commodities exported by the

periphery – thus the tendency towards the deterioration of the terms of trade

of the periphery.

Within this context, if the periphery is to avoid a slower rate of growth than

the centre (or avoid the need to increase its requirements of foreign borrow-

ing), it must obviously have a consumption and production path less biased

for trade. It must produce locally more of the highly income-elastic importables

and diversify exports towards more price-elastic, productivity-spreading com-

modities – a process of industrialization.
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In summary, the essence of Prebisch’s thought is that if the periphery is to

achieve accelerated and sustained economic growth, it has to avoid unem-

ployment, external disequilibrium and the deterioration of the terms of trade.

A necessary condition – and some ECLA writings seem to suggest a suffi-

cient one – is the development of a process of import-substituting

industrialization. However this process cannot be expected to take place

spontaneously, for it would be inhibited by the international division of

labour and by a series of structural obstacles internal to the peripheral econo-

mies. Consequently, a series of measures were proposed intended to promote

a process of deliberate or ‘forced’ industrialization; these included state inter-

vention in the economy, both in the formulation of economic policies orientated

towards those ends and as a directly productive agent. Among the economic

policies suggested were those of ‘healthy’ protectionism, exchange controls,

the attraction of foreign capital into manufacturing industry, and the stimula-

tion and orientation of domestic investment. The intervention of the state in

directly productive activities was recommended in those areas where large

amounts of slow-maturing investment were needed, and particularly where

those needs coincided with the production of essential goods and services.

Of these policies the two most contentious turned out to be those of

encouraging the role of the state as a direct producer, and the preference of

tariffs to devaluation as a mechanism of adjustment of the balance of pay-

ments of the periphery. The former was justified on the grounds of the

weakness of the private sector in developing countries; the latter, and more

controversially, on the set of assumptions and hypotheses concerning the

nature of international trade between centre and periphery. Prebisch’s and

ECLA’s scepticism regarding the effectiveness of devaluation was based both

on the belief that the ‘Marshall–Lerner’ condition would not hold for the

periphery, and due to its possible deflationary effects. It was thought that both

the local demand for imports and the international demand for the periphery’s

exports were very inelastic, while the local supply for exports was ‘exces-

sively’ elastic (at least to price increases); tariffs, on the other hand, work

directly on imports and only indirectly on exports. The direct effect of a tariff

is to restrict the volume of imports, increasing the price of the respective

commodities; some of the indirect effects are to stimulate domestic produc-

tion of these commodities, restrict their domestic consumption and increase

public revenues. In this way, a tariff would tend to improve the balance of

payments via import-substituting industrialization.

In one of his last articles, Prebisch summarizes his and ECLA’s task as

having been that of ‘showing that industrialization was an unavoidable pre-

requisite for development’ (1980, p. viii). Furthermore the article in question

at times uses the concepts of ‘industrialization’ and ‘development’ synony-

mously.
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It is important to stress that for Prebisch the argument for industrialization

does not emerge only from a ‘demand side’ approach to the process of

development – differences in income and price elasticities of demand for

imports and exports between the centre and the periphery (arguments at the

level of circulation of commodities). It is also due to a ‘supply side’ analysis,

pointing to the very nature of manufacturing production, especially its exter-

nalities (an argument at the level of production similar to that of Verdoorn

and Kaldor). For Prebisch each of these two sets of arguments is a sufficient

condition for industrialization; together, they amount to an overwhelming

case.

From this analysis it is clear that one of the nuclei of Prebisch’s thought

was his critique of the conventional theory of international trade (as ex-

pressed in the Heckscher–Ohlin–Samuelson version of Ricardo’s theory of

comparative advantage). This critique aimed to show that the international

division of labour, which conventional theory claimed to be ‘naturally’ pro-

duced by world trade, was of much greater benefit to the centre. Prebisch’s

theory contradicts Ricardo’s comparative advantage theory due to its static

nature. For Prebisch, given his assumptions, the higher the rate of growth of

productivity in the export sector of the periphery (primary commodities), the

greater the need for import-substituting industrialization (see 1983, p. 1082).

His theory also contradicts the ‘classical approach’ to the terms of trade

(shared by economists from Mill to Keynes) which argued that in the long

term they should move in favour of primary production. On the other hand,

Prebisch would certainly be in agreement with Joan Robinson’s argument

that in Ricardo’s classical example of the mutual benefits from trade between

Portugal and England, the former, having destroyed its promising textile

industry, ended up with a low rate of accumulation, while the latter, having

concentrated in manufacturing production, ended up with an industrial revo-

lution (1979).

It is not particularly surprising that Prebisch and ECLA should have at-

tracted their share of criticism, particularly as they went beyond theoretical

pronouncements to offer packages of policy recommendations. They were

condemned from sectors of the left for failing to denounce sufficiently the

mechanism of exploitation within the capitalist system, and for criticizing the

conventional theory of international trade only from ‘within’. On the other

hand, from the right the reaction was immediate and at times ferocious.

Prebisch’s and ECLA’s policy recommendations were totally heretical from

the point of view of conventional theory, threatening the political and eco-

nomic interests of significant sectors. Leading critics in academic circles

were R.E. Baldwin and G. Haberler.

On the political front, the right accused ECLA of being the ‘Trojan horse

of Marxism’ on the strength of the degree of coincidence between both
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analyses. In both cases the principal obstacle was located overseas (the inter-

national division of labour imposed by the centre) and both shared the

conviction that without extraneous effort to remove internal obstacles to

development (the traditional sectors), the process of industrialization could

be greatly impeded.

Furthermore, the coincidence between crucial elements of the analysis of

the two respective lines of thought is made more evident by the fact that the

processes of reformulation in each occurred simultaneously. Thus when it

became evident that capitalist development in Latin America was taking a

different path from that expected, a number of ECLA members began a

process of reformulating the traditional thought of that institution. At the

same time an important sector of the Latin American left was breaking with

the traditional Marxist view that capitalist development was both necessary

and possible in Latin America, but hindered by the ‘feudal-imperialist’ alli-

ance. Moreover, both reformulations had one extremely important element in

common: pessimism regarding the possibility of capitalist development in the

periphery (see Palma, 1978 and 1988).

As Rodriguez rightly points out (1980), it is also important to note that the

structuralist nature of Prebisch’s thought not only contributes to its internal

unity, but is also responsible for some of its limitations. At Prebisch’s level of

analysis no consideration was given to the social relations of production

which are at the base of the process of import-substituting industrialization,

or to the related transformation in other structures of society that this induces

in its wake.

Prebisch and ECLA propose an ideal model of sectoral growth designed in

such a way that the three tendencies peculiar to economic development of the

periphery are avoided; from this are derived the necessary conditions of

accumulation which will allow the proportionality required for the transfor-

mation of different sectors of material production. Nevertheless, even when

pushed to the limits of its potential internal coherence, the structural ap-

proach is insufficient for the analysis of the long-term evolution of the

economic system as a whole which clearly involves more than just the trans-

formation of the structure of production. Prebisch’s and ECLA’s theories

describe and examine certain aspects of the development of the forces of

production (to the extent that they deal with the productivity of labour and the

degree of diversification and homogeneity of the structure of production), but

do not touch upon the relations of production, nor, as a result, on the manner

in which the two interact.

Furthermore, the analysis of the inequalities of development cannot be

carried out solely in terms of the patterns of accumulation necessary to avoid

the creation of certain disproportions between the different sectors of mate-

rial production, since inequalities of development are clearly linked to the 524 Raül PREBISCH

 

possibilities of savings and accumulation in each pole. The requirements as

far as accumulation is concerned are derived from those disproportions, but

their feasibility depends more on the general conditions in which accumula-

tion occurs at world level. In other words, if the intention is to analyse the

polarity of the centre–periphery system, it is not enough to postulate the

inequality of development of the forces of production; it is necessary also to

bear in mind that those forces of production develop in a framework of a

process of generation, appropriation and utilization of the economic surplus.

That process, and the relations of exploitation upon which it is based, are not

produced purely within each pole, but also between the two poles of the

world economy.

Some additional problems related to Prebisch’s contribution to develop-

ment economics are as follows:

 

1. Although it was not their intention, Prebisch’s and ECLA’s ideas have

undoubtedly led to a clear bias in many countries of the periphery against

the production of primary commodities per se (with very unpleasant

consequences in many cases).

2. Recent studies have shown that far from being an ‘enclave’, the primary

commodities export sector of many developed countries has had significant

linkages (both backward and forward) with the rest of the economic

structure (see, for example, Palma, 1979).

3. Prebisch’s work does not sufficiently take into account the fact that some

countries of the centre are major producers of primary commodities, and

some in the periphery of manufactured goods, and that there are impor-

tant conflicts of interest within the periphery. For example, there could

be significant gains in the short term for a peripheral country rapidly to

expand its exports of a given primary commodity even when its competi-

tors in the periphery were controlling their own output.

4. Prebisch did not sufficiently stress that in order to benefit significantly

from industrialization, the periphery should not only produce the highly

income elastic importables for the home market, but should also diver-

sify its exports towards manufactured goods as soon as possible.

 

Some of Prebisch’s and ECLA’s analyses reemerged in the 1980s in some Latin

and North American academic circles (the most important contributions com-

ing from Taylor, see especially 1983). In some cases this was more as

conventional economic analysis attempting to integrate some of the structural-

ist assumptions and hypotheses, or as an attempt to formalize classical ECLA

thought (which has, nevertheless, proved to be an important contribution, and a

much needed one, to mainstream economics) rather than an attempt to use

structuralism as a different method of enquiry for economic analysis.
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There can be little doubt that Prebisch is the best Latin American econo-

mist, and one of the very best development economists, ever. His ‘trade mark’

was always to be concerned with the real world. Most of his contributions

originated in the examination of specific problems, around which a series of

theoretical arguments were articulated in an attempt to isolate their causes

and to justify those economic policy measures recommended to resolve them.

Basically, he belonged to the ‘markets are good servants, but bad masters’

Keynesian school of economic thought. If individual and anonymous deci-

sions in unregulated markets tend to produce disequilibria and slow rate of

growth in the periphery, this can be avoided by the collected decisions of

individuals through the state. In this way, Prebisch, in the Keynesian tradi-

tion, was opposed not only to the ‘harmony of unregulated classical liberal

capitalism’, but also to the traditional Marxist view that the growing and

cumulative contradictions of capitalism would necessarily become unman-

ageable in the end. Following this, he spent 60 years of a very productive

professional life continuously trying, in theory and in practice, to develop the

ideal framework in which markets could best serve the process of economic

development in peripheral countries. His eclectic – and often heretical –

views on the role of markets not only made him a notorious ‘dissident’

(which probably cost him the Nobel Prize), but also brought him continu-

ously into conflict with the mainstream of our profession which prefers to

look at the ‘invisible hand’ more as an object of idolatry than as a subject of

scientific analysis.
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Michael REICH (born 1945)

I was born at the end of the Second World War, on 18 October 1945, in

Trzbina, Poland (near Cracow) to Polish-Jewish Holocaust-survivor parents.

After moving temporarily to Stuttgart (Germany) in 1946, my family settled

in the United States in 1949. I went to public schools in New York City and

then enrolled at Swarthmore College (in Pennsylvania), graduating with a

B.A. with Honours in 1966.

A child of the Sputnik age, I went to college initially intending to become a

physicist and so concentrated my courses in science and mathematics. During

two summers I supplemented my college instruction by working as a solid

state physics trainee at the US Naval Research Laboratory in Washington

D.C. This research led to my first scientific publication, ‘The F-Band in

Isotopically Enriched Lithium Fluoride’ (with H. Rabin) in The Physical

Review (1964).

During my college years I became drawn to the New Left, first by the

involvement of my fellow students in the beginnings of the civil rights move-

ment in the North, and then by the student movements for participatory

democracy. My activism became most intense on behalf of poor urban com-

munity organizations and in community and student movements protesting

against US military intervention in Vietnam. As with so many others of my

generation, these experiences profoundly influenced my career decisions and

intellectual outlook.

Believing that a better understanding of the economy was important for

social change, I decided to pursue graduate training in Economics. Perhaps

naively, I chose Harvard’s Ph.D. programme because of its faculty’s highly-

publicized role in innovative social and economic policy under President

Kennedy. In fact, the required courses were quite conventional. My first

research experience in graduate school proved to be considerably more inter-

esting, however, as it involved fieldwork in low-income labour markets in

Boston and an evaluation of local training and employment programmes.

This research, which I conducted with David M. Gordon (under the supervi-

sion of John T. Dunlop, Peter B. Doeringer and Michael J. Piore) provided

some of the impetus both for Doeringer and Piore’s institutionalist theory of

dual labour markets and for the radical theory of labour market segmentation

developed by myself, David Gordon and Richard Edwards (and published in

the American Economic Review, 1973).

In contrast to competitive neoclassical models, both versions of segmenta-

tion theory emphasized the coexistence of distinct segments of the labour

market – primary and secondary. The primary market is characterized by high

wages, stable job ladders and mobility within the firm (internal labour mar-

kets) and therefore low turnover; the secondary market is characterized by

low wages, unstable and dead-end jobs and high turnover. We suggested that
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poverty and low earnings are not just the result of unemployment or inad-

equate individual investments in ‘human capital’. They also result from the

structural barriers that separate the two segments and trap many workers in

the secondary labour market.

The radical version of segmentation theory differed initially from the insti-

tutionalist account in emphasizing how primary employers benefit from a

variety of specific strategies, including, but not limited to, job ladders and

racial discrimination in access to primary jobs; such strategies fragment the

overall workforce and reduce workers’ bargaining power relative to capital.

Primary employers and workers also benefit because primary firms can

smooth their cyclical variations by shifting a disproportionate share of busi-

ness cycle adjustments to the secondary sector. Our fuller statement of

segmentation theory (published as Segmented Work, Divided Workers, 1982)

provides a more historically differentiated account of these relationships,

emphasizing the compromises that capital was forced to make with the un-

ionized section of the labour force in the 1930s and 1940s. More on this

below.

While a graduate student at Harvard in 1968, I helped to found the Union

for Radical Political Economics and to organize an influential circle of radi-

cal economists. This was indeed a time of exciting intellectual and political

ferment. Our radical economic perspective was formed both by the crucible

of the civil rights, antiwar, student power and feminist movements, and as a

reaction to what seemed to us to be the ideologically apologetic role of most

liberal economists and of what Samuelson then called the ‘neoclassical eco-

nomics synthesis’. (More recently, as liberal economists have lost influence

relative to free-market conservatives, and as neoclassical economics has be-

come more diverse than in the 1960s, I have become more impressed with the

width of the ideological spectrum encompassed by the neoclassical label.)

We tried out our ideas in a collectively taught course and then developed

them into the most widely-read textbook of radical economics, The Capitalist

System (1972).

The main thesis of the first edition of our book argued that whereas neo-

classical economics presented capitalism as the best (most efficient) of all

possible worlds, we regarded capitalism as deeply implicated in the multiple

oppressions that we saw around us: inequality, alienation, racism, sexism,

imperialism, waste and irrationality. Our vision of radical economics differed

from traditional Marxism both in our fundamental dissatisfaction with the

undemocratic character of Stalinist countries – we preferred a decentralized,

democratic participatory socialism that did not and still does not exist – and

in our lack of concern with such standard Marxian economic topics as the

labour theory of value and the failing rate of profit. To be sure, we placed the

concepts of class conflict and power at the centre of radical economic theory.
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But we were more influenced by the broader Marxian fare, notably the

theories of alienation and of historical change, and by the new social move-

ments (such as feminism and environmentalism) whose concerns were not

narrowly economistic and whose political visions and strategies seemed more

transformative than those of the established labour movement.

Besides working on the overall conceptualization and the substantial chap-

ter introductions (and on the thoroughly revised second and third editions),

my contributions to The Capitalist System include articles on the following:

the evolution of the US labour force, which argues that both proletarianization

(the expansion of wage and salary labour) and stratification among workers

characterized the US class structure; the stimulus of military spending to the

US economy in a period of demand-constrained growth; the relation of the

US political party system to the evolution of its class structure; and an article

on the economics of racism, which had become the focus of my dissertation

research.

 ‘The Economics of Racism’ (originally published in 1970 and reprinted in

The Capitalist System) summarized my surprising econometric finding that

black–white racial income differences hurt most whites, while benefiting only

the very top of the white income distribution. I suggested that this finding was

consistent with a divide-and-conquer theory of racism, in which capitalists

were the beneficiaries (even though they were not the sole agents) of racial

discrimination against blacks. At the same time, these results were inconsistent

with neoclassical theories of discrimination, such as that of Gary Becker, in

which capitalists are hurt and white workers gain from discrimination.

I expanded this study into a doctoral dissertation, under the supervision of

Kenneth Arrow, Samuel Bowles and Stephen Marglin, and then developed it

further into book form. Racial Inequality (1981) also includes documentation

and analysis of the persistence of black–white income differences in the post-

Civil Rights Act era; a microeconomic model of the profitability of

discrimination under competitive conditions; an historical study of the vicis-

situdes of black–white race relations relative to labour–capital struggles, and

elaborated econometric analyses of the distributional impacts of racism upon

whites.

After teaching for three years at Boston University, in 1974 I was ap-

pointed Assistant Professor of Economics at the University of California at

Berkeley, with promotions to tenure in 1981 and to full Professor in 1989. At

Berkeley I introduced a new graduate field in Political Economy, and have

regularly taught courses on Marxist economics, political economy, and the

history of economic thought. My teaching responsibilities have stimulated

some of my writing, including an article on ‘Empirical and Ideological Ele-

ments in the Decline of Ricardian Economics’ (1980) and a work in progress
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The bulk of my research has continued to focus on labour economics. This

research has benefited from my association with Berkeley’s Institute of In-

dustrial Relations, and I have served as editor of its scholarly journal, Industrial

Relations, since 1986. I had previously served terms on the editorial boards

of the Review of Radical Political Economics and Socialist Review.

A central and continuing theme in my research concerns the persistence of

inequality among workers in capitalist economies. In my work on racial

inequality I argue, contrary to what was once received neoclassical wisdom,

that competition among employers is not sufficient to eliminate labour mar-

ket discrimination. Employers’ profits are not maximized simply by equating

wages with marginal productivity, but by organizing the best relation be-

tween the effort expended by labour and the associated wage and supervision

costs. (These once-dissenting ideas have since gained some currency in lib-

eral neoclassical circles, under the label of efficiency wage and rent-sharing

theories of wage determination.) Since workers have both an interest in and

some capacity to cooperate and act collectively, employers gain from struc-

tures that inhibit worker cooperation and enhance worker competition. Such

structures include job ladders and competition for promotion, as well as

discriminatory patterns and practices by white workers that reproduce race

rather than class orientations.

Since racial differences in employment and wages hurt white workers,

efforts to eliminate discrimination can be part of a non-zero sum game

among all workers, provided that class and racial issues are addressed

simultaneously. In the 1970s, however, conservatives argued vociferously

that white workers were hurt by policies such as affirmative action, which

had only a racial basis. I argue that this incorrect perception fuelled a white

backlash and contributed to the conservative turn of the 1970s and 1980s

(see 1988b).

The economic crisis that began in the mid-1970s heightened the interest of

many radical economists in processes of macroeconomic transformation.

Together with David Gordon and Richard Edwards, I developed a theory of

Social Structures of Accumulation (SSA) to explain the relationship that we

observed between long swings in economic activity and distinct stages of US

capitalist development, particularly in the sectors involving labour (1982).

Segmented Work, Divided Workers argues that the US economy has under-

gone three significant transformations, or stages of development: a stage of

competitive capitalism stretched from about the mid-1840s to the mid-1890s,

with initial proletarianization as the dominant labour trend; a second stage,

monopoly capitalism, lasted from about the mid-1890s to about the mid-

1930s, with homogenization of the workforce as the dominant labour trend; a

third stage of ‘post-war’ capitalism ranged from about the mid-1930s to the

mid-1980s, with labour market segmentation as its dominant labour trend.
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The economic recovery of capitalism since the mid-1980s suggests that a

fourth stage has begun,

SSA theory is concerned with providing an account of these historical

transformations of US capitalism. An SSA consists of the ‘institutional’

environment that surrounds the process of capitalist accumulation. This

includes economic institutions such as the structure of labour markets and

industrial relations, the supply of raw materials, corporate governance struc-

tures, the degree of competition in product markets, the structure of banking,

finance and credit, and the international environment. The SSA is also

comprised of political and social institutions, such as the role of the state,

the structure of political parties, the strength and composition of middle

classes, the structure of the educational system, and the character of race

and gender relations, for these can also significantly impinge upon the

process of capital accumulation.

In each stage of US capitalism a distinctive SSA initially facilitated rapid

growth for a time and then came apart in a long period of economic crisis.

The development of each new SSA and the ushering in of a new stage of

capitalism involved institutional and ideological experimentation, political

conflict and the construction of a new political coalition, including a political

party realignment. SSA theory suggests that socio-political factors – such as

collective action and popular aspirations and struggles for democratic rights

and social justice – are just as important as the drive for profits and efficiency

in explaining how capitalist economies evolve. The elaboration of these themes,

as well as investigations into the changing character of labour market seg-

mentation in the 1980s, constitute the subject of four published articles

(1984, 1988a, 1988b and 1990).

SSA theory provides a framework for analysing the institutional variations

that characterize contemporary capitalist countries. The presence or absence

of markets in labour and capital does not define a unique capitalist economy,

for the social structure within which these markets are embedded and organ-

ized has decisive effects upon the nature of the economy. SSA theory helps

organize, for example, our understanding of the differences among the US,

Japanese and German variants of capitalism. I am currently preparing for

publication a collection of research essays on SSA theory, together with

David Kotz and Terry McDonough. These essays expand and develop SSA

theory and will facilitate further discussion of this approach.

My current research focuses on ongoing developments in labour market

institutions in the United States. To gain a first-hand account of these changes

I have returned to the fieldwork methods of my graduate student days and

have been conducting (together with my Berkeley colleagues Clair Brown

and David Stem) on-site case studies of a number of US companies and

unions. We are examining the impacts of the changed conditions of the 1980s 532 Joan ROBINSON

 

and 1990s upon the organization of work, collective bargaining and govern-

ance structures in the US economy.

While it appears that US labour market institutions are changing rapidly,

their new structure and their coherence with other elements of the new stage

of capitalism that is emerging remain an important research question. The

decline of the primary labour market and of traditional unionism and the

record growth of inequality among workers are occurring simultaneously

with an apparent managerial embrace of ‘Japanese-style’ systems of team-

work and employee involvement in decision-making (see 1989).

My career in economics began with the study of conventional analytical

methods, and then broadened to the non-neoclassical approaches of institu-

tional labour economics and the conflict and power perspectives of radical

economics. These approaches are well suited to advancing our understanding

of the changing nature of capitalism, and they continue to inform my own

research.

 

Reich’s Major Writings

(1972), The Capitalist System (with R. Edwards and T. Weisskopf), Englewood Cliffs: Prentice-

Hall. Second edition 1978; third edition 1986.

(1973), ‘A Theory of Labor Market Segmentation’ (with R. Edwards and D. Gordon), American

Economic Review, 63, May.

(1980), ‘Empirical and Ideological Elements in the Decline of Ricardian Economics’, Review of

Radical Political Economics, 12, Fall. (1981), Racial Inequality: A Political-Economic Analysis, Princeton, NJ: Princeton University Press. (1982), Segmented Work, Divided Workers: The Historical Transformation of Labor in the

United States (with R. Edwards and D. Gordon), Cambridge: Cambridge University Press. (1984), ‘Segmented Labor: Time Series Hypotheses’, Cambridge Journal of Economics, March. (1988a), ‘Income Distribution: an Inter-Industry Approach’ (with C. Davidson), Industrial

Relations, Fall.

(1988b), ‘Postwar Racial Income Differentials: Trends and Theories’, in G. Mangum and P.

Philips (eds), The Three Worlds of Labor Economics, New York: M.E. Sharpe. (1989), ‘When Does Union–Management Cooperation Work?: A Look at NUMMI and GM-Van

Nuys’ (with C. Brown), California Management Review, Summer. (1990), ‘Capitalist Development, Class Relations and Labor History’, in A. Kessler-Harris and C.

Moody (eds), Perspectives on Labor History, DeKalb, IL: Northern Illinois University Press.

 

Joan ROBINSON (1903–1983)                   G.C. Harcourt

Joan Robinson was born in 1903 into an upper middle-class English family

with a tradition of dissent. Her great-grandfather was F.D. Maurice, the

Christian Socialist; her father was Major-General Sir Frederick Maurice, the

victim of the infamous Maurice debate in 1918. Her mother, Helen Margaret

Marsh, was the daughter of Frederick Howard Marsh, Professor of Surgery

and Master of Downing at Cambridge. An uncle was Edward Marsh, civil

servant, patron of the arts and scholar. Joan Robinson was one of five chil-

dren, four daughters and one son. She went to St Paul’s Girls School where
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she read history. She came up to Cambridge in 1922, to Girton, to read

economics because she wanted to know why poverty in general, and unem-

ployment in particular, occurred. She ‘graduated’ in 1925 with a second – ‘a

great disappointment’. In 1926 she married Austin Robinson, the economist,

and they went to India for over two years. This was the start of Joan Robinson’s

love affair with the subcontinent and her interest in what we now call devel-

opment economics.

In 1929 the Robinsons returned to Cambridge which was to be their base

for the rest of their lives (Joan Robinson died in 1983). She was appointed to

a university assistant lectureship in economics and politics in 1934, became a

university lecturer in 1937, a reader in 1949 and a professor of economics in

1965. She was elected to an unofficial fellowship at Newnham in 1962 and to

a professorial fellowship in 1965. She became an honorary fellow of Girton

in 1965, of Newnham in 1971 when she retired from her chair, and of King’s

in 1979.

Joan Robinson was regarded as an outstanding teacher, especially in the

1930s and 1940s, and as an exemplary supervisor of research students, as

demanding as she was supportive. She lectured all over the world to students,

often at their request, never refusing their invitations if it were humanly

possible to get there. In 1973 she published, with John Eatwell, a new type of

text book, An Introduction to Modern Economics, which she hoped would

herald a new dawn in the teaching of the subject. It was splendid in concep-

tion but rough in execution, too ambitious because it tried to distil into one

work a lifetime’s ponderings on economics.

Joan Robinson travelled extensively during her life, spending many (north-

ern) summers in India, in later years (1972–82) with K.N. Raj at the Centre

for Development Studies, Trivandrum in Kerala State. She made many trips

to China after the revolution in 1949. She used to say that she came to learn,

not to teach; in fact, among her papers are notes of the lectures which she

gave on the economics of planning a newly-emerging nation. She both in-

spired the Western young and irritated the old (and not so old) with her

lectures and articles on China, especially in the 1960s. She admitted that

there was a leaven of advocacy in the presentation of her views to offset what

she saw as basic hostility from most other quarters. Others went further,

accusing her, unfairly in my view, of dishonesty.

Elsewhere (Harcourt, 1982), I have described Joan Robinson as the rebel

with a cause par excellence. Perhaps it should have been causes, though there

was an underlying unity in all her endeavours. She passionately hated injus-

tice, whether it be the byproduct of a class-ridden society such as the UK, or

a caste-ridden one such as India, doubly disadvantaged in her view by the

aftermath of the British Raj. (She did say that as imperialist powers went, the

UK was not that bad.) All her life she searched for ways of creating a more 534 Joan ROBINSON

 

just and equitable society, in the process analysing and trenchantly critizing

the societies she knew and the theories of other people about them. She

fervently hoped, for example, that China would create a society in which

poverty would be vanquished and the potential of all its citizens would be

realized in an environment of cooperation, hard work, mutual respect and

affection – inevitably, as she was to admit, an impossible dream but no less

noble for that.

Joan Robinson had a passion for truth and honest argument, no matter how

unpleasant were the conclusions to which it led. She was as hard on herself as

on others, changing her views over her life, yet at any moment of time

fiercely defending them, often with what John Vaizey called ‘bleak Cam-

bridge rudeness’. This could be extraordinarily disconcerting for those who

did not know of it or her. She could be harsh and unfair, but she was also

warm-hearted, a loyal friend and quixotically courageous, an indomitable

free spirit who never gave up nor ever accepted the limitations of age and ill-

health.

As an undergraduate, Joan Robinson absorbed Marshall’s Principles (when

she came up to Cambridge in 1922, it was said that Marshall was economics),

in her case, through the lectures and writings of Pigou and Gerald Shove.

That she understood Marshall through and through may be seen from the

delightful essay she wrote as an undergraduate (with Dorothea Morison),

‘Beauty and the Beast’ (CEP I). It concludes: ‘With this happy union of

producers’ and consumers’ surplus they then lived happily ever after, con-

stantly keeping in mind their higher ideals and maximizing their satisfaction

by equalizing the marginal utility of each object of expenditure’. That she

was eager to criticize Marshall’s views because of her increasing inability to

square them with the unfolding experiences of UK industry in the 1920s is

borne out by the publication in 1933, at the age of 29, of her first major book,

The Economics of Imperfect Competition. It must be stressed, as she herself

pointed out, that the writing of the book was a group effort, the bringing

together of ideas circulating in Cambridge, Oxford and London at the time

(and, of course, in the US, with the concurrent publication of Edward

Chamberlin’s The Theory of Monopolistic Competition).

The Marshallian/Pigovian theory of competitive behaviour predicted that

the reaction to a sustained fall in demand would be the closing down of the

least efficient firms, often permanently, with the rest operating at full capacity

with price equal to marginal cost. In fact, most firms operated at less than

capacity with prices greater than marginal costs. In 1926, Piero Sraffa reacted

to this state of affairs with the ‘pregnant suggestion’ that firms should be

analysed as mini-monopolies operating in a competitive environment, con-

strained by demand, not by rising marginal costs. This idea – together with

the invention of the marginal revenue curve (by Charles Gifford), Richard
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Kahn’s 1929 fellowship dissertation, ‘The Economics of the Short Period’

(now, at last, published in English in 1989) and Shove’s lectures – led to Joan

Robinson’s book.

She herself saw it at the time as a critique of the benefits of laissez-faire

competitive capitalism, for it seemed to deny that the beneficial purging of

the unfit in fact occurred in a slump. ‘With the aid of Richard Kahn … [she]

used the newly invented concept of “marginal revenue” to show how short-

period profits are positive even at under-capacity working’ (1978, p. xi). She

was to say later, though, that her analysis undermined the simple statements

and the normative implications of the marginal productivity theory of distri-

bution. With their ‘new apparatus’ they ‘produced a complete restatement of

the Pigovian system with various amendments’, in particular the demonstra-

tion that ‘it is not true that wages are equal to the marginal product of labour

[so refuting] the orthodox theory of wages, which had stuck in [her] gizzard

as a student’ (1978, p. x).

Though Joan Robinson continued to contribute to the literature on imper-

fect competition in the 1930s, she quickly turned away from it as her main

interest. With Kahn, Austin Robinson, Sraffa, James Meade and the bright

undergraduates of the ‘Cambridge Circus’, she became absorbed in arguing

out the Treatise on Money and helping Keynes in the development of what

was to become The General Theory, the theory of the level of output and

employment as a whole in a monetary production economy. This analysis

was to reveal another and much more damning indictment of the operation of

laissez-faire – the failure to provide full employment of labour because of the

possibility of under-employment equilibrium with which was associated the

phenomenon of involuntary unemployment.

In this endeavour Joan Robinson played an important role. She criticized the

various drafts of the book and the lectures by Keynes which led up to it; she

wrote a number of ‘progress reports’ (1933a, 1933b). After its publication, she

brought out her ‘told to the children’ version, Introduction to the Theory of

Employment (1937a). She extended Keynes’s analysis to the long period (in the

Marshallian sense) to see whether sustained involuntary unemployment could

be a characteristic of long-period equilibrium and whether there were long-

period counterparts of some of the paradoxes of The General Theory such as

that of thrift (1937b). Her approach was to take as given the rate of interest,

allow the appropriate accumulation to occur on Keynesian principles, and then

see if the resulting long-period level of output at which net saving and invest-

ment were zero implied permanent unemployment or not. In her Essays in the

Theory of Employment (1937b), as well as in her introductory book, she ex-

plained systematically the extension of Keynes’s system to an open economy.

Her essay on ‘The Foreign Exchanges’ (1937b), which is Keynesian as well as

Marshallian in inspiration, is a classic in the literature.
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In the mid-1930s another major influence on Joan Robinson emerged – her

interest in Marx, which was sparked off by her review in the Economic

Journal of John Strachey’s The Nature of Capitalist Crisis (1935) and then by

the beginnings of her friendship with Michal ⁄ Kalecki. He first came to

Cambridge just after the publication of The General Theory and amazed Joan

Robinson in particular by knowing all about its contents and more. ‘I still

remember my first meeting with Michal ⁄ Kalecki – a strange visitor who was

not only already familiar with our brand new theories, but had even invented

some of our private jokes. It gave me a kind of Pirandello feeling – was it he

who was speaking or I?’ (CEP III, p. 95). He had come to his results mainly

through Marx’s framework of analysis and his own practical experience and

research. He was to have a lasting effect on the direction of Joan Robinson’s

thought for the rest of her life.

It resulted, first, in her little book in 1942, An Essay on Marxian Econom-

ics, in which she tried to distil out for the orthodox the economic structure of

Marx’s thought. She compared his results with orthodox teaching on various

issues (and, of course, showed that Marx operated on a larger scale and was

interested in problems that had been expunged by the advent of neoclassical

economics with its preoccupation with value, distribution and resource allo-

cation theory within a static framework). Shove (1944) was to point out that

while on the whole, her assessment of Marx was sympathetic, acute and

accurate, give or take a few howlers, her presentation of orthodoxy on many

counts left much to be desired, a charge that was often to be repeated for the

rest of her life.

Be that as it may, the combination of the Keynesian revolution, her interest

in Marx and Harrod’s work on growth theory, just before and after the

Second World War, focused her major efforts for the post-war period on two

separate but related endeavours. The focus was reinforced and strongly influ-

enced by the joint Sraffa–Dobb editions of Ricardo (1951–55, 1973) and then

in 1960 by the publication of Production of Commodities … . The first was a

critique of the orthodox theory of value and distribution itself, together, and

increasingly, with a critique of what she took to be its basic method. Sec-

ondly, there was her attempt, together with Kahn and Kaldor and others, to

bring about the generalization of The General Theory to the long period, but

this time to go over the classical preoccupations with accumulation, distribu-

tion and growth in the light of the findings of, and the insights gained from,

the Keynesian revolution. Joan Robinson was also to make, along with Kahn,

extensive criticisms and developments of the theory of money and the rate of

interest in the context of the debates over liquidity preference versus loanable

funds in the post-war period. In these debates, she drew on her Keynesian

heritage, pointing out that in an analysis of the economy as a whole, it was

not always possible to use the device of the representative individual, for so

Joan ROBINSON 537

 

often macroeconomic outcomes reflected the balancing of forces associated

with the behaviour of different individuals or groups, often with different

power and, most importantly, different expectations in uncertain situations.

Her work on growth theory led her to attempt to analyse the choice of

technique in the economy as a whole as part of the process of accumulation.

In her view it was a very secondary part. Thus, the principal results of The

Accumulation of Capital (1956) are obtained from a model in which there is

only one technique of production available at any moment of time. To exam-

ine the choice of technique she went back to Wicksell and Marshall, as well

as to Hicks in The Theory of Wages (1932). The result was the article for

which she is perhaps best known in the post-war period, ‘The Production

Function and the Theory of Capital’ (1953–54). Alongside this particular

analytical issue was her increasing preoccupation with how she thought tradi-

tional neoclassical economists handled time in their theories, usually by

‘pretending’ it could be treated as if it only had the characteristics of space.

Her basic criticism was that on a plane diagram there was no place for time

as it ran, as she was often to say, at right angles from the blackboard.

Moreover, often this was ignored in discussions of the existence, uniqueness

and stability of equilibrium of a firm, an industry or an economy. One of the

earliest and most readable statements of this point of view is in her 1953

‘Lecture delivered at Oxford by a Cambridge Economist’ (CEP IV, pp. 254–

63). The most comprehensive statement is ‘History versus Equilibrium’ (CEP

V, pp. 48–58). In the 1953–54 article the criticism was reflected in the form

of an attack on the procedure of using comparisons of equilibrium positions

to analyse processes following a disturbance, the failure, as she was to say

later, to distinguish between a difference and a change. This she referred to as

‘a profound methodological error’, adding: ‘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’ (CEP II,

p. 120, emphasis in the original). Sir Dennis Robertson (I, 1951, p. 95) thought,

‘with respect’, that the last sentence was ‘great nonsense’. Joan Robinson

(CEP II, p. 130) agreed it was not ‘well worded’, adding that in the case of

long-lived capital equipment, if each individual was ‘satisfied today that he

could not do better by changing his behaviour [the definition of a state of

equilibrium] … [then] the stock in existence today is in all respects what it

would have been if those concerned had known, at the relevant dates in the

past, what expectations about the future they would be holding today’.

Another favourite analogy was a pendulum. Its ultimate resting place is

independent of whether it is given a slight nudge or arbitrarily lifted high and

let go: not so for analogous disturbances in a market or an economy. Thus, 538 Joan ROBINSON

 

with hindsight, we may see that she was putting back on the agenda an issue

that was discussed very early on in the modern literature by Kaldor, the

problem of path-determined equilibria (except that, ultimately, she went on to

say that there may not ever be equilibria out there to be found). But this was

not the issue that was latched on to in her 1953–54 article; rather it was the

problem of the meaning and measurement of capital within the neoclassical

framework. What meaning could be given to a quantity of ‘capital’ so that we

could say that the rate of profits was high or low partly because we had a

‘little’ or a ‘lot’ of ‘it’? Could we also mean something when we talked of

‘its’ marginal product? This conceptual issue continues to be debated up to

the present day when its implications for the foundations of monetary theory

are being assessed. Joan Robinson herself was quickly to back off from it and

from the related reswitching and capital-reversing debates, and to stress, as

we have seen, the methodological critique. She applied this both to her allies,

the so-called neo-Ricardians (who defended the long-period method), and to

her opponents, as she saw them, the neo-neoclassicals (who used the long-

period method whether they knew it or not); on this, see Samuelson (1975,

pp. 43–5) and Robinson (1980, pp. 135–8).

In the positive aspects of her work she tried to deal with real issues, using a

model of an unregulated free enterprise economy in which firms ‘within the

limits set by their command of finance determine the rate of accumulation’

while members of the public, constrained ‘by their command of purchasing

power, are free to make the rate of expenditure what they please’. The model

was then used ‘to analyse the chances and changes of development of an

economy as time goes by’, by considering ‘four distinct groups of questions’:

 

1. Comparing situations, each with its own past, developing into its own

future, which are different in some respect (for instance the rate of

accumulation going on in each) in order to see what the postulated

difference entails.

2. Tracing the path which a single economy follows when the technical

conditions (including their rate of change) and the propensities to con-

sume and to invest are constant through time.

3. Tracing the consequences of a change in any of these conditions for the

future development of the economy.

4. Examining the short-period reaction of the economy to unexpected events.

 

Much of this analysis is comparative dynamics, the use of steady-state com-

parisons which were often interpreted by her readers as applying to real

economies. They did not. Rather, they were statements of consistency condi-

tions in order to reveal how rarely, in actual capitalist economies, they were

likely to be brought about, the procedure which Marx had adopted with his
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schemes of reproduction and the mythical nature of which Joan Robinson

indicated by her title, ‘Golden Age’. These ideas were developed, first, in

CEP II (pp. 74–87) and then in her 1956 book, The Accumulation of Capital

(the above quotes come from an unpublished preface to later editions of this)

and finally in articles and an explanatory book, Essays in the Theory of

Economic Growth (1962). Her famous banana diagram illustrating the two-

sided relationship between profitability and accumulation is in the second

1962 essay.

The central model incorporated Keynesian, Kaleckian, Marxian and classi-

cal ideas. Saving behaviour was class determined, so that the distribution of

the product between classes determined the saving ratio, principally because

wage-earners effectively do not save and profit-receivers do, especially through

their companies. In turn, this affected the determination of the level and rate

of profits by the level and rate of accumulation, reflecting Kalecki’s maxim

that capitalists’ incomes depend on what they spend. Moreover, what they

spend is not constrained by their incomes but by their overall access to

finance, a point of view shared by Keynes, especially following the publica-

tion of The General Theory.

The other relationship is Keynesian in inspiration – the ‘animal spirits’

function expressing the dependence of planned accumulation on expected

profitability (itself related in turn to current profitability). If the accumulation

induced by a given expectation of profitability happens to create an income

distribution which implies that this profitability is indeed achieved, a sort of

economy equilibrium is obtained. The business people are happy (the growth

rate is akin to Harrod’s warranted rate of growth), but the wage-earners may

not be; there may be considerable unemployment, for example. There is no

suggestion that it is a stable, long-period or sustainable equilibrium because

the mere passage of time, during which replacements associated with rates of

accumulation of past periods become due and new methods of production

emerge, can rupture the ‘equilibrium’ by changing the positions of the under-

lying functions.

In her 1977 Journal of Economic Literature essay, ‘What Are the Questions?’

(CEP V, pp. 1–31), she argued that ideology and analysis are indissolubly

mixed and that the dominant ideology exerts disproportionate power in the

discipline at any moment of time. She deplored the major distinction made

between macro and micro in modern mainstream economics, arguing that the

one cannot exist without the other. Moreover, when the dominant models of

each are put together, the background macro setting for micro theory is a kind

of vague Say’s Law world which, until recently anyway, is not the macro world

that is analysed in its own separate compartment.

In her last years, Joan Robinson became more and more pessimistic and

even nihilistic. In her last substantial paper, originally called ‘Spring Clean-540 Joan ROBINSON

 

ing’ (1985), she urged us all to start again. She also set out what she still

believed to be valuable from the Sraffian critique of neoclassical economics

and the structure he put upon the surplus approach of the classical political

economists and Marx, in his attempted revival of classical political economy.

She herself despaired of ever obtaining a satisfactory long-period theory. She

felt that Keynes’s short-period analysis (in its Kaleckian form) was about as

far as we could go, giving us the ingredients of a theory of cyclical growth in

the form of linked short periods, the happenings of each helping to determine

what happened next.

Clearly Joan Robinson may have been too pessimistic at the end. Perhaps a

more balanced view of her final opinion is contained in the following state-

ment: ‘In reality, all the interesting and important questions lie in the gap

between pure short-period and pure long-period analysis’ (CEP V, p. 261).

Certainly, her own example will continue to be an inspiring guide to those

who are now trying to implement such an agenda.
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John E. ROEMER (born 1945)

John E. Roemer was born in Washington DC in 1945, and graduated from

Harvard College in 1966 with a degree in mathematics. During the last years of

his undergraduate work, Roemer became a Marxist and began participating in

political work against the US war in Vietnam. During 1967, while a graduate

student in mathematics at the University of California at Berkeley, he switched

his major to economics, taking courses until the autumn of 1968 at which time

he was suspended from the university for a year on account of political activi-

ties relating to the Vietnam war. He taught mathematics in San Francisco

secondary schools during the years 1969–74 and was involved in forming the

Teachers’ Action Caucus within the American Federation of Teachers, a group

who organized parents and teachers around educational issues and working

conditions. During 1973–74, he wrote a dissertation in economics (US–Japa-

nese Competition in International Markets: A Study of the Trade–Investment

Cycle in Modern Capitalism), was awarded the Ph.D. degree from Berkeley

and began teaching at the University of California at Davis.

In 1975, Roemer encountered the work of Michio Morishima (1973) which

deeply influenced him. There had been no courses in Marxian economics at

Berkeley during the late 1960s; Morishima showed that Marx’s economic

ideas could be studied rigorously using techniques of modern economic

theory. During the next four years, Roemer worked on classic Marxian ques-

tions, building on the model that had been pioneered by Okishio and

Morishima. He formulated a general equilibrium model of a capitalist economy

and derived a necessary and sufficient condition on its technology for the

validity of what Morishima called the ‘Fundamental Marxian Theorem’: that

the exploitation of workers is equivalent to a positive rate of profit at equilib-

rium. (The so-called Fundamental Marxian Theorem was true without caveats

with the Leontief technology that Morishima employed, but with a general

convex cone technology, this failed to be the case.) In Roemer’s model,

moreover, the equality of the rate of profit in different firms arose as an

equilibrium condition: Morishima’s model, not being an equilibrium model,

had simply assumed this (see 1980).

During this period, Roemer wrote several papers on the doctrine of the

falling rate of profit, in which he generalized Okishio’s observation that, in an 542 John E. ROEMER

 

economy where capitalists introduce cost-saving innovations, the rate of

profit would never fall so long as the real wage remained constant. Okishio

had demonstrated this proposition with a Leontief model of production;

Roemer generalized it to the von Neumann activity analysis model, capable

of handling issues such as fixed capital, differential turnover times and the

use of capital of different vintages. Okishio’s result remained true; thus it was

no longer possible to argue, as some had done, that the presence of fixed

capital could validate Marx’s claim that rational capitalist behaviour could

bring about crisis due to a falling rate of profit. In Roemer’s model, it is

assumed that capitalists have rational expectations concerning the economic

lifetime of a new technique. If, however, fixed capital becomes economically

obsolete earlier than expected, due to a rapid rate of technical change, then

the rate of profit can fall. The other avenue for a falling rate of profit is via a

rising real wage. Thus the empirical question of whether capitalism tends to

suffer from a falling rate of profit involves the association between the real

wage and technical change, and whether capitalists are myopic. (These pa-

pers and others on the transformation problem are collected in 1981.)

Roemer’s work in Marxian economics during this period was more techni-

cally sophisticated than what had come before, but was derivative in studying

issues that had been raised by earlier writers: Okishio’s formulation of the

falling-rate-of-profit model and Morishima’s presentation of the Fundamental

Marxian Theorem. During 1979–80, while Roemer held a Guggenheim fel-

lowship at Yale University, he completed a book which widened the repertoire

of Marxian economics considerably, A General Theory of Exploitation and

Class (hereafter GTEC). In the introduction, he stated that the book was

motivated by an interest in understanding the development of class society in

socialist countries. Marx had a theory of exploitation for feudalism and for

capitalism, but none for socialism. Was it possible to propose a general

theory of exploitation which would have, as special cases, feudal, capitalist

and socialist exploitation?

In the first part of GTEC, a general equilibrium model of a private owner-

ship economy was studied, in which agents are characterized as being endowed

with labour and goods which could be used as inputs into production (that is,

capital). Each agent has access to the technology; there are no firms that act

as independent agents, as in the Arrow–Debreu model. Facing a vector of

prices and wages, each agent seeks to maximize his utility subject to several

constraints: a budget constraint stating that consumption is limited to total net

income, which comes from wages, profits from hiring others, and profits

from working in one’s own shop: and a cash-in-advance constraint, stating

that the inputs needed in the agent’s chosen production plan must be financed

from the value of his current endowment. A vector of prices and an allocation

constitute a reproducible solution (a kind of steady state equilibrium) if,
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when all agents maximize utility subject to their constraints, all input markets

and all output markets clear. Since the income in the budget constraint is

income net of replacement of capital, each agent ends up with capital equal in

value to what he began with; hence, the reproducibility.

An agent can, in this model, choose to hire labour that works in ‘his shop’

on his capital, to use his own labour in his shop on his capital, and/or to sell

labour on the labour market (to work in someone else’s shop). At the opti-

mum to an agent’s utility maximization problem, he has a solution which is

schematically of one of the five types in Table 1.

 

Table 1:   Class Position of Agents

 

Own   Hire    Sell

0      +      0       pure capitalist

+      +      0       semi-capitalist

+      0      0       independent artisan

+      0      +       semi-proletarian

0      +      0       proletarian

 

‘Own’, ‘Hire’ and ‘Sell’ mean ‘working in one’s own shop’, ‘hiring labour’

and ‘selling labour on the market’, and ‘+’ means that the agent engages in

that activity and ‘0’ means that he does not. Each of these five possible

combinations of activities defines a class position: a class is defined by the

relationship of an agent to the labour process, not by his wealth. Thus at a

reproducible solution in the model, each agent places himself in one of the

above five classes. Class formation is endogenous: as agent’s class emerges

from economic activity; it is not part of his primitive characterization.

What is the relationship between an agent’s class position and whether or

not he is exploited? Roemer defined exploitation as a generalization of Marx’s

idea that exploitation was measured by the unequal exchange of labour. For

Marx, the proletariat is exploited because the hours of labour socially embod-

ied in the subsistence wage that proletarians receive (what Marx called

‘necessary labour’) are fewer than the hours of labour they provide to earn

that subsistence wage: the difference Marx called surplus labour, and he

measured the rate of exploitation as the ratio of surplus labour to necessary

labour. The surplus labour which workers provide to capitalists can be viewed

as a rent that they pay in order to use the capital stock that capitalists own,

thereby enabling themselves to earn a living. In Roemer’s general model

there is no subsistence wage: rather, each agent chooses the vector of labour

and goods which maximizes a utility function whose arguments are goods

and leisure, subject to his budget and capital constraints (see 1986c). An
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purchase a bundle of goods embodying as much labour as he expended, and

he is an exploiter if, no matter how he spends his earnings, he must always

purchase a bundle embodying more labour than he expended. Earnings con-

sist of wages, profits and revenue from own-production.

Exploitation and class position are two independently-defined concepts in

the model. The main theorem, the Class-Exploitation Correspondence Princi-

ple (CECP), states that any agent who is a capitalist or semi-capitalist at

equilibrium is an exploiter, and any agent who is a semi-proletarian or

proletarian is exploited. The exploitation status of independent artisans is

indeterminate; depending on their wealth, they can be either exploiters, ex-

ploited or neither. (In a model with only one good, there is no ambiguity:

independent artisans are exploitation-neutral.) Thus the model proves a rela-

tionship between classical Marxian categories which had been assumed in

earlier Marxist work.

The first version of the CECP was proved for a model with a Leontief

technology. The next step involved generalizing it to a model whose technol-

ogy is a convex cone. In so doing, the concept of ‘embodied labour time’

becomes ambiguous: there are several possible definitions of embodied la-

bour. Roemer showed that the CECP remains true in his model only if

embodied labour time is defined to depend upon equilibrium prices in the

following way: the labour embodied in a bundle of goods is the amount of

labour needed to produce those goods as a net output when only techniques

are used that maximize profits at equilibrium prices. For a general model of

production, there may be many more ‘processes’ than goods, and thus a

choice of technique. But those techniques cannot be known until equilibrium

prices are known. Thus, embodied labour times, or labour values, must

depend upon equilibrium prices for the CECP to remain true. This conclusion

was heretical to some Marxists who, along with Marx, viewed labour values

as more fundamental than prices in constructing a theory of value. Roemer’s

method – to accept the CECP as an important fact, and to adopt that defini-

tion of labour value which preserved the theorem in a general context – also

aroused some objections.

In the latter part of the book, Roemer proposed a general theory of exploi-

tation, using the concept of the core from cooperative game theory in which

feudal, capitalist and socialist exploitation emerged as special cases. For

example, a coalition of agents at an equilibrium in a private ownership

economy is exploited if, by withdrawing with its per capita share of society’s

alienable assets, there exists an allocation for it which renders each of its

members better off than at the original equilibrium, and there exists no

allocation for its complement, rendering each of them as well off as they are

at equilibrium. For simple models, this definition is equivalent to that of

exploitation in terms of embodied labour times. In more complex models, the
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two definitions diverge. One virtue of the game-theoretic or ‘property rela-

tions’ definition of exploitation is that it makes no mention of embodied

labour time, and therefore can be applied when there is no sensible notion of

embodied labour (for example, when there are several non-produced re-

sources in the model, or heterogeneous labour. There has been considerable

debate about the salience of this definition, especially among philosophers

(see, for example, Elster, 1982; Reiman, 1987 and Roemer, 1989b, which is a

reply to Reiman).

The models of GTEC aroused debate, not only because of their use of

neoclassical models of equilibrium and game theory, but because the cause of

exploitation and class lay in the differential endowments of the agents (and

their differential preferences). The theory of class and exploitation was thus

liberated from the labour theory of value. Furthermore, the labour process

was assumed not to be a locus of struggle: workers and capitalists signed

wage contracts, and labour came forth without a contest. Roemer’s defence

of this (1988) was that his models show that exploitation and class can

emerge in a private ownership economy even if the labour process is perfectly

transparent and contracts signed on the labour market are costlessly enforce-

able. Of course Marxists associated with the ‘labour process school’ (deriving

from the seminal 1974 book by Harry Braverman) viewed the essential locus

of exploitation as being in the capitalists’ control of the labour process. But

Roemer propounded a theory of capitalism in which the emergence of exploi-

tation and class are based primarily on property relations, not the relations of

workers and capitalists at the point of production. In principle, one could

conceive of a capitalism replete with exploitation and class, but in which the

labour process was democratic.

During 1981, Roemer spent three months at University College London,

where he talked with G.A. Cohen (1978) who influenced him to think more

about the fundamental ethical roots of the concept of exploitation. Roemer

concluded that exploitation, measured as the difference between labour ex-

pended by the agent and labour embodied in the goods which the agent could

purchase with his earnings, was not of rock-bottom ethical importance. In

‘Should Marxists be Interested in Exploitation?’ (1985c), he argued that

exploitation was a surrogate for an interest in equality; however, if one

admitted the possibility of general preferences, it was an unreliable statistic

of inequality. There could be cases where the poor exploit the rich, according

to the surplus-labour definition of exploitation (though not according to the

property-relations definition). While the CECP was true for an arbitrary

profile of preferences, the natural relationship between class and wealth (and

therefore exploitation and wealth) depends upon preferences. In the mono-

graph Value, Exploitation and Class (1986c), Roemer provided a sufficient

condition on preferences for the ‘class-wealth correspondence’ to be true. 546 John E. ROEMER

 

As a result of this work, Roemer moved away from the unequal exchange

of labour as a concept of fundamental interest, and began studying inequality

in the ownership of assets. What kind of equality should one advocate as an

ideal? The aim of socialism was to eliminate the inequality in ownership of

alienable means of production by eliminating private property in those means.

But would inequalities remaining in skills, and hence income, be just? Roemer

was much influenced by Ronald Dworkin’s two papers on the equality of

welfare and of resources (1981). In the first of these, Dworkin argued that

equality of welfare was not a philosophically attractive option since it did not

hold people responsible for their expensive tastes, and that any cogent egali-

tarianism must be one of resource equality. Dworkin’s conception of such

egalitarianism, presented in the second paper, is comprehensive in that it

includes as resources not only alienable resources, but also the native talents

of people. Dworkin stood for a kind of radical equality of opportunity. In his

paper he proposed a mechanism for allocating alienable resources among a

population which, he claimed, implemented a defensible conception of com-

prehensive resource equality: that is, it provided the untalented and

handicapped with just the amount of alienable resources needed to compen-

sate them for their poor endowments of internal resources. The mechanism

involved agents insuring themselves against the luck of the birth lottery

behind a thin veil of ignorance, in which each knows his preferences but not

his resource endowment.

Finding this position quite compelling (for it went one step farther than

equalizing alienable assets, as suggested by the theory of exploitation), Roemer

modelled the Dworkin idea. In ‘Equality of Talent’ (1985a), he revealed some

perverse aspects of the Dworkin insurance mechanism: in some cases it could

render the poorly-endowed agents even worse off than they would have been

without insurance. The next question thus arose: is there an allocation mecha-

nism that could be interpreted as equalizing resources (comprehensively

defined) but which is not subject to the problems of the Dworkin insurance

scheme?

Roemer approached this question by changing the focus of analysis from

the distribution of resources to the class of allocation mechanisms that dis-

tribute resources. One cannot straightaway define what a comprehensive

resource-equalizing mechanism is: what, indeed, constitutes appropriate com-

pensation for a handicap, lack of a talent or even an expensive taste that one

acquired unconsciously? The procedure was to propose four desiderata, or

axioms, for a resource-equalizing allocation mechanism, each of which seemed

incontestable. One of these axioms eliminated the perverse behaviour of

Dworkin’s mechanism. Roemer proved that the only allocation mechanism

(defined on a broad class of possible worlds or economic environments) that

obeyed all four axioms was that which always distributed alienable goods so
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as to equalize the welfare of all agents (‘Equality of Resources Implies

Equality of Welfare’, 1986a). He concluded this paper not by arguing that any

comprehensive opportunity egalitarianism must be for equality of outcome;

rather, that attention must be focused on what aspects of a person should be

considered part of his resource endowment, and what aspects part of his

preferences. The model in which the equivalence theorem was true allowed

no such division. Without such a split, surprisingly simple axioms forced the

equivalence of resource and welfare egalitarianism. Roemer’s model of the

Dworkin equality problem stimulated some discussion in the philosophical

literature (see, for instance, Scanlon, 1986).

The issue of interpersonal comparability of welfare has been central to

discussions of egalitarianism. The two central conceptions of justice among

philosophers are utilitarianism and the difference principle, each of which

assumes a degree of comparability of welfare across agents. Yet economists

have been unwilling to assume the comparability of welfare across persons,

in large part because Walrasian general equilibrium theory requires no such

comparability. In 1987–88, Jon Elster and Roemer organized two confer-

ences on the subject of interpersonal comparisons of well-being, which were

attended by philosophers, economists and cognitive psychologists. The book

resulting from these conferences (Ortuño-Ortin and Roemer, 1990) included

a paper that demonstrates the possibility of deducing interpersonal compari-

sons of welfare, given a degree of ‘local expertise’; namely, that each person

is capable of making correct interpersonal comparisons between himself and

others very similar to himself.

Since 1987, Roemer’s work has concentrated on studying public owner-

ship and market socialism. The Marxist prescription for resolving the inequities

and inefficiencies of capitalism was to dissolve private property in the alien-

able means of production, and replace it with public ownership. There is,

however, no accepted definition of public ownership among economists. For

instance, consider the following question. Suppose an economy is specified,

including the agents with their preferences and endowments – some of which

they privately own, some of which they own publicly with all others – and the

firms with their technologies (again, some firms are privately owned, some

publicly). What is the natural allocation of resources associated with such an

economy, akin to the Walrasian equilibrium of a private ownership economy?

Roemer and Silvestre attempted to answer this question, taking a mechanism-

design approach (see 1987). By examining the case of a simple economy,

they proposed that an allocation mechanism that respects both the private and

public ownership rights of agents has four desiderata: Pareto optimality along

with three others, A, B and C. They showed that each of these determined a

unique allocation mechanism on a broad class of economic environments.

The most novel of these proposals they named the ‘proportional solution’. 548 John E. ROEMER

 

Roughly speaking, the proportional solution for an economy is a Pareto

optimal allocation of goods and labour in which the value of labour provided

by agents (at efficiency prices) is proportional to the value of goods (also at

efficiency prices) they receive. If public ownership is so interpreted, then it

can be achieved by regulating access to the publicly-owned asset, so that the

economy does not suffer the ‘tragedy of the commons’ which results when

there is unlimited access to a publicly-owned resource. In ‘A Public Owner-

ship Resolution to the Tragedy of the Commons’ (1989a), Roemer applied

the results from the Roemer–Silvestre paper to criticize Robert Nozick’s

(1974) neo-Lockean view that appropriation of natural resources by individu-

als could lead to a just and efficient allocation of such resources.

In their mechanism-design approach to public ownership, Roemer and

Silvestre assumed a classical economic environment in which all technolo-

gies were of constant or decreasing returns to scale. But public ownership of

firms in actual capitalist economies is often an alternative to private owner-

ship when the firm is a natural monopoly (that is, when there are indivisibilities

in production or increasing returns to scale). It is well known that profit

maximization does not lead to efficiency with such firms, leaving govern-

ments with two alternatives: to try to regulate a privately-operated natural

monopoly, or to nationalize and then regulate it as a public firm. Conven-

tional wisdom in the 1980s was that the first option is superior from an

economic point of view. Roemer and Silvetre challenged this (1989c). In an

environment of asymmetric information where the regulators do not know the

exact cost function of the firm, they compared the welfare consequences of

regulating a private monopoly and regulating or subsidizing a public firm.

Neither regime uniformly dominates the other; which is welfare-superior

depends on various parameters of the economy. In the model, it is not as-

sumed that the public manager attempts to maximize profits; his objective

function includes a concern with popularity among consumers (for they elect

politicians who may have power over the manager) and a concern with

workers’ wages (for workers in public firms reputedly receive higher wages

than in private firms). Nevertheless, the public firm may welfare-dominate

the regulated private monopoly under reasonable conditions.

Along with many other Marxists, Roemer had for some time advocated a

system of democratic market socialism as the only feasible form of socialism

in modern times. With Ortuño and Silvestre, he began studying precisely how

such a democratic market socialism could be organized. In ‘Market Social-

ism’ (1990b), these three authors defined democratic market socialism as an

economy in which (i) all private goods, including labour, are distributed via

markets; (ii) firms are profit maximizing and publicly owned – the latter

means that profits are distributed to citizens in a manner that is democrati-

cally decided upon; (iii) the pattern and level of investment are decided upon
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democratically, perhaps through the competition of political parties; and (iv)

the government uses price, quantity and tax instruments to implement the

desired pattern of investment. Three models are constructed, each of which

obeys these four requirements. The authors view their work in the tradition of

Oskar Lange’s pioneering paper of 1938.

Whether or not Roemer’s work should be considered Marxist is a matter of

interpretation, since it has shown that much of Marx’s theoretical economics

is wrong. On the other hand, using methods of contemporary economic

theory, he has studied several of Marx’s principal ideas about capitalism and

has attempted to formulate rigorous definitions of public ownership and

market socialism. His work in political philosophy has been heavily influ-

enced by the Marxist G.A. Cohen and the non-Marxist philosophers Ronald

Dworkin and John Rawls.
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Kurt W. ROTHSCHILD (born 1914)

 

Zwei Seelen wohnen, ach!

in meiner Brust

Goethe (Faust)

 

I was born in Vienna in 1914, the son of Ernst and Philippine Rothschild. My

father was a salesman working for the National Cash Register Company most

of the time. After finishing secondary school in 1933 I entered the University

of Vienna. I should have liked to study physics; but the poor employment

chances at that time, the length of a degree course, and the fact that I had to

earn sufficient money (through tutoring) to finance my continued education

enforced a different course of action. I turned towards the study of law both

because of the shorter duration of legal studies and because of vague hopes

that a job of some sort could be found on that basis.

At that time no Social Science faculties existed at the Austrian universities;

the study of economics was an integral and important part of the legal studies

curriculum. (All the well-known representatives of the ‘Austrian School’ –

Menger, Böhm-Bawerk, Wieser, Schumpeter, Mises, Hayek, Haberler, Machlup

– had been students of law at the University of Vienna.) When I came into

touch with economics during my studies, my interests were quickly transferred

from the (main) legal subjects to this subsidiary element of my course. While I

did not dare even to think of a chance to make economics my profession (the

chances in the academic sphere being extremely poor and for a Jew almost nil),

I nevertheless spent more time than necessary on work and seminars in this

field.

The motives driving me in this direction had different roots. In the univer-

sity, where I came under the influence of Hans Mayer, a pupil of Friedrich

Wieser and an enthusiastic proponent of a rigid marginal utility framework as

the sole path to economic knowledge, I was attracted by the ‘beauties’ of

analytical reasoning which contrasted so favourably (in my eyes) to the
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comparatively dull accumulation of legal facts and rules. A formal affinity to

the natural sciences also played a certain role. At the same time an interest in

economic matters from a quite different angle was kindled by my contact

with the Socialist Youth Movement (before it was destroyed by the Austro-

Fascist coup in 1934) where one was induced to get acquainted with Marx

and the Austro-Marxist thinkers. Their views, though less ‘exact’ and struc-

tured than those expounded by the anti-Marxian teachers at the university,

were far more relevant and stimulating when one looked at the rapid eco-

nomic and political deterioration taking place in Austria in those days. And,

last not least, it was this actual situation, in particular the mass unemploy-

ment of the 1930s – worse in Austria than in most other countries – which

provided a strong impulse to turn to economics in order to find ways and

means to overcome the economic and social miseries of the depression and of

the ‘lower classes’.

These three ‘roots’ – love and respect for economic theory as an impressive

analytical instrument, dynamic perspectives as an important key to an under-

standing of socio-political developments, and a problem-orientated approach

in view of the economic and social ills of society – have remained the ‘prime

movers’ of my work in the field of economics, although it is not always easy

or even possible to find a common denominator for these different approaches.

Thus I had (and have) full understanding for Schumpeter’s split personality

when it came to an evaluation of the contributions of past economists: he was

torn between an admiration for the precision of Walras’s analysis on the one

hand and the wide ‘vision’ of Marx on the other. And he himself tried to keep

in touch with both elements, the detailed analysis and the extended research

encompassing economic, sociological, and historical factors. I was (and I am)

also impressed by economists like Oscar Lange and Paul Sweezy who were

equally at home in classical and neoclassical, and in Marxian and non-

orthodox fields. In naming these ‘heroes’ I do not want to suggest that I

regard myself as belonging to this elite circle or even as one who tries to

follow in their footsteps; I only mention them because I feel that they were

faced by similar ‘inner divisions’ as those which I experienced.

When Hitler invaded Austria in 1938 it was clear to me that as a Jew I had

to leave the country if I wanted to survive. I fled to Switzerland and in the

autumn of 1938 I had the extreme luck to obtain one of two refugee scholar-

ships at Glasgow University which enabled me to study economics in the two

following years. These scholarships had been organized by the Glasgow

branch of the International Student Service. The person in charge of the

programme was a young economics lecturer, Alec Cairncross (later Sir Alec

Cairncross). Before I came to Glasgow he wrote to me that it would be a

good thing if I read a fairly new book by Keynes called The General Theory
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current university teaching and discussions. When I sat down in the univer-

sity library of Basle trying to read Keynes, I could not make head or tail of

his book. My narrow training in a ‘pure’ Austrian framework had not pre-

pared me for such a strange menu. But then I came across Joan Robinson’s

slim Introduction to the General Theory and that proved an excellent brain-

and eye-opener. So when I came to Glasgow in December of 1938 I already

had a vaguely formed idea that here was a leading economist who was fully

in command of traditional economics but was not prepared to stick to the

niceties of a given analytical structure if it meant losing touch with the most

pressing economic and social problems of the time.

When I studied Economics and Political Philosophy at Glasgow Univer-

sity, the ‘high years of theory’ (Shackle) were still in full swing and it was

fascinating for me to see how, in the debate among Keynesians, theory

became a pliable tool subordinated to a problem-solving approach rather than

constituting an aim in itself. If an approach like this could be kept sufficiently

open to permit the entry of non-economic factors and dynamic considera-

tions, then – I felt – it should be possible to come nearer to a combination of

the different aspects of economic theorizing.

In 1940 I finished my studies at Glasgow University, but continued there as

Assistant Lecturer and later as Lecturer in Economics from 1940 to 1947. In

1947 I returned to Austria, joining the Austrian Institute of Economic Research

in Vienna as Senior Research Worker with responsibility for the Labour Market

and Foreign Trade sections. This helped me to get acquainted with the opportu-

nities and pitfalls of empirical work. In 1966 I moved to a Chair in Economics

in the newly-founded University of Linz (in the province of Upper Austria)

which was created with a view of fostering social sciences and interdisciplinary

relationships between the social sciences themselves and with technical stud-

ies. I retired in 1985 but have kept – through all the years – a link (as consultant)

with the Austrian Institute of Economic Research.

The varying requirements on the path of my occupational career, the lim-

ited scope for specialization in a country with an (until quite recently) rather

small academic establishment in economics, and last but not least a problem-

orientated attitude, all contributed to the fact that my research has not been

narrowly concentrated on a specific field. Its main directions cover wages and

income distribution, employment and unemployment, price theory and mar-

ket forms, some aspects of international trade, and occasional excursions into

methodology and the history of economic thought. But I believe that behind

all this diversity the different roots of my devotion to economics and their

partly contradictory nature remain visible. This I shall try to indicate in the

following short remarks.

Though Keynes’s stress on macroeconomics impressed me as soon as I

grasped the importance of his approach for the over-riding socio-economic
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problem of unemployment, I was still geared by my Viennese training to

microeconomic problems and analysis in the early years. The main line in

this early work was an attempt to transcend the predominant thinking in

terms of full (or even perfect) competition which seemed to me to falsify

many of the conclusions which were drawn from theory for practical policy.

So I was naturally attracted by the ‘monopolistic competition revolution’

which had preceded that of Keynes but was (unfortunately?) not incorporated

in his General Theory (in contrast to Kalecki who accounted for it in all his

writings). In my article ‘The Degree of Monopoly’ I tried to develop – in the

framework of Chamberlinian theory – a measure of the degree of monopoly

power based on the hold which the individual producer can exert on the

public’s loyalty. While this paper stressed the importance of monopolistic

elements, it remained in the sphere of atomistic (though heterogeneous)

competition and transparent markets (at least on the side of the producers).

Five years later in the paper ‘Price Theory and Oligopoly’, I turned to the

market form, which seemed to me the most relevant one in modern capitalism

– oligopoly; that asked for a definite farewell to traditional neoclassical price

mechanics. Uncertainty, fewness, collusion all pointed to a different approach

which was indicated (though not fully developed) by heuristic parallels to

strategic behaviour in war-like situations.

In both these papers the ‘power’ of the enterprise in fixing prices – absent

by definition in competitive markets – was an important factor. But while

monopolistic power in the narrower sense, which was the essence of the first

paper, had long ago obtained a firm (though often neglected) place in main-

stream economics, the large oligopolistic firms of the second paper brought

up a much wider power problem, extending to price wars, extra-market

operations, political influence and so on. This problem of power, elusive as

the term may be, continued to hold my attention in much of my further work,

because I feel that – in contrast to Marxian and other non-orthodox theories –

neoclassical theory has neither the apparatus nor the inclination to give

proper weight to power influences. The power problem came up once more in

connection with prices in a paper (contributed to a conference on Böhm-

Bawerk’s essay ‘Markt oder ökonomisches Gesetz?’) entitled ‘Macht: Die

Lücke in der Preistheorie’; also, in a very general way, in an essay on the

importance and different aspects of power in the Introduction to a volume of

articles dealing with this subject (1971) for which I chose the following

quotation from Bertrand Russell as a leading motive: ‘Economics as a sepa-

rate science is unrealistic, and misleading if taken as a guide to practice. It is

one element – a very important element, it is true – in a wider study, the

science of power’. Finally, the problem of power also came to the fore in

some papers on international economic relations where (in the tradition of
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ity of nations were given greater weight, leading to a more differentiated

judgement regarding free trade than is typical for mainstream international

trade theory (see, for example, 1963).

All through the years my interests were again and again drawn towards

employment and unemployment and labour market problems in general. The

stark reality of these problems and their social and political consequences, as

well as the impact of Keynes, Kalecki and the early discussions surrounding

their publications, were formative experiences. Both my first book (The Theory

of Wages) and a more recent publication (Theorien der Arbeitslosigkeit) deal

with this theme. In all these publications I have tried to give a balanced view

of mainstream neoclassical thought and its possible contribution to the sub-

ject. At the same time I have pointed out that this approach can only be a

partial theory which covers only certain aspects of the problem. It may be

applicable in certain situations (‘classical unemployment’), and it may be

helpful as an additional factor in some others, but it would definitely be

misleading if taken as the decisive approach to the entire problem. A much

wider theoretical approach and the consideration of non-economic factors

(institutions, psychological attitudes and so on) were indicated as essential

elements of an investigation in depth. To some extent I welcomed the rise of

the disequilibrium theories of the 1970s as a possible bridge between the

purely neoclassical theories and the Keynesian and other alternatives (see

1981), but even there the attempt to stick to an equilibrium framework and to

the basic axioms of neoclassical theory proved to be a stumbling block for a

fuller and more relevant investigation.

These special methodological problems which arose in the context of my

employment research were also taken up in some more general papers on

methodology where the possibilities and limits of the neoclassical orthodoxy

were scrutinized. Thus in ‘Political Economy or Economics?’ I argued the

necessity of making due allowance for political elements either in the eco-

nomic theories themselves or at least ‘at the back of one’s head’ (Keynes),

while stressing at the same time that the economic theory of politics (‘eco-

nomic imperialism’) cannot be the solution to this problem because it tries to

preserve the narrowness of the neoclassical paradigm rather than go beyond

it. In ‘Micro-Foundations, Ad Hocery and Keynesian Theory’ I tried to show

why Keynesian macroeconomics (and other varieties) can be viable without

micro foundations (though they may be desirable), and why – if such founda-

tions are sought – the neoclassical axioms would not be a suitable solution.

Finally, in ‘Ethics and Economic Theory’ I dealt with ideological elements

and implicit value judgements which colour several areas of economic theory.

All these methodological considerations were not concerned with a refutation

of mainstream economic theory as such, but were directed against the arro-

gance and the hegemonial tendencies of neoclassical theory, against its explicit
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or implicit claim to be the only high road to a ‘true’ scientific theory of the

economic universe.
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Warren J. SAMUELS (born 1933)

I grew up, an only child, in the Bronx, New York City, and, after 12 years of

age, in Miami Beach, Florida. My father and my mother’s parents had been

immigrants from Lithuania and Germany respectively. In high school I ben-

efited from a strong academic programme, won essay contests and also

engaged successfully in field events on the track team.

My undergraduate training was at the University of Miami (Florida) where

I majored in economics, accounting and government, with a minor in phi-

losophy. In addition to a course in the history of economic thought taught by

a Marxist, the intermediate economic theory courses were taught from a

history-of-thought perspective, and a course in institutional economics was

taught jointly and effectively by an institutionalist and a neoclassicist. These

courses created my interests in the history of economic thought and the

professorial life. They also provided me with (i) an institutionalist orienta-

tion; (ii) a sense that the several schools of thought comprehend and interpret

the economy from different perspectives, each imposing its own order on

reality, each constituting its own mode of discourse or world view, which

inter alia meant that my institutionalist orientation was kept in perspective;

and (iii) an understanding that there were fundamental questions for human

society, the solutions to which had to be worked out in the continuous

reconstruction of economy, polity and society, and which could be studied

abstractly though not conclusively from any particular point of view. My

individualistic and eclectic predisposition, together with the absence of a

compulsion to identify the absolutely correct solution, led me to believe that

something was to be learned from employing the insights of all schools of

thought – philosophical and economic. This predisposition, I might note,

governed my 1971–81 editorship of the Journal of Economic Issues and was

not universally acclaimed among institutionalists.

My other principal interest was in the economic role of government, attrib-

utable in part to the convergence of my undergraduate majors. I learned from

a treatise written by Robert Dahl and Charles Lindblom that there were

fundamental questions about and interrelationships between polity and

economy with regard to human welfare, and that the economic role of gov-

ernment could be studied more or less objectively (non-ideologically) in an

abstract but meaningful manner.

I also did work in US constitutional history and in the philosophy of

science. The former helped establish my understanding of human affairs as

much more conflict-ridden than generally appreciated in economic theory

(with its harmonistic world view); and the latter, my understanding of the

problematic metafoundations of epistemological and other philosophical po-

sitions. Both taught me that the meaning of any method or technique of

analysis or philosophical perspective was comprised of both its strengths and
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weaknesses. I also came to understand that in the social sciences ‘meaning’

was both critical and largely a human projection or construction, and not a

determination of some absolute transcendent reality; that is, an imposed not a

discovered order. Also, that just as data were theory-laden, theory was the

product, in part, of selective experience and interests.

I pursued graduate work at the University of Wisconsin because of its

institutionalist orientation, which was then – both fortunately for me and

regrettably for the discipline – in its final years there. I was able to pursue

both of my fields of interest. In addition to a splendid year sequence in the

history of economic thought, I had courses in institutional economics, distri-

bution theory and the theory of noncompetitive markets taught from diverse

history-of-thought and alternative methodological perspectives. My outside

field was in sociology, where I both studied Max Weber and gained additional

insight into the history of economic and sociological thought. Between my

undergraduate and graduate programmes, I had the advantage of many his-

tory-of-thought courses, each taught from a more or less different point of

view. My other principal field, in addition to economic theory per se, was the

economic role of government to which work in institutional economics,

labour policy, public finance, government and business, and macroeconomic

policy also contributed. My dissertation on the economic policy ideas of

major business and labour organizations contributed to my skills and insights

in both of my principal fields. I greatly benefited from the Wisconsin depart-

ment’s encouragement, or at least tolerance, of independent thought.

My central interest has been to generate greater and, to the extent possible,

non-ideological clarity in understanding the economic role of government in

the history of economic thought, in economic theory and in the real world. I

have been most interested in identifying fundamentals otherwise obscured by

misleading or incomplete ideological and theoretical formulations. A crux

has been an emphasis on the economy both as process and as artefact gener-

ated through deliberative and non-deliberative human choice, and therefore

as a matter of the social (re)construction of reality to which both economic

theory and economic policy contribute.

Apropos of the history of economics, this has meant showing, on the one

hand, that economics is essentially a socio-logical and discursive (and not

solely an epistemological) phenomenon; and, on the other, that economics

relates as both cause and consequence to the economic system in which it

originates. Apropos of the economic role of government, this has meant

identifying, on the one hand, the nature and role of the rights (re)determination

process and, on the other, how economic analysis, through selective norma-

tive (often implicit) premises itself contributes to the definition of economic

reality and thereby to the social (re)construction of reality through the rights

(re)determination process.
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My analyses are fundamentally dissident in that they do not take as given

either the status quo structure of power or the existing modes of revising the

structure of power. Power, income and wealth distributions are seen as driv-

ing forces not to be eclipsed by the static economics of efficient allocation. I

seek explanations and analyses which do not, through limiting assumptions

of various kinds, merely selectively ratify and privilege established institu-

tions. My analyses stress the continuing creativity of human choice in

(re)constructing the economy. The foregoing is quite independent of my

personal subjective and normative affinities for pluralistic, liberal democratic

and truly competitive market economies in which no class (including the

capitalist) dominates, especially in the control and use of government. These

affinities are hardly radical by some criteria but very much so by others.

Moreover, they decidedly neither reduce to the view that power connotes

only control over price, nor mean that I am hoping or expecting to scrap our

intellectual heritage and start anew.

My work in the history of economic thought has centred, therefore, in part,

on (i) understanding how economics serves three functions: knowledge, so-

cial control and psychic balm; (ii) how schools of economic thought can be

differently understood both from within each school and on the basis of the

perspectives of other schools (the matrix approach); (iii) economics as a

system of belief and mode of discourse rather than a hard science immedi-

ately and conclusively dealing with reality and applicable to explanation and

policy; (iv) the operation of power and ideology as filtration mechanisms;

and, inter alia, (v) the role of such desiderata as scientific status, professional

expertise made applicable to policy and ideological safety in the rise to

predominance of neoclassical economics. I have rejected the Whig approach

to the history of economics as representing history written from one point of

view and have stressed the richness of economics, for example with regard to

power and policy, that is so often obscured by traditional treatments.

My work in law and economics (the economic role of government) has

centred on the fundamental importance of government in the social

(re)construction of the economy; law as both dependent and independent

variable; the critical role of the selective perception of rights, power, free-

dom, coercion and government itself; intervention as legal change of law;

government as an instrument available to whoever can control it; and govern-

ment as an arena of power and power-play as well as a process of collective

bargaining, with politics as a mode of self-government. All this is in the

institutionalist tradition.

I have found that neoclassical, especially Marshallian, microeconomics

tells us a great deal about the working of pure, abstract markets. I have also

found that this body of theory does not deal with markets in the real world,

which are not pure disembodied price systems but the results of rights, rules
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and other institutional structures which both produce and operate through

them. This body of theory is seriously marked by the way in which descrip-

tion, explanation and analysis are limited by assumptions deemed necessary

to produce determinate, optimal, equilibrium results. Puzzle-solving exer-

cises are typically substituted for the analysis of real-world processes and/or

the actions of economic actors, and data and techniques are manipulated to

comport with such goals. This body of theory is also capable of being com-

bined with latent, ideologically-driven normative premises and/or

professionally naive constructions so as to produce results both highly styl-

ized and unable conclusively to dispose of the issues to which they are

usually applied.

This body of theory tends to be combined with laissez-faire or noninter-

ventionist conceptions of the economic role of government, conceptions which

either ignore or take implicit normative positions on the inexorably ubiqui-

tous and deep operation of government. For example, the juxtaposition of

markets to government ignores the facts that markets are largely formed by

and within legal definitions and assignments of rights, and that the key

question is not whether government will be present but which interests gov-

ernment will be used to support – that is, legal change of legal rights. Despite

pretensions to the contrary by some schools, all schools of economic thought

represent fundamental participation by government in economic affairs. I

also have come to recognize that both theory and ideology pertaining to the

economic role of government are intentionally and inadvertently manipulated

in the service of material interests and general ideological positions. The crux

of my dissent from neoclassicism is its neglect of power, especially the role

of power (both in the real world and in typically implicit assumptions in

analysis) in driving economic performance. The harmonistic, optimality nu-

ances of mainstream theory are fundamentally incongruous with my perception

of the economy as a system of power and conflict in which government is

willy nilly important.

My critique of mainstream, and also some heterodox, practices of econom-

ics has been to insist that the quest for determinate, optimal, equilibrium

solutions has meant that economists have foreclosed the operation of process

in the economy and also, in part, substituted their own preferences and

definitions of the world for those of actual economic actors (see 1989a). I

also have argued that on methodological, as well as substantive grounds,

economic policy recommendations do not conclusively deal with the issues

to which they are addressed and that, accordingly, economists should be quite

restrained in making such recommendations (see 1989b). My overall empha-

sis is on how much more subtle, and less presumptuous, arguments and

analyses with regard to policy should be. One example of the above is my
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ries of rent-seeking (though agreeing with much of the description). The

limiting assumptions and selective perceptions with regard to output, waste,

legal change and the state generate artificial distinctions which cannot sustain

the policy conclusions put forth (see 1984).

The idea of economics as a system of belief, laden with ideology and

deployed less on the basis of epistemological credentials and more on the

basis of received modes of discourse and consonance with the accepted

paradigm, was developed in a critique of the Chicago School and in a restate-

ment of Vilfredo Pareto’s general system of social science. A congruent

analysis was made of three discursive systems in distribution theory: the

productivity and exploitation paradigms were presented as highly subjective

and normative; the Weberian appropriation paradigm as reasonably objective

and non-normative (see 1982).

In my work on the Physiocrats (1961 and 1962), on the classical economists

(1966) and in later work on other economists, I attempted to identify the ideas

of those writers investigating at the deepest level the economic role of govern-

ment. In doing so I believe that I contributed to a body of modern interpretation

which is more accurate and meaningful, and less ideologically presumptuous,

than that previously available as to what their ideas on the economic role of

government actually involved. In each case, government was deeply involved

in the fundamental economic and social organization of society and as an

instrument in the larger processes of socio-economic change. For all their

supposed laissez-faire and naturalism, which are now understood to be modes

of discourse (providing more tone than substance), the Physiocrats envisioned

several critical roles for government: social reconstruction, economic develop-

ment, economic stabilization and remedial welfare relief, as well as presiding

over the evolution of the institution of private property. Similarly with the

classical economists. Building on the work of Lionel Robbins, I showed that

the conventional non-interventionist interpretation seriously neglected the roles

which their work evidenced of legal and non-legal social control. This govern-

ment control was most notable in providing the basic institutions which form

the economic system and in serving as a mode of change in the continuing

resolution of the conflicts between freedom and control, hierarchy and equality,

and continuity and change. Subsequent work on Adam Smith has demonstrated

his understanding of the economy as a system of power and his much larger

system of social science, all of which also demonstrated the simplistic nature of

both the apologetic use and critique of Smith.

My work in law and economics has focused on power, on the inevitable

and ubiquitous rights (re)determination process, on property as what is pro-

tected rather than as what is protected because it is property (that is, against

reification), and on law and government as part of a large and complex

system of mutual coercion (see 1971 and 1972, both reprinted in 1981).
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In this context I have made many explorations: (i) the transformation of the

individualist into a corporate economy, along with the subtle accompanying

alterations in the mode of discourse; (ii) the false and/or tautological nature

of the Coase Theorem (1974a); (iii) the nature of public utility regulation as

both rights-dependent and rights-determining; (iv) externality and public goods

theory as selectively restricting the consideration of interdependence in the

economy, especially in light of the dual nature of rights and the reciprocal

character of externalities; (v) regulation as the functional equivalent of de-

regulation in the protection of interests as rights; (vi) the role of selective,

implicit, normative premises in regulatory theory; (vii) in light of the neces-

sity of choice, the normative content of so-called positive theories of public

choice; and (viii) a positive analysis of the compensation problem. This last

stresses both the inevitability of non-compensated losses in the joint determi-

nation of rights and non-rights, and the selective role of the compensation

principle as a check on government power, assuaging the anxieties of radical

indeterminacy, and legitimizing rights’ decisions which determine the distri-

bution of gains and losses (see 1974b and 1979–80). That regulation is the

logical and functional equivalent of deregulation implies the relevance of

selective perception and what Pareto called rule by fraud, at least the suscep-

tibility to manipulation. Anti-regulation and anti-statist positions are a matter

of selective perception and operate in favour of otherwise privileged uses of

government and hierarchic positions.

My most recent analysis rejects not only the possibility of governmental

non-interventionism and the idea that polity and economy are separate and

self-subsistent, but also the market-plus-framework model in which there is a

set of interrelations between legal and economic (market) processes. Instead

it favours an analysis of the ‘legal-economic nexus’ in which both economy

and polity simultaneously and continuously originate. This view further em-

phasizes the role of government as both dependent and independent variable,

but also stresses the jointness of the origin of economy and polity and the

ontological-ideological primacy of neither (see 1989c).

I have tried to combine criticism and the construction of alternative, open,

non-ideological analyses. Because economic theory and economic policy are

so important in the inexorable and continuing social (re)construction of the

economy, neither should be a monopoly of either the reactionaries or the

radicals. Finally, I believe that there is much wisdom in recognizing the

inexorable and potentially creative tension between a belief that one’s own

analysis is in some sense ‘correct’ and an understanding that that analysis is

an exercise of a mode of discourse, telling one story among many and more

or less inevitably laden with ideology.
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Bertram SCHEFOLD (born 1943)

My father, the archaeologist Karl Schefold, and my mother, Marianne Schefold,

née von den Steinen, emigrated from Germany to Switzerland in the early

1930s. I was born on 28 December 1943 in Basel where I received a classical

education at the Humanistisches Gymnasium which stimulated my private

interests in literature, history and history of art. I took up my studies in

mathematics in 1962 at the University of Munich, where a liberal curriculum

allowed me to follow courses in other faculties (I spent one semester in

Hamburg studying natural philosophy with Carl Friedrich von Weizsäcker). I

graduated from Basel in 1967 in mathematics, theoretical physics and phi-

losophy. At that time, I expected to become a philosopher, using mathematics

to make a living, and for a while I felt drawn towards an academic career in

mathematics. However, upon passing my examination, I found myself elected

president of the Swiss National Union of Students. Such experiences as

organizing the first national congress on university education and the chal-

lenge of the student movement changed my outlook: I took up the study of

economics.

Having benefited particularly from Professor Bombach’s courses on the

theories of economic growth and distribution and from Professor Kapp’s
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early introduction to environmental economics in Basel, I spent the years

1969 and 1970 in Cambridge, as a visitor to the Faculty of Economics and,

afterwards, as an Advanced Student of King’s College. However, I wrote my

thesis Mr Sraffa on Joint Production for my home university (see 1971). I

thus got no formal supervision in Cambridge, but I participated in the debates

which then raged about Marx and Keynes. In my discussions with Joan

Robinson, Kaldor, Sraffa and younger members of the faculty, I learned to

respect the Cambridge style of arguing in which the recourse to formulae and

invocation of authorities were regarded as improper.

After my Ph.D. examination in May 1971, I was nominated lecturer in

mathematical economics in Basel and made an assistant to Edgar Salin, with

the task of helping him to organize his last international conference, held at

the time of the breakdown of the Bretton Woods system; I also edited the

proceedings, Floating – Realignment – Integration (1972). In 1972–73 I

returned to Cambridge and acted as a supervisor for Trinity College. After

spending 1973–74 at Harvard University as a research associate, having

contact also with MIT, I was called to take a chair at the University of

Frankfurt in 1974. At first I was mainly expected to raise the intellectual level

of students in Marxian economics, but when offers came to move elsewhere,

I was entrusted with the task of teaching general economic theory. Apart from

a number of visiting appointments abroad, I have since remained in Frankfurt

for various reasons, one being that the city and the university have an inter-

esting past and a lively present; I even published a history of our Faculty.

When I came to Cambridge in 1969, there was a feeling of triumph be-

cause of the victory in the ‘reswitching debate’. However, opinions about the

usefulness of the classical theory of prices for a positive reconstruction of a

non-neoclassical theory (beyond the framework of short-term Keynesian analy-

sis) were divided. I decided to discuss the extension of Sraffa’s theory of

prices to joint production. I first proceeded by summarizing the results for

single-product systems and tried to establish which of them held for joint-

production systems as well. The generalization of some concepts allowed

interesting differentiations, giving rise, for instance, to different notions of

the basic system. In place of the maximum rate of profit, conditions were

derived for the range in which prices remain positive. On the whole, Sraffa’s

assertions, based by him on stringent economic logic, could be confirmed

through a mathematical reformulation (an important exception concerned the

standard commodity). The treatment of fixed capital in terms of joint produc-

tion proved most rewarding. The generality of the framework allowed an

interesting reinterpretation of familiar concepts such as amortization and

depreciation. Competition leads to the same outcome, whether prices of final

goods are determined on the basis of ‘correct’ depreciation or whether there
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determined explicitly. In this theory, the equality between the cost of produc-

tion of a machine and the value of its expected returns is not a long-period

equilibrium condition to be posited as an assumption, as in Hicks and others,

but a result of the uniformity of the rate of profit. It turned out that even land

could be regarded as a special case of joint production. Sraffa’s perspective

thus shed a new light on the issue of specialization in the use of scarce

resources which is also relevant for the theory of international trade. These

were the main themes of my thesis, referred to above, and of some subse-

quent articles.

The classical theory aims at an explanation of growth and development in a

process of accumulation in which technical progress, distributional shifts and

institutional changes time and again threaten to upset the relative positions of

investing entrepreneurs, workers and other groups. Full employment results

only if the rate of growth of output, reduced by that of productivity, is large

enough relative to the growth of the labour force. In an important application,

the classical theory of prices allows a translation of the effects of different

forms of technical progress and of the availability of natural resources at the

microeconomic level into macroeconomic terms. Leontief’s input–output

analysis (which is classical in spirit) is often used to such purpose. A related

theme of nineteenth-century economics can now be discussed in a Sraffian

framework. Using the fixed capital model, it can be shown that mechaniza-

tion as defined by Marx leads to a reduction of the maximum rate of profit

since it consists in replacing manual production by machines without saving

raw materials. It may thus tend to worsen the distributional conflict about the

share of wages in much the same way as an extension of agricultural produc-

tion without an increase of productivity or of the availability of productive

land leads to a fall of the rate of profit, given the rate of real wages in

Ricardo’s corn model (see 1976).

However, the capital–output ratio moves less than our theories lead us to

expect. A related puzzle is this: the comparison of different economic sys-

tems in terms of wage curves allows us to compare capital intensities for the

theory of growth or to identify reswitching phenomena for the critique of

capital theory. But if only two alternative methods for production in each of

1000 sectors of an economy are known, the number of wage curves to be

compared is so vast (21000) that any minute change of the rate of profit ought

to trigger off an avalanche of switches which might raise or lower total output

per head. Although there is less technological optimism today than three

decades ago, this is not a result which one would expect, considering the

steady accretion of innovations which appear to be of neutral effect on

average (see 1979).

The most obvious theoretical problem in relation to joint production is

this: whereas relative prices in a single product system are determined inde-
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pendently of demand (if there are constant returns and distribution is given),

the composition of output matters in the case of joint production. I have

analysed this problem in terms of models with balanced growth in a number

of papers, with consumption needs taken as given, but one may also start

from a prior determination of gross output (including investment). Square

joint production systems then result from the choice of technique, in that at

least as many processes are necessary to produce the commodities demanded

(some of these may be domestic processes of production). There cannot be

more processes than there are commodities with positive prices (that is,

goods that are not overproduced) for there would otherwise be an

overdetermination of prices incompatible with a uniform rate of profit. This

principle of ‘counting the equations’ is reinforced if we think of a long-period

equilibrium as one in which quantities and market prices fluctuate around

normal values (these fluctuations are something different from the deviation

of macroeconomic variables from a trend in business cycles). Demand for

commodities may thus be subject to small changes in any direction, and this

means that fewer than n processes to produce n commodities will not – even

by accident – be sufficient to fulfil the demand conditions. Hence, joint

production systems are square which implies that, given distribution, prices

of joint products are determined in a classical framework – a problem never

solved by the classical authors.

There are three difficulties with this result. The first is that, if the neces-

sity of allowing for the small perturbations is not taken into account, fewer

than n processes may suffice to produce n commodities in desired quanti-

ties just by a fluke. Another rather formal exception concerns so-called

limiting means of production. The second, more interesting, difficulty is

connected with different theories of demand. The system need not be square

if other assumptions about demand are made, for instance because neoclas-

sical preferences are introduced. Thirdly, it may be objected that square

systems are not likely to be encountered in reality because non-square

solutions have an important meaning as expressions of processes of transi-

tion. For instance, new domestic or industrial uses may be found for a good

which until then had been a waste product (and therefore not a commodity

to be counted). It will now not be disposed of at a zero price, but sold at a

low market price; this market price will be an incentive to produce the

commodity by other means, thereby introducing the new process. In the

end, a system which had been square will thus be square again, but in the

transition there is one commodity more than there are processes. An

overdetermination of prices through the presence of too many processes, on

the other hand, is familiar: it simply follows from the working of competi-

tion by which the least-cost-combination of methods is found. New methods

may enjoy a cost-advantage, hence a more-than-normal rate of profit, for 566 Bertram SCHEFOLD

 

some time. I pursued these themes mainly in 1988 and in my contributions

to 1989a.

To date the ‘intertemporal theory’ of general equilibrium seems to have

been touched upon only marginally in the critique of neoclassical capital

theory. The intertemporal theory, although referring to a long or even infinite

horizon, does not describe a long-period equilibrium since there are different

own rates of interest in terms of different commodities. They reflect the fact

that initial endowments may be given in arbitrary proportions so that some

are more scarce relative to demand (see 1985a). This kind of discrepancy can

be shown to disappear if the time horizon is sufficiently far away. In this

sense, the intertemporal equilibrium represents one particular form of a tran-

sition to a stationary state as the time horizon is pushed farther away. It is not

surprising that the same effects which preclude the existence of a surrogate

production function and, more generally, the existence of a demand function

for aggregate capital, also preclude the convergence of an intertemporal

equilibrium to a stationary state. Such a property – if it exists – has also been

regarded as an extension of the turnpike theorems familiar from von Neumann

models. This discovery ought to lead to a revival of interest in long-period

equilibria by neoclassical economists themselves.

From the late 1970s onwards, I have been involved in research projects in

the area of environmental economics. One was concerned with alpine re-

gions in Switzerland; three with the future of the energy system in Germany.

The best known of these, which I directed jointly with the physicist and

philosopher K.M. Meyer-Abich of the University of Essen, was concerned

with ‘The Social Compatibility of Different Energy Systems in the Devel-

opment of Industrial Societies’ and employed about a dozen researchers

from different disciplines in collaboration with a commission of the West

German parliament. The task involved the implementation of energy sce-

narios in a large computer-based econometric model (run by the Institute

for Economic Research of the Swiss Federal Polytechnic in Zurich) in

order to investigate the economic consequences of choosing a particular

energy path for the economy as a whole. Values for controversial data such

as the future cost of reprocessing spent nuclear fuel were chosen in an

exchange with the Kernforschungsanstalt Jülich, one of the two large nu-

clear research facilities in Germany. The final report, written by Meyer-Abich

and myself, became a bestselling book, not least because it was published a

few weeks before the accident of Chernobyl and was for some months very

much discussed in the media (1986).

How shall we live in future decades? This question which motivated our

research is political and its solution cannot be left entirely to autonomous

forces. Technical progress has always to a large extent been directed by

political decisions and by cultural forces which do not operate through the
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market alone. The popular attention paid to the energy debate does not arise

simply from worries concerning the energy system taken in isolation. Rather,

the energy system is correctly perceived as important in how it relates to

economic, social and environmental developments. In fact, it also affects

national and international relations and, through the consequent safeguards to

maintain security, the national and international legal systems.

Clearly one cannot expect to obtain a vision of future developments by

looking at individual technologies. Rather, it is necessary to see them as

connected through international research priorities, technical linkages and

institutional relations in the political sphere. The practice of isolating a small

number of characteristic scenarios to compare their potential impact on soci-

ety is thus theoretically justified. Interestingly, this methodological perspective

has parallels in classical economic analysis as well as in the approach of the

historical school, though it is less easy to integrate into neoclassical theory.

For, whereas the latter is correct in postulating that external effects should be

internalized whenever feasible, the idea of comparing different development

paths with their associated social and cultural settings is alien to a theory

which is accustomed to take preferences as given.

In this perspective, the research team published a series of books and

articles, discussed beforehand at working conferences in order to assess the

potential consequences of various scenarios on the legal system, the economy

and society. We asked, conversely, which developments, in any of these areas

might be favourable to the implementation of a given scenario, and we listed

and explored political instruments. Historical parallels were also examined.

This methodological approach to social choice, more than the details of our

recommendations, may retain some interest.

Most environmental research projects require interdisciplinary collabora-

tion and a readiness to transcend one’s theoretical preconceptions. Thus, in

contributions to books aimed at finding solutions for the double threat of

pollution and unemployment, neoclassical concepts almost inevitably had to

be used. I have so far, in English, made only one attempt explicitly to link

applied work with my theoretical concepts (see 1985b).

Opposition to neoclassical models is often based on the allegation that

neoclassicals fail to take social, historical and institutional factors into ac-

count. Certainly the classical model describes a highly idealized form of

capitalism only. Interest in other historical periods has led me to reconsider

the work of members of the historical school where one still finds challeng-

ing suggestions (beyond what has been preserved in Max Weber and apart

from the particular historical scheme of economic evolution proposed by

Marx). I have mainly studied Schmoller and Bücher and, to counterpoise,

Schumpeter, but I have also tried, in a paper on ‘Supply and Demand in

Classical Theory’, to describe the historical element in the classical theory of 568 Bertram SCHEFOLD

 

consumption – as found mainly in Adam Smith. Here concepts such as

necessary consumption, luxury consumption and so on refer to what is neces-

sary or luxurious in specific social circumstances. Adam Smith’s Theory of

Moral Sentiments interprets the display of riches in order to please others as a

cultural process and integrates it with a theory of luxury consumption and the

diffusion of needs (see 1981).

One may seek precursors of modern ideas when working on the history of

economic thought, but the ‘Dogmenhistorischer Ausschuß’ (section of the

‘Verein für Socialpolitik’) in which I have been active (also as President) has

always been open to considerations of what was really characteristic of past

authors. The Greek philosophers, for example, were not interested in eco-

nomics as a causal science and made virtually no contribution to it. Like

Plato in his ‘Laws’, their concern was to find those institutions in which the

market might function without transforming or dissolving desirable social

relationships; also to define, as in Aristotle, those concepts of justice and

reciprocity which would allow the order of the polity to be maintained as the

basis for striving for higher understanding. This presupposed a modest but

comfortable supply of goods. The Greek philosophers were thus not opposed

to the use of the market, but they thought that behavioural rules and political

institutions were necessary to keep economic activity subordinated to higher

goals. In analysing their position, they indirectly provided the first concepts

for economics as a causal science.

At the time of writing of this entry, the idea to run economies by means of

centralized planning seems almost globally discredited, but that does not

mean that we are likely to return to a pure market system. In connection with

a local emphasis on questions of comparative economic systems, I have

repeatedly taught a course on ‘Economic Systems in Historical Perspective’,

with a strong emphasis on the economies of pre-industrial societies but

leading up to the social market economy. The unifying theme of my re-

searches has thus been to try to understand the changing forms of interaction

between the forces of the market, of centralized control and of social tradi-

tions which largely defy analysis in terms of neoclassical concepts of

rationality.

Since the above was written, I have returned to the problem of the critique

of capital theory and its extension to intertemporal equilibrium by developing

a general method to construct intertemporal equilibria which exhibit prob-

lems of Wicksell effects and reswitching in various forms. It turns out that

such equilibria exist but factor prices and quantities move in the same, not in

opposite directions so that the stability of such equilibria is highly question-

able. Related problems which can be analysed by means of this method

concern the stability of employment and the analysis of the relationship

between saving and investment in intertemporal equilibrium (1997). My in-

Bertram SCHEFOLD 569

 

terest in a modernization of the heritage of the historical school has grown; I

do not think that modern institutionalism has taken up the lessons from the

past (1994, 1995). A changing relationship between economic development

and general culture is visible not only in history but also in the present. Apart

from globalization, one may mention European integration in this regard. I

have been the responsible organizer of two international summer schools,

sponsored by the European Union, on ‘Economic interests and cultural deter-

minants in European integration’.

Much of my time has been absorbed as the managing editor of the series

‘Klassiker der Nationalökonomie’. This is a series of bibliophile facsimiles

of great classical works in economics. The facsimile is always based on the

first edition of the work concerned, whenever that is available (luxury manu-

scripts or important late editions have been taken in the case of classics of

antiquity or the Middle Ages where a first edition did not exist). Each fac-

simile is accompanied by a companion volume of commentaries. So far, I

have written an introduction to each commentary volume of all the editions

which I have looked after myself, since this work began in 1990; I have thus

written forty such introductions, ranging from Aristotle to Samuelson. Three

main ideas have guided my interpretations: I have tried to trace back the

contrast between classical and neoclassical conceptions to their earliest pre-

cursors, I have endeavoured to emphasize those economic ideas which appeared

important to the author and his public in the period concerned, and I have

situated them in their cultural context, in order to overcome the limitations

imposed by the conception of the history of economic thought as a sequence

of discoveries leading up to the modern mainstream. It has been a wonderful

experience to concentrate time and again on the work of a great author who

had often been neglected, and I have come to like in particular the culture of

the authors of the later Middle Ages and early Mercantilism, like Oresme,

Azpilcueta, Serra, or even of a classic of business administration like Savary.

But it also was fascinating to apply the tools of capital theory to great

analytical authors who have not yet often been seen in this light like Irving

Fisher. Famous modern economists have contributed to the commentaries in

the series, for example, Samuelson, Tobin, Malinvaud, and I was surprised to

see how well they were versed in the history of economic thought. Curricula

may not reflect it, but the interest of students in a historical approach to

economics is increasing, hence the foundation of the European society for the

History of Economic Thought, of which I now am President. Economic

theory cannot be ordered and interpreted except in a historical perspective.
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Dudley SEERS (1920–1983) Richard Jolly

For three decades, Dudley Seers was one of the world’s leading economists

in the field of development studies. He wrote on a remarkably wide range of

topics in development, working in some 35 countries and visiting many

more. He was born in England and educated at Rugby School and Cambridge

University. Initially undertaking statistical research in Oxford on income

distribution in Britain, Seers rapidly developed viewpoints and approaches

well outside the mainstream of neoclassical economics. It is oversimplistic to

describe him as a dissident of development studies. Rather, he was something

of a prophet: mainstream thinking on development often moved towards

positions he had first put forward. It would be true to describe his influence as

helping to make development studies a dissident wing of current economic

orthodoxy. In his final book, the Political Economy of Nationalism, he pro-

vides a synthesis of his own contributions.

Seers espoused, taught, defended and worked largely within a structuralist

paradigm. He focused on key structural relationships in the countries or

situations under review (for example, the pattern of exports, the linkages

between imports and production, the structure of ownership and of interna-

tional and national political influence), relating these key relationships to the

type of economy being analysed, the nature of its links with the international

economy, and the phase or time-period in relation to broader world develop-

ments. This led Seers to a multi-disciplinary style of analysis that was, in

many respects, situation-specific rather than universal. Seers’s best and most

quoted work focused on the study of individual national economies and their

links with the ‘world economy’, rather than on isolated sectoral problems

within them.

The foundations of Seers’s way of viewing development problems grew

out of his work in ECLA (Economic Commission for Latin America) from

1957–61, working under Raoul Prebisch and alongside Osvaldo Sunkel and
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other Latin American economists who were evolving the ‘structuralist’ and

‘dependency’ approaches. These experiences prompted one of Seers’s most

important articles, ‘The Limitations of the Special Case’ (1963), in which he

analysed the dangers of naively transferring analytical models from the ‘spe-

cial case’ of developed countries to the rest of the world. This article attracted

more international attention than anything Seers had written until then.

This article (perhaps more accurately, this perspective) laid the basis for

much country-specific work during the succeeding years, indeed throughout

the rest of Seers’s career until his final assignment in Fiji just before he died.

Seers undertook further consultancy missions to Zambia (1964), Colombia

(1970), Sri Lanka (1971), Nigeria (1979) and Uganda (1978); produced a

major study on post-revolutionary Cuba (1962) and led or joined in many

other country analyses. In the preface to his 1983 book, Seers lists some 35

countries where he had been involved in advisory work or research. These

were mainly developing countries but included Canada, Ireland, New Zea-

land, Portugal, Japan and Spain of the so-called developed countries, as well

as Czechoslovakia and Poland. The list explains his special interest in small,

dependent economies; as he underlined, with characteristic self-awareness

totally consistent with his structuralist position, the list reveals where he did

not work:

 

If I had undertaken research mainly in, say China, India, the United States and the Soviet Union, my approach would, without doubt, be very different. I would, for example, be less aware of the special problems of small countries (especially vis-à-vis the great powers) and more conscious of the importance of regional differences within countries – and of the economic, political and social costs of central bureaucracies. (1983, p. x)

 

Seers added that the world was inconveniently large to cover all countries in

one lifetime!

One of the self-imposed costs of structuralism and country-specific analy-

sis is that they limit the field over which generalizations can be made. Seers,

however, did develop more systematic models for certain classes of economy,

which over the years became increasingly multi-disciplinary (see his papers

published in 1959, 1962 and 1969 which was reworked to become 1981a).

He also increasingly focused on a number of structural problems characteris-

tic of different types of economies. From this emerged (1981b, 1982a) and

the series of volumes on Underdeveloped Europe (1979) in which he ana-

lysed core–periphery relationships in Europe, using the dependency frame of

analysis developed earlier for studying the relationships of developing with

industrial countries.

The ILO employment missions of the 1970s provided Seers with the op-
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within particular countries. In Colombia the focus was on the problems of

employment and income distribution; in Sri Lanka on unemployment and the

mismatch between aspirations, skills and education; in Kenya (with Hans

Singer and Richard Jolly) on employment, incomes and equality, with special

attention to the informal sector and, over time, to redistribution with growth.

In 1979, Seers led a Commonwealth team on the Rehabilitation of Uganda

after the destruction and wanton disregard of human life by Amin. In Nigeria,

he led another ILO employment mission, which reviewed priorities for meet-

ing basic human needs after the heady profligacy of the oil boom in the

mid-1970s, producing a report entitled First Things First (ILO/ JASPA, 1981).

In order to clarify further Seers’s approach to structuralism and depend-

ency, one can refer to his criticisms of what he saw as the major alternative

approaches in the analysis of development – neoclassical economics and

Marxism. In general attitude, Seers closely aligned himself with the position

Joan Robinson set out in Economic Philosophy, in which economic philoso-

phy in each period matches the interests of the ruling elites. Seers followed

this approach in arguing that both neoclassical economics and Marxism have

provided self-justifying rationales for those holding power in, respectively,

capitalist and communist countries. But he achieved a shock effect – and

strong reactions in response – by underlining the common features of both

neoclassical economics and Marxism in their analysis of development. Both

are in fact close relatives tracing their descent from the same European

nineteenth-century (classical economic) ancestors. And they share important

common flaws:

 

1. the assumption of linear progress (towards some ill-defined Utopia) which

encourages an optimism that continues to mislead, though it has fre-

quently been dashed (1983);

2. they fail to take due account of non-material motives, especially nation-

alism;

3. both doctrines appeal to malcontents in the other system, more specifically

on economic issues;

4.   both treat the quantity of money as the determinant of inflation;

5. both emphasize capital investment as overwhelmingly the most impor-

tant determinant of economic growth. Consequently the generation and

allocation of savings are seen as the mainsprings of development.

 

Seers recognized some important differences between Marxists and neoclas-

sical economists, however: the latter are characterized by a much greater

belief in quantitative techniques and focus on variables which are quantifi-

able. They concentrate on equilibrium which for them is normative, whilst

Marxists focus attention on social crises due to class relations, study the
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internal contradictions in capitalist (but not socialist) modes of production

and stress how ‘uneven development’ is linked to ‘imperialism’. Marxists

therefore tend to emphasize the historic origins of problems and long-term

dynamics (1983).

These critiques are important to an understanding of Seers’s radicalism.

They help to make clear where he stood – or, as he might have put it, where

he did not stand. Seers took many positions critical of the status quo, whether

of capitalism, of transational corporations, of communism, of the establish-

ment in general, of administrators and of bureaucracy. He never tried to be

even-handed in these criticisms because his values were egalitarian, anti-

establishment, strongly for human rights. He had life-long friendships with

and loyalties to key radicals of the Labour party in Britain (the pre-Bennite

radical wing of the 1950s and 1960s). But notwithstanding his presidency of

a Marxist Society in Cambridge as an undergraduate, his later views were

anti-Marxist and anti-dogmatic.

In the area of national planning and statistics, Seers was masterly: creative

and constructive, rigorous and professional, and at the same time deeply

radical, perhaps more constructively radical than in any other area of his

work. Seers was by training a statistician, and his early work in Oxford had

been in statistical teaching and research. Two of his earliest papers are mod-

els of most careful statistical and analysis, directed to issues of major political

concern (see 1949a and 1949b).

Over the years which followed, Seers never lost his statistical interests.

He was always a trenchant critic of the unthinking use of statistics, taking

delight in denouncing spurious precision in the presentation of data and in

reminding both model builders and practical analysts of the arbitrary and

often misleading conventions used for the calculation of statistical con-

structs such as GNP. But in statistical matters he was also a builder. In the

late 1950s, he developed a modified (non-square) input–output table, adapted

to the analytical needs and data availability of an export-orientated devel-

oping country. This was first applied to Jamaica, then used as the integrating

frame for the UN/FAO/ECA mission report on the ‘Economic Development

of Zambia’ and subsequently for Zambia’s First National Development Plan

1966–70.

In 1969, as President of the Society of International Development, Seers

launched a devastating attack on GNP in his address, subsequently revised

and published in 1972 under the title ‘What are We Trying to Measure?’. He

asked: if over the last decade in a country GNP had grown, but unemploy-

ment had risen, income inequalities had widened and poverty had increased,

is this development or not? This speech ended with an outspoken denuncia-

tion of ‘the obscene inequalities that disfigure the world’. It became an early

landmark in a succession of international initiatives and appeals over the 574 Dudley SEERS

 

decade to give more attention to inequality and poverty in development

strategy.

Throughout his career Seers maintained a special interest in improving the

quality and relevance of statistical indicators. In the late 1970s, he embarked

on a major project to test the feasibility of using life expectancy as an

integrating concept for social and demographic analysis and planning. The

project involved trial applications in several countries. Although unfinished at

the time of his death, Seers completed a comprehensive paper on his ap-

proach, entitled ‘Active Life Profiles for Different Social Groups’ (see 1982c).

As adviser and leader of international missions to many countries, Seers

contributed creatively to the art of development planning. He believed that

development planning should focus on strategy – in much the same way that

good political or military strategy identifies a core of essential issues and

concentrates on their rapid realization. This would mean moving ‘to quite a

different type of planning – longer term, less economistic, not entirely quan-

titative. And the object would not be necessarily – certainly not mainly –

publication. Indeed the very fact that a plan is published raises doubts as to

whether it deals with issues important to the government’ (1983, p. 95).

Seers indicated the types of issues that such planning would need to cover,

the exact selection depending, of course, on the time and situation of the type

of country concerned:

 

1. the basic political-economic and social pattern of the developments de-

sired – and how they can be achieved (including the mobilization of ‘an

adequate coalition of diverse political forces in support’);

2. a strategy to ensure sufficient control over the national economy and

resources to achieve the objectives including military strategy and atten-

tion to key economic issues such as oil imports, food production and

technology;

3. distributional and social issues such as health policy, water, basic hy-

giene and information;

4. education for manpower development but with attention also to the role

of education and religion in relation to the knowledge, attitudes and

motivation needed for a self-reliant strategy. As Seers emphasized, patri-

otism, although unfashionable as a topic of concern for economic planners,

is an obvious part of this. So also is the cultural heritage of a country,

linguistic policy, especially in countries where there are large linguistic

minorities and so on.

 

In the final decade of his life, Seers turned his professional interests to

Europe. First, he worked on ‘underdeveloped Europe’, analysing European

problems and patterns of development with the same structural tools of analysis

Dudley SEERS 575

 

he had used earlier in developing countries, especially in Latin America. Core–

periphery models and tendencies became centre-pieces of this work, with the

core identified as the industrial heart of central France and Germany, and the

periphery as Greece and Southern Italy, Spain and Portugal, Ireland, Northern

Ireland, much of Wales, Scotland and the North of England. (Scandinavia was

clearly part of the geographical periphery – though not so obviously part of the

underdeveloped and underdeveloping regions.) Seers contributed to three books

on these themes (see 1979, 1980b and 1982b).

From this European perspective, Seers returned to the global view, empha-

sizing the forces at work within the international economy which made a

tripartite division of the world – West, East and South – increasingly mislead-

ing. In the Political Economy of Nationalism, he argued the case for a more

Euro-centred strategy in a world divided into a number of regional economic

blocs.

Seers also at this time published a strong critique of the Brandt Commis-

sion’s report, North–South: A Programme for Survival. In his review ‘Muddling

Morality and Mutuality’ (1980a), he tore into the report for what he argued

was a long list of confusions over ‘mutual interests’ which it had made a

central point underlying its proposals. Seers challenged the implicit model of

the Brandt Commission. He argued that there was no reality behind such

phrases as ‘international community’, that the North–South division of the

world was politically meaningless, and that experience had already demon-

strated that OPEC solidarity with the non-oil exporting countries of the South

was virtually without effect when it came to practical economic action. By

1980, countries were divided into other blocs too, which made the ‘tripartite’

view of the world dangerously misleading – as he himself had written several

years earlier (see 1976). Fundamentally, Seers argued that a case based on

mutuality of interests of countries was meaningless, because it failed to take

account of the differing interests of key groups within each country. More-

over, the Brandt Commission ignored the realpolitik of industrial countries’

policies at that time, in which monetarist ideas and priority for reducing

inflation over reducing unemployment held sway.

In his final book, completed just before he died, Seers argued that to

analyse regimes in terms of their orientation along some ‘old left–right axis

… is not much use’. Rather he put the case for a two-axis analysis: national-

ist–anti-nationalist and egalitarian–anti-egalitarian. This produced a four-fold

classification, reproduced as Figure 1, which could be used to clarify not only

the ideology and practice of regimes, but analytical approaches. Neoclassical

economic analysis would tend to be in the anti-nationalist, anti-egalitarian

segment; neo-Marxist in the egalitarian, nationalist segment.

Seers chose to stress in this book how he had moved to a nationalist – or

rather European nationalist – position (somewhat playing down the contra-576 Dudley SEERS
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diction between being a nationalist and having regional affiliations, which

seems to imply some residual internationalism). More importantly, Seers did

not emphasize where he stood on the second main axis of analysis – egalitari-

anism. Nothing Seers wrote at this time suggests he had moved far from the

concern with egalitarianism which had characterized so much of his profes-

sional work, from his statistical studies in Oxford in the 1940s to his call

(with Gunnar Myrdal) in the 1980s for aid to be entirely devoted to poverty

alleviation. On human rights, his concern, if anything, strengthened. The

connecting thread of Seers’s professional work over his lifetime is more

clearly shown by this continuing focus on inequality and injustice than by

moves over his last decade from internationalism to a European-centred

nationalism.

 

Seers’s Major Writings

A full bibliography and other assessments of Dudley Seers appears in IDS Bulletin, 20, July 1989, which also contains an extended and earlier version of this entry.
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Amartya SEN (born 1933) Louis Putterman

Amartya Sen has been a leading figure in the fields of welfare economics,

social choice theory, economic growth and economic development for over

three decades. His published works include seven solely authored original

books, two volumes of collected essays and a jointly authored development

planning manual, as well as over 170 articles in books and periodicals. His

topics range from the relationships between economics and ethics, economic

methodology and the nature of well-being, to explorations of the Arrow

impossibility theorem and a social impossibility theorem of his own (the

impossibility of a Paretian liberal), to capital and growth theory, choice of

technology, hunger and sex discrimination. Virtually unique among econo-

mists, he is highly regarded by the mainstream of the profession, which has

awarded him prestigious chairs at Oxford, Harvard and other universities,

published dozens of his contributions in its leading periodicals, and elected

him to such positions as President of the Econometric Society. Yet he remains

a vehement critic of core assumptions (such as the nature of welfare) and

methodological propensities (including the separation of economics from

ethics and other fields of inquiry) of neoclassical economics. Sen enjoys

equally high stature among social philosophers and students of other social

sciences. He is an accomplished economic theorist and proponent of rigorous

statistical measures, but also a critic of the too exclusive focus of economists

on mathematical refinements.
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Born in 1933 in the village of Santiniketan in Bengal, Sen remains a citizen

of India and an active contributor to debates on aspects of that country’s

development policies and experience. He earned his first bachelor’s degree in

1953 at Presidency College (Calcutta), then moved to Trinity College (Cam-

bridge) where he earned B.A., M.A. and Ph.D. degrees. The last of these was

awarded in 1959, by which time he had already published several articles on

economic development and planning in leading journals. His doctoral thesis,

supervised by Joan Robinson but also under the tutelage of Maurice Dobb,

concerned the choice of techniques in economic development and led to his

first book, published in 1960. The work focused on conditions under which

more capital-intensive techniques could be preferred in a capital-poor country.

 After serving as a Fellow of Trinity College from 1957 to 1963, Sen

became Professor at the Delhi School of Economics, University of Delhi, a

position he held until 1971. He also held one-year visiting appointments as

assistant professor at MIT in 1960–61 and as professor at Berkeley in 1964–

65 and Harvard in 1968–69. During this period, he published work on the

problem of labour surplus, mechanization and the farm size–productivity

relationship in agricultural development; two important papers on the eco-

nomic behaviour of peasant households (1966b and 1966c), and two equally

important papers on externality and collective aspects of savings decisions

(1961 and 1967). He also began publishing work in the fields of social choice

theory and welfare economics (1963, 1964 and 1966a). This last line of

investigation culminated in the book Collective Choice and Social Welfare

(1970) which Mark Blaug, in his Great Economists Since Keynes, lists as one

of the central pillars on which Sen’s reputation rests. In addition, he pub-

lished several papers on social and moral philosophy in journals such as

Philosophy and Philosophical Quarterly.

Sen’s work during this period contained a number of elements that he has

emphasized and developed further in subsequent writing. Among these was a

concern with different modes of organization, such as the peasant household

and the cooperative, and an interest in investigating the implications of utility

interdependencies, for example the concern of present individuals with mem-

bers of a future generation. The latter interest also played a role in analyses of

conflicts between individual and collective rationality, a theme that he ex-

plored in a number of papers making use of the game theoretic paradigm of

the prisoners’ dilemma, and of an important and original variant, the assur-

ance game. Finally, Sen’s concern with ethical and distributive issues fed into

his evolving criticism of modern welfare economics and his analysis of the

Arrow paradox, both of which emphasize the informational restrictions of

ordinal utility-based social rankings.

For example, in ‘Isolation, Assurance, and the Social Rate of Discount’,

Sen showed that if a is the value an individual places on a unit increment in
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income to his heirs, b the corresponding value for an increment to other

members of the future generation, and c the value of an increment to a

contemporary, then whenever (b/a)>c, the individual would be better off

agreeing with others to save more than would be rational without such a

collective decision. While the situation depicted has the character of a stand-

ard prisoners’ dilemma, in which individuals most prefer that all others save

according to the agreement while they themselves consume in contravention

of it, and while a collective enforcement mechanism such as state taxation

might therefore be desired, Sen also noted the existence of a game with

slightly different payoffs. This he dubbed the assurance game, in which

individuals are inclined not to cheat on the agreement to save provided they

believe that all others are saving. Sen subsequently pointed out that prisoners’

dilemmas could sometimes be transformed into assurance games, with likely

benefits to the parties concerned. Such changes would not necessarily be in

objective options and outcomes, but possibly only in the subjective or moral

valuation of those outcomes – that is, the individual would learn to prefer

being a cooperator over being a cheater, although still wanting to avoid being

‘suckered’ by others. This point is of enormous importance to the study of

such subjects as work incentives and cooperation in teams. The use of a

highly abstract and somewhat methodologically focused argument to build a

case for controversial policy intervention – here, state intervention to raise

savings rates – is also typical of much of Sen’s work.

In 1951, Kenneth Arrow had shown that it might be impossible to use

individuals’ rankings of alternative social states to construct a social choice

function obeying such ostensibly reasonable and unrestrictive properties as

acyclicity and absence of dictatorship by any single individual. In Collective

Choice and Social Welfare, Sen sought to understand this result by examining

which of Arrow’s assumptions might be most responsible for it. While the

work is extremely abstract and mathematically demanding, his conclusion

may be summarized as follows: whereas the impossibility result continues to

hold even after further weakening or dropping some of Arrow’s requirements,

that result should be viewed as a not surprising consequence due to the

poverty of information permitted to enter the problem. That is, the utilized

information about individuals’ preferences is limited to orderings that give no

inkling of the relative importance to any given individual of changes in

welfare due to movements among different pairs of social states, or to the

comparative significance of movement between a given pair of states for two

different individuals. The argument is closely related to, and is in some

respects a generalization of, the observation that without the possibility of

making interpersonal comparisons of welfare or of welfare changes, the

modern concept of ‘social welfare’ is unable to distinguish between even

drastically different distributions of income.
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Sen’s critique of welfare economics went beyond pointing out the limita-

tions of non-interpersonally comparable preferences, to criticism of what

economists view as the relevant domain of preferences – individual welfare

and social welfare – a domain usually restricted to the consumption and

leisure of individuals. One of the most noticed salvos in this battle was an

attempt to show that, far from being unobjectionable and virtually value

neutral as many economists seemed to believe, the concept of Pareto optimality

that lies at the heart of modern welfare economics is inconsistent with so

widely accepted a philosophical value as liberalism (the idea that people

should be permitted to do what they please provided that it does not prevent

others from doing likewise). The argument appeared in ‘The Impossibility of

a Paretian Liberal’ (1970b), and spawned a substantial further literature that,

as with Arrow’s impossibility theorem, focused on what elements (such as

the utility interdependence used in Sen’s example) were critical to the impos-

sibility result.

In 1971, Sen returned to England, where he was to teach for the next 17

years, the first six of these at the LSE and the remainder at Oxford. In 1972,

Guidelines for Project Evaluation appeared, co-authored for UNIDO by Partha

Dasgupta and Stephen Marglin. This book became a standard source on the

methodology of development project evaluation. Other contributions at that

time included work closely related with his interest in welfare economics,

ethics and philosophy, and also contained some of Sen’s major contributions

to the statistical theory of the measurement of inequality and, later, of pov-

erty. Also Sen considered new aspects of the issues explored in earlier work

on technology choice and development, and gave special attention to differ-

ences between alternative modes of work organization, including wage

employment and household production. Sen suggested that differences in the

subjective valuation of labour under these alternative modes could help to

account for the higher cost of wage than of family labour, thereby helping to

explain the greater labour intensity exhibited by small family farms in devel-

oping countries. More generally, Sen argued that one cannot identify a most

efficient technology by reference to input and output levels only, when factor

proportions or scale differ among production arrangements and when the

human agents concerned attach different levels of disutility to different work

modes.

Despite Sen’s continuing immersion in development issues, critical writing

on welfare and social choice theory occupied much of his attention during the

1970s. During the same period, he published a number of additional papers

on the measurement of inequality and poverty. He proposed a measure of

poverty based upon the rank ordering of the poor and the distance of each

below the poverty line; this measure bears a close relationship to the Gini

coefficient of inequality and has stimulated a great deal of further, highly
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technical work. The same period saw papers on capital theory and aggrega-

tion, and on ethical and moral philosophy, among other topics. In 1976, Sen

was awarded the Mahalanobis Prize in India.

Sen’s move to Nuffield College (Oxford) in 1977 coincided both with the

publication of sharpened syntheses of his criticisms of welfare economics

and neoclassical economics more generally, and with his development of a

new and highly influential line of research on the subject of famines and

hunger. Again, both the restrictive scope of concern of the ‘utility’ concept,

and its informational impoverishment by restriction to intrapersonal ranking

featured prominently. Also emphasized was the equally fundamental criti-

cism of the neoclassical model of man, which tends to ignore values, rights

and motives other than material self-interest. The work on famine and hunger

was presaged by articles appearing in the Economic and Political Weekly in

1976 and in the Cambridge Journal of Economics in 1977, then presented

more fully in his book Poverty and Famines (1981) and in several more

articles.

Prior to Sen, famine and hunger had generally been thought of as direct

consequences of shortfalls in food production, with much of the fight against

food deprivation in poor countries being focused upon the development of

scientific methods for raising agricultural productivity. To be sure, it had been

understood by many that the global food problem was not strictly one of

production, since the US and other countries had the resources and the

technology to meet existing shortfalls easily, if only those suffering depriva-

tion had the purchasing power to elicit such production via the normal operation

of the market mechanism. However, Sen further emphasized the decoupling

between the production and distribution of food (he conceptualized the latter

as being based upon an institutionally specific system of ‘entitlements’),

arguing that famines could and did sometimes occur without any change in

the availability of food to an economy. In particular, famine could result from

a change in the distribution of entitlements caused by such seemingly remote

factors as an increase in purchasing power in other regions or sectors of the

economy. The argument was illustrated with historical evidence from the

great Bengal famine of 1943, the Bangladesh famine of 1974, and famines in

Ethiopia and the Sahel countries in the early 1970s.

The year before the publication of Poverty and Famines, Sen assumed the

Drummond Professorship of Political Economy at All Souls College (Ox-

ford), a position previously held by such illustrious figures as Sir John Hicks,

Francis Edgeworth and Nassau Senior, and carrying with it a measure of

leadership of Oxford’s community of economic scholars. The eight years

during which he held this position saw him working avidly on famine, hunger

and other development interests, including questions of sexual division and

inequality. Sen’s writing in the areas of philosophy and ethics also continued 582 Amartya SEN

 

apace, and he followed up on his earlier critiques of welfare economics by

proposing a radical alternative that focused on human capabilities rather than

consumption bundles. This was also a period in which Sen assumed numer-

ous positions of leadership in the economics profession, including presidency

of the Econometric Society in 1984 and of the International Economic Asso-

ciation in 1986–89, and in which his impact on research in the field of

economic development was extended through a leading role at the World

Institute of Development Economics Research in Helsinki.

Sen’s further work on hunger and famine took a number of directions.

Especially fruitful were comparisons of the experiences of various poor coun-

tries, including India, China and the nations of sub-Saharan Africa. For

example, Sen pointed out that whereas Communist China had succeeded in

reducing chronic hunger through policies that placed a floor beneath the food

consumption levels of most of its people, contributing to an increase in life

expectancy to roughly 69 years by the end of the 1970s, that country had not

avoided a famine of unprecedented proportions in 1959–61; whereas India,

with more chronic hunger and a life expectancy of only 56 years, had avoided

famines through prompt governmental action. Exemplifying his attention to a

broader range of phenomena, Sen argued that much of the difference could

be attributed to the existence of a free press and electoral democracy in India

but not China. However, he also argued that such instrumental advantages

need not be the only, nor even the most important, reasons for valuing such

institutions; these might be of intrinsic value to individuals and to the society

as well – an example of Sen’s position that social welfare needs to be defined

over more than the set of commodity bundles consumed. Work in this stream

was eventually to include a co-authored book (1989) and three volumes co-

edited with Jean Dréze.

Sen’s critique of what he came to call ‘welfarism’ – the identification of both

individual and social well-being with the commodity bundles produced and

consumed – added one more voice to a chorus of dissatisfaction expressed by

many economists, including such senior figures as Tibor Scitovsky and Albert

Hirschman. While the abstract and rigorous nature of much of Sen’s critical

work, and his well-earned position as an authority on welfare economics and

social choice theory, distinguished his criticisms from some others, neoclassi-

cal defenders could brush off even the most refined of attacks by asserting that

economists could not be expected to give up a workable and in many respects

fruitful theoretical approach unless offered an operational alternative. This is

precisely what Sen set out to do in Commodities and Capabilities, which was

published in 1985, in his Tanner Lectures delivered in 1984 and published in

The Standard of Living (1987a) and in other papers and lectures.

Like W.M. Gorman and Kelvin Lancaster before him, Sen noted that

people value commodities not as goods in their own right but for their various
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properties and the needs that they can satisfy. Going beyond this, he pointed

out that the satisfactions, achievements or other results of possessing or

consuming commodities depend not only on the characteristics of the com-

modities, but also on the characteristics of the consumer and on his or her

circumstances. For example, insulin and chocolate bars are of very different

value depending upon whether one is a diabetic; and a particular income level

may enable the person earning it to do very different things depending upon

the average income in that person’s society, and the amount necessary to

achieve a life-style free from social humiliation. Moreover, Sen argued that

well-being cannot be judged only by end states, and that options and the

freedom to choose among them are also pertinent to well-being. This means

that consuming bundle X when a large number of alternatives would have

been possible, and when X is chosen freely by the consumer, is different from

consuming X when no alternative is available, and when X is chosen by

persons or institutions over whom the consumer has no influence. The stand-

ard of living or well-being should accordingly be judged by the person’s

‘capability’ to lead the life that he or she has reason to value. Spelt in terms of

elements, a person’s living can be seen as a combination of ‘functionings’ –

doing various things a person can value, varying from such elementary achieve-

ments as being well fed or clothed, being free from avoidable diseases and

being able to live without fear of violent attack, to more complex accom-

plishments such as achieving self-respect, taking part in the life of the

community, being able to feel that one lives in a just society, and so on.

Sen accepted the Lament University Professorship and held dual appoint-

ments in the Economics and Philosophy departments at Harvard University

from 1988 to 1998, a period in which he was more energetic than ever in

his contributions to the fields already mentioned and more. In the early

1980s, two collections of his papers, on social choice and welfare and on

economic development, were published. In the ensuing years, he published

further technical contributions on individual and social choice, summariz-

ing some of his views in his 1995 Presidential Address to the American

Economic Association (1995). His capabilities approach stimulated consid-

erable discussion, some of it collected in edited volumes, including one he

co-edited with Martha Nussbaum in 1993. The influence of the capabilities

approach is seen, among other places, in the United Nations Development

Programme’s annual Human Development Report series, which began pub-

lication in 1990 with Sen on its panel of advisers. In 1995, two books on

India’s economy, one co-authored with, the other co-edited by Dréze,

appeared. Sen’s writing expanded to address the virtues of freedom, markets

and democracy, and he was feted with the publication of a festschrift (in

1995), several biographical essays, and invitations to deliver numerous

prestigious lectures. His views, although often far from what appeared to be 584 Amartya SEN

 

orthodox in economics, were nonetheless frequently solicited and pub-

lished in collections and handbooks presenting the state of the art in social

choice, welfare, development and philosophy, and he played a leadership

role in research on values, hunger, and inequality. In 1998, he became

Master of Trinity College, Cambridge, and in the same year, the Royal

Swedish Academy of Sciences awarded him the Nobel Memorial Prize in

Economic Sciences, citing his contributions on many topics in welfare

economics, social choice, poverty and economic development.
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George L.S. SHACKLE (1903–1992)

I was born in Cambridge in 1903, the only child of elderly parents. The

family moved to the nearby village of Great Shelford shortly after, and we

lived there until 1930. Family finances prevented me from accepting a place

at St Catherine’s College. I worked first in a bank, then in London for a

tobacco firm and finally spent nine years as a schoolteacher. During this time

I took an external degree at the University of London, part of which included

political economy.

The discipline of political economy is like a city built on a raft. Its internal

design springs in every respect, organ and arrangement from a scheme of

interdependent, partly rival and partly cooperative purposes. Everything that

goes on in this city looks for its worthwhileness to a time-to-come, some-

times immediate and almost within touch, sometimes showing glimpses of

impending creative change, sometimes the mere stuff of dreams. This com-

plex organism bends, heaves and swings in a manner that disturbs, upsets,

inspires and challenges its citizens.

This restlessness is engendered by the inhabitants themselves as they en-

deavour to strengthen the raft and to perceive its destiny in the current that

carries it along. We may liken the cohesiveness and ultimate unity of its

design to the logic of a scholarly discipline – a logic, however, which is

meaningful only by virtue of the seeming practical basis of the elements it

handles.

Political economy employs and studies a factor far more widely operative

than logic: the factor of suggestion. If conditions A and B, when they occur

together, make possible the emergence of C, may it not turn out to be the case

that conditions D and E occurring together will make possible the emergence

of F? Logic is strict and demanding to the last degree in its requirements.

Suggestion, by contrast, is ready to catch the fragrance of the flower borne on

the faintest breeze. The character of economics, its delight in the suggestion

of the possible but unproven, its creation and promotion of a new method of

structuring and combining ideas, the pursuit of the imagined deemed possi-

ble, puts it in direct sympathy with the methods, aims and satisfactions of the

businessman of adventurous fertility of mind. He also is the hunter-down of

the imagined deemed possible.

Something of this flavour in our discipline must, I think, have been present

in the works of J.A. Hobson which had an unmistakable, though perhaps

undefinable, relevance in the late 1920s and early 1930s when a world of

supposed scarcity allowed millions of people to be unemployed. On the mind

of a young man who at the age of 20 had already spent three years working in

a bank, Hobson’s works fastened themselves irresistably. Then came the

assured triumphant exposition of the nature of money, with a glimpse of its

power of destroying, as well as subserving, the enterprise that could bring an 586 George L.S. SHACKLE

 

industrial society to life again. Keynes’s Treatise on Money showed me a field

whose crop I could understand, a field across which I might even one day

drive the plough. It appeared with a book whose enigmatic fascination held

me engrossed, then and later, for many a wrestling hour. Hayek’s Prices and

Production sought to draw from the Austrian theory of capital an explanation

of the paradox of massive unemployment by regarding business depression as

a phase of the trade cycle, the supposed necessary alternation of boom and

slump. Two men more different in personality, two books more different in

atmosphere, two theories more mutually alien in structure than Keynes and

his Treatise on one hand and Hayek and Prices and Production on the other

would be difficult to conceive of. Was it not a task worth attempting to show

that one scholarly discipline could make use of both these themes? One more

small surge of history’s tide launched me upon it. I was already subscribing

to the LSE journal Economica. Amongst the pages of an issue in the early

1930s a leaflet was inserted announcing the forthcoming launch of a new

economics journal whose pages would be open to the untried writer with

ideas of his own. The launch would of course cost money. The bold projec-

tors, amongst them Ursula Webb and Ralph Arakie, invited subscriptions. I

sent a minute sum, with a letter asking whether it would be permissible for

me to submit an article. I wrote ‘Some Notes on Monetary Theories of the

Trade Cycle’ and under this deliberately low-key title I tried to relate Keynes

and Hayek to each other. My article was published in the very first issue of

the Review of Economic Studies. A year or two later, at some meeting at the

London School of Economics, I had the opportunity to speak to Keynes for a

few minutes. I explained my novitiate status, mentioned my article and con-

fessed my ambition to become an economist. ‘Oh,’ said Keynes, ‘if you have

been published you are an economist.’

I had been urged by the editors of the Review of Economic Studies to apply

for a Leverhulme Research Scholarship at LSE, but through some strange

scruple I delayed for a year. Even when granted it, I asked if I might delay my

arrival at the school for a further term in order not to inconvenience the boys’

school at which I was teaching. Thus at last I arrived at LSE on New Year’s

Day, 1935.

I am writing what Lord Robbins would have called an Apologia pro Vita

Mea, but I shall round off this chronicle swiftly and turn to ideas. The

examiners for my London thesis were to be Professor Hayek and Redvers

Opie of Magdalen College, Oxford. A day or two before the date set for my

viva, I received two letters from Oxford, one from Dr Marschak, the Director

of the Oxford University Institute of Statistics, and the other from Mr (now

Sir Henry) Phelps Brown, each inviting me to become his research assistant. I

was conscious of gaps in my technical knowledge of statistics, and thought

they would seem less atrocious to Mr Phelps Brown than to Dr Marschak. I
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went to Oxford at the end of March 1937 and began to exploit Phelps

Brown’s ideas of using the data of inter-bank transactions as a (very large)

sample of the business of the big five British banks. With an incomparabIe

generosity, Phelps Brown allowed our results to be published under both our

names. Thus I added an Oxford D.Phil. to my London Ph.D.

In the early summer of 1939 I was appointed to a post of Assistant (the

Scottish equivalent of Assistant Lecturer) at St Andrews University. The

outbreak of war brought a summons to become a member of Mr Churchill’s

personal small team of statistical researchers – which he called S. Branch – to

study the needs and available resources for the war. Mr Harrod (later Sir

Roy), Mr McDougal (now Sir Donald) and Miss Helen Makower were at first

the other members. I shall pass over the work of S. Branch, for its concerns

were practical and V.E. Day brought it abruptly to an end. Lord Robbins, who

at that time was head of the economic section of the Cabinet Office, handed

over that post to James Meade and returned to his chair at the LSE. Mr

Meade a few months earlier had arranged that I should join him as soon as

the war ended. This I did, remaining in the Cabinet Office until 1950 when I

was offered a Readership at Leeds University by Professor Arthur Brown.

After four terms at Leeds I was invited to apply for the Brunner Chair of

Economic Science at the University of Liverpool, a position I held until

retiring in 1969.

The story that I have to tell, if it is worth anything, is about a life of ideas.

It is not only the writer of fiction whose method and procedure is to make his

reader wonder, at every step, how the story is going to unfold. It is to keep

him in uncertainty. Is not this what life itself does to us? The problems of life

are the problems of knowing what the sequel will be if we do this, or if we do

that. Especially it is the businessman, the controller and administrator of real

resources, labour, fuel and constructional material whose mind is thus at all

times faced with uncertainty.

Uncertainty in any matter consists in the recognition of plurality and

diversity of non-excludable hypotheses. When hypotheses are suggested an-

swers are sought to the question: what would be the sequel of such-and-such

a course of action? Well-grounded choice amongst rival practicable courses,

each of which presents this picture, cannot be made by immediate compari-

son. The complexity of each picture has somehow to be reduced into

understandable simplicity, but this simplicity must accept and preserve the

uncertainty which is the essence of the epistemic situation. It must recognize

and retain a minimal plurality, namely, a duality. Each conceived course of

action, for example each investment of money in construction of a durable

instrument, must be represented by just two hypotheses of its outcome,

highly contrasted in its implications of success or failure. Which pair of

hypotheses concerning the revenues, net of operating expense, that would be 588 George L.S. SHACKLE

 

got from a specific investment (housing estate, ship, communications system)

in which an investor might embark his money, would best represent to him

the meaning of his investment for the purpose of comparing its attraction

with that of others? Surely the best outcome and the worst that in some sense

he deems possible are the relevant ideas. To say that he deems a particular

outcome perfectly possible is, I think, the same as to say that its realization

would cause him no surprise. I define the epistemic interval as the range of

feelings separating no surprise from an extreme intensity of surprise. On an

axis orthogonal to that on which we measure, from some zero point or origin,

gain in one direction and loss in the other, we can mark a point representing

the utmost surprise the investor is capable of. Thus we have gain–loss on one

axis, potential surprise on the other, within or on the bounds of which we can

mark points representing some combination of potential surprise or disbelief,

and hypothetical gain or loss. A curve or series of such points will represent

for the investor what I shall call the meaning for him of the specified invest-

ment at the moment when he is about to make his choice between several

conceived investments. Some particular combination of hypothetical gain and

the potential surprise he associates with it will seem more attractive to him

than any other; similarly a particular combination of hypothetical loss and the

associated potential surprise will seem more deterrent than any other. I call

these two points, lying within or on the bounds of the two-spaces defined

above, ‘the focus-points’ of the investment. To compare with each other

several conceived investments will be to compare, according to some formal

procedure, their respective pairs of focus-points. One further frame of refer-

ence is needed, where focus gains are measured on one axis and focus losses

on the other. A system of indifference-curves in this frame would enable the

superior attraction of one investment to be made explicit.

The suggestion I have tried to make in writing on economics may per-

haps be summarized thus. Economics has in the main pictured the individual

as someone going into a shop to choose amongst ready-made goods whose

character is plainly visible to him. In my view economics should think of

the individual as an artist-craftsman going into his workshop to select

materials in a primitive state and shape them into objects of his own imag-

ining. These objects, his life’s courses and his enterprises, will not conform

to his first design; they will be carved and stamped by circumstances and

the actions of others. Choice is in the first place origination, the creation of

the choosables. The individual has tastes, but we may credit him also with

the capacity of inspiration. It is surely his originative power that allows us

to reject determinism.

In all such thinking the greatest difficulties, as Marshall said, arise from

the idea of time. The word time might be said to encompass the whole of

human experience. So universally is it present in the background of all
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thought that much discussion of the business of life proceeds without explicit

utterance of the word, and without direct consideration of the complex sub-

tleties that are its content of meaning. Yet any system of economic ideas must

depend essentially and intimately on ideas about time. Everything that indi-

viduals do or suffer is done or suffered in some present moment, the merciless

once-for-ever opportunity, replaced but not repeated. The non-determinist

view rests ultimately on the supposition that the human mind is capable of

absolute origination, of bringing into being on occasion something not wholly

implicit in experience. If this view is justified, there can evidently be no sure

prediction of the course of history. The non-determinist view depends not on

freedom but on the supposition of the occurrence of an uncaused cause. Such

an idea is abhorrent to some attitudes of science, but it amounts to nothing

other than the hypothesis of continuing rather than once-for-all creation.

Some say that time itself is an illusion from which we suffer. This view

plainly has devastating consequences for the explanations we, as scientists or

historians, give ourselves of our experience. But it is no more than an admis-

sion that ultimate understanding is essentially beyond us.

A theme which has long been in my mind, but has lately begun to seem

more pressing and more clearly definable, is that of the wastefulness of

modern life. There are two kinds of wastefulness, that of purpose and that of

means. Men may engage in activities that do not benefit body, mind or moral

stance. Or they may seek good ends by extravagant means. Wastefulness of

purpose is not the direct concern of the economist. Wastefulness of means is

his proper target, but here there are great difficulties. Elaborate packaging

may be the opposite of wasteful if it protects what it encloses. Packaging may

itself give pleasure by its beauty or its mere colourfulness. Advertising may

be a valuable or even vital source of information. But beyond questions of

purpose or of means there is the question of how far one generation is

justified in using up irreplaceable resources. It is in the field of public choice

that economics (that we should do well to call political economy) has its

great task of clarification.
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Anwar M. SHAIKH (born 1945)

I was born in 1945 in Pakistan, two years before the partition of India. My

early years were spent in Karachi, but after my father joined the Pakistani

Foreign Service in 1950, I also lived for various lengths of time in Ankara,

Washington DC, New York, Lagos, Kuala Lumpur and Kuwait. I received a

B.S.E from Princeton University in 1965, worked for two years in Kuwait (as

an engineer and as a teacher of social science and physics), and returned to

the United States to study at Columbia University, from which I received my

Ph.D. in Economics in 1973. While in graduate school, I lived and worked (as

a teacher of social science and mathematics) for some time in Harlem, was

active in the 1968 strike at Columbia University, in the anti-war movement,

and in various attempts to create a space for heterodox views of economics.

Like many others in my generation in the US, I was profoundly influenced by

the civil rights and feminist movements of the 1960s. In 1972 I joined the

Economics Department at the Graduate Faculty of the New School for Social

Research, where I am presently employed.

My travels enabled me to see that capitalism is a powerful social force in

which the restless quest for private gain steadily transforms all cultures and

institutions in its path, bending those which will bend and breaking those

which will not. It develops knowledge and technology in an unparalleled

manner, yet does not abolish poverty or social misery. Old bastions of privi-

lege and power fall, but new ones inevitably emerge to take their place. The

primary concern of my work has been the attempt to understand the eco-

nomic forces underlying these processes. How do market economics work,

and why do they generate certain recurrent patterns which seem to cut across

differences in origin, in culture, and even historical epochs? Why is capitalist

growth characterized by order-within-disorder, periodically punctuated by

episodes of general economic crisis? Why is unrestrained capitalist develop-

ment so typically uneven across nations, across regions, and across individuals?

My training in conventional economics left me convinced that neither

neoclassical nor Keynesian theory provided a sufficient basis for analysing

such issues. On the other hand, my exposure to the works of Harrod, Leontief,

Kalecki, Sraffa, Joan Robinson and Pasinetti furnished much inspiration and

solace. They also led me back to the great economists of the classical era:
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Smith with his deep understanding of the hidden power of market forces,

Ricardo with his powerful analysis of the laws of political economy, and

Marx with his trenchant analysis of the intrinsically conflictual origins, struc-

ture and reproduction of the system. I therefore set out to show that one could

combine these classical and modern elements into a unified framework (a

Classical–Harrodian synthesis) which was capable of addressing current theo-

retical and empirical concerns, and which would result in a distinctive body

of economic propositions which could be formalized and tested.

A central feature of this framework is its focus on the turbulent regulation of

capitalist dynamics. The unplanned individual activities which characterize

capitalist production are made socially coherent only through real processes of

oscillations, discrepancies and errors around ever moving centres of gravity

such as prices of production or balanced growth. Hence the inadequacy of the

traditional resort to equilibrium analysis, to comparative statics, and to the

analysis of individual units beginning from some assumed state of equilibrium.

My work has always been structured by the above project, and falls into

eight main areas: the determination of prices and profits, the impact of

technical change on profitability, the political economy of national income

accounts, the impact of state taxation and expenditures on labour income, the

macrodynamics of effective demand in a growth context, a classical explana-

tion of inflation, a classical explanation of international trade and exchange

rates, and the determination of stock prices and interest rates by means of the

equalization of profit rates across sectors. In each area, I have used the theory

to explain the actual empirical patterns in advanced economies (see my

website at http://www.newschool.edu/gf/econ/faculty/shaikh/index.htm).

The first of these themes concerns the determination of relative prices. I

have argued that there is a sound theoretical basis for the ultimate regulation

and domination of any type of observed or theoretical relative prices by the

relative ‘vertically integrated’ (that is, direct and indirect unit) labour costs

required for the production of a commodity and its inputs, and the inputs of

the inputs, and so on. If average wages are similar across industries, then just

as Ricardo claimed, relative prices are largely determined by relative verti-

cally-integrated unit labour requirements (Marx’s unit labour values). From

this point of view, Marx’s famous transformation procedure can be inter-

preted as an iterative procedure for moving between initial prices proportional

to vertically-integrated unit labour values (unit labour costs with uniform

wages for given types of labour) to prices which also reflect equal profit rates

(1977). While such an iterative procedure works for any positive initial prices,

Marx’s own reason for starting with labour values is dictated by his own

explanation of the source of industrial profit (see below).

The empirical evidence provides strong support for such propositions. In a

variety of studies across OECD countries, the average absolute difference of 592 Anwar M. SHAIKH

 

vertically integrated unit labour costs from prices of production and from

market prices are remarkably small (for example about 12–15 per cent, in the

US), and all empirically estimated aggregate wage–profit curves are virtually

linear even when wage shares are relatively low and actual output proportions

very different from those of a Standard Commodity (1984, 1988, 1998a;

Ochoa 1984, 1988; Petrovic, 1987; Bienenfeld 1988, Chilcote 1997).

The preceding results have some interesting implications for neoclassical

theory. Garegnani (1970) showed, and neoclassicals conceded, that the aggre-

gate production function and its associated marginal productivity theory of

distribution would only even appear to hold if Ricardo’s labour theory of

price is strictly true for all possible methods of production! The empirical

strength of the Ricardian price theory would therefore appear to provide one

possible explanation for the apparent empirical strength of the ‘well-behaved’

aggregate production function. But even this foundation is not necessary,

because in a series of papers on the ‘Humbug Production Function’, I show

that the purported empirical strength of aggregate production functions is

simply an algebraic artefact arising from an underlying tautology (1974). For

instance, when the marginal product of labour and capital cannot even be

defined, as in the case of an economy with a single fixed proportions tech-

nique undergoing Harrod-neutral technical change, the resulting data would

be perfectly consistent with an aggregate pseudo-production function with

pseudo-marginal products equal to so-called factor prices. It follows that a

fitted aggregate production function tells us very little about the underlying

economic processes (1986).

The theory of relative prices is closely related to the question of the origins

of profits. It was well known to the classical tradition that there are two quite

distinct sources of aggregate profit. Profit can arise from the net transfer of

wealth or value into the circuit of capital, and it can arise from the production

of a surplus within the circuit of capital. The former was the motive force

behind merchant capitalism, the latter that behind industrial capital. To un-

derstand the mechanism behind profit arising from transfers, consider the

case of a valuable object which is coaxed, stolen or even forcibly taken from

its owner and ends up being sold by a firm for a profit (which for simplicity in

exposition is assumed equal to the selling price). From the point of view of

total wealth there has merely been a transfer, because the loss to the original

owner is the gain of the final seller. Yet, whether or not aggregate profits

increase depends on the economic ‘location’ of the original owner. If the

original owner happened to be another business, then its business loss will

offset the profit to the final seller, and aggregate profit will be unchanged. But

if the original owner happened to be a private individual, the loss will not be

recorded in a profit-and-loss account, whereas the gain will be. In this case,

aggregate profit will rise, precisely because the passage of wealth across the
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boundary of the circuit of capital has involved an unequal exchange: getting

cheap outside the circuit of capital and selling dear inside of it. It makes no

difference to the objective result whether this profit is a reward to entrepre-

neurship, to dishonesty, or to superior force.

Marx was perfectly well aware that unequal exchange gives rise to what he

calls profit-on-alienation, and that this was the foundation of merchant capi-

talism (Marx, 1975, pp. 41–3). It is for this very reason that he begins his

analysis of industrial capitalism on the initial assumption that all exchange is

equal, which he takes to mean exchange at prices proportional to labour

values. This allows him to show that industrial profit is grounded in the

extraction of surplus labour, not in the transfer of wealth via unequal ex-

change. But then, when he moves on to the consideration of prices which are

no longer proportional to labour values (for example prices of production),

unequal exchange is once again part of the issue, and aggregate profit now

reflects both profit-on-alienation as well as profit-on-surplus-value. This is

the root of the famous puzzles in the ‘transformation problem’, in which

aggregate surplus value and profit differ when we move from labour values to

prices of production even when the value of money (sum of prices) is held

constant. It can be shown that this strictly limited difference arises from flows

into or out of the circuit-of-capital. Moreover, such differences will arise

when we compare any two distinct sets of prices, such as market prices (or

monopoly prices) and prices of production. The phenomenon is perfectly

general (1984, 1992a, 1998a).

The second area of my work analyses the impact of technical change on

profitability, in which the conception of competition plays a key role. Both

neoclassical and neoRicardian theory treat competition in terms of ‘perfect

competition’, which is very different from the classical notion of ‘real com-

petition’ (1981). For instance, Marx argues that firms employing new lower-cost

methods of production must ‘make room for themselves’ in the market by

cutting selling prices. This is also how the business literature generally see

competition. Yet the conventional notion of perfect competition rules out

such behaviour altogether, by simply assuming that individual capitals take

existing prices as ‘given’ even in the face of technical change. The difference

in the two conceptions of competitive behaviour has profound implications

for the movements of the general rate of profit. The problem can be thought

of in the following way. Both sides agree that investments are evaluated on

the basis of estimates of their future rates of return, which in turn depend on

the difference between expected costs and expected selling prices. A crucial

difference arises in the treatment of selling prices. In keeping with their

assumptions of perfect competition, neoclassicals and neoRicardians assume

that even new competitors take prices as ‘given’ at pre-existing levels. Then

profit-rate maximizing behaviour necessarily leads to a rising general rate of 594 Anwar M. SHAIKH

 

profit for any given real wage (the Okishio thereom). On the other hand,

classical competition assumes that firms engage in price-cutting behaviour,

so those with new lower-cost methods of production can always themselves

force down selling prices to a point where their own expected rate of profit is

higher than those of their higher-cost competitors. Under these circumstances,

profit-rate maximizing behaviour will favour techniques which have lower

unit costs, and the Okishio thereom does not hold. Then the movements of

the general rate of profit turn out to depend on whether or not the capital–

output ratio is rising.

Marx in particular argued that lower unit costs are generally achieved by

investing in methods which require greater amounts of fixed capital tied up

per unit output. To put it in the language of microeconomics, capitalist

production displays an inherent tendency towards lower average variable

and average total costs, at the expense of higher average fixed costs. I show

that the resulting secular rise in the capital–output ratio is sufficient to

produce a secularly falling rate of profit even if the profit-share happens to

be rising. Moreover, I establish that such a secularly falling rate will neces-

sarily produce a ‘long wave’ in total real profit, which accelerates, then

decelerates, stagnates, and even falls. On the empirical side, I develop

measures of profitability and its determinants for the US from 1899–1987,

separate out the underlying trends from cyclical and conjunctural factors,

and show that these trends mirror the patterns outlined above. I have argued

that both the Great Depression of the 1930s and the great global stagnation

which began in the early 1970s can be analysed from this perspective

(1987a, 1992b, 2000a).

A third area of my work has to do with the relation between classical

theoretical categories and macroeconomic data. Existing national economic

accounts are based on neoclassical and Keynesian categories, in which the

activities of such as those of military personnel, government administrators,

sales workers, and production workers are all presumed to add to the wealth

of a nation. But classical theory distinguishes between useful effects and new

products. For instance, police and soldiers guard the nation and property,

government administrators oversee the redistribution of state revenues, and

sales workers distribute existing goods and services. While these activities

may be necessary for social reproduction, they do not result in the production

of new wealth. On the contrary, like the equally indispensable activity of

personal consumption, they are part of overall social consumption rather than

of production. At issue here is a distinction between production services

(such as those who produce a concert) and social consumption services (such

as the sales people who take money in return for access and the guards who

prevent the rest from attending). Such differences between conventional and

classical categories profoundly affect the measures of national production,
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surplus, productivity, and so on and change our understanding of the underly-

ing patterns (Shaikh and Tonak, 1994).

The fourth area of my research concerns the relation between state taxation

of wage income and corresponding state expenditures on items which enter

into the standard of living of wage earners. In the US workers turn out to have

paid more in taxes than was spent by the state on items which entered into

their standard of living (for example transfer payments, health, education,

welfare, housing, roads, recreation, postal services, and so on). That is to say,

there was a net tax (negative net ‘social wage’) imposed on US workers

(1978, 1987b; Tonak, 1984; Miller 1989). However, similar studies by others

(in collaboration with myself) on Britain, Australia, Canada, Sweden and

Germany over the postwar period reveal that the US is exceptional, in the

sense that all other welfare states end up transferring a positive (albeit mod-

est) social wage to wage earners. Nonetheless, the international range of

variation of the net social wage is relatively narrow (seldom varying beyond

±6 per cent of wages and salaries), and for the combined working population of all six countries reveal that over the postwar period the average net social

wage seldom ranged beyond ±3 per cent. It would seem that principal contri-bution of the welfare state in this regard is to recirculate revenues within the

working class.

A fifth area of my work centres around the theory of effective demand

implicit in a classical approach to economic growth. The classicals empha-

sized that, except in times of crisis, growth was a normal feature of a capitalist

economy. In my own work, I try to show that the classical approach to

capitalist reproduction provides the foundation for a dynamic non-equilib-

rium approach to the theory of effective demand. One important factor is the

link between aggregate excess demand and the deficit finance which fuels it,

because the two have opposite impacts on growth. On this basis, it is possible

to show that a given discrepancy between aggregate demand and supply can

react back upon both in such a way that they end up cycling erratically

around each other in a growing system. There need never be a state of

balanced growth, and yet growth is intrinsic to the system even in the ‘short

run’, and balance conditions remain influential. This effectively resolves the

puzzle of Harrod’s warranted path instability. It also provides an alternative

to the essentially static equilibrium frameworks in Keynes and Kalecki which

require technical change and government spending to generate economic

growth. In a Classical–Harrodian framework, such factors only modify the

intrinsic growth trend. Important policy implications can be derived from

these differences (1989; Moudud, 1999).

The profit-driven classical growth framework finds a direct application in

the sixth area, which involves the explanation of inflation. In both neoclassi-

cal and Keynesian theory, inflation basically arises when the system is 596 Anwar M. SHAIKH

 

stimulated beyond some level of effective full employment. From this (static)

point of view, there should be a tradeoff between inflation and unemploy-

ment. But history shows otherwise, since in the 1960s–1980s inflation and

unemployment increased hand in hand throughout the world. This ‘paradox’

stimulated an ever more complex series of attempts to explain the empirical

evidence by making expectations central to the story, ranging from expecta-

tion-augmented Phillips Curves to the NAIRU. The classical approach does

not require such devices, because within this framework the limit to growth

comes from the rate of profit, not the supply of labour. Marx’s schema of

expanded reproduction made it clear that the maximum sustainable growth

occurs when all profits are reinvested, and von Neumann proved the same

thing more generally half a century later. In either case, the maximum growth

rate is the rate of profit. That being the case, one can interpret the ratio of the

actual growth rate to the maximum growth rate (the ‘throughput ratio’) as an

indicator of the degree to which the growth-potential of the economy is being

utilized. The greater this ratio, the greater the likelihood that excess demand

will end up accelerating inflation rather than growth. Thus inflation and

unemployment rose and fell together in the US in the 1960s–1980s because

although both growth and profit rates declined, the former declined less. The

fall in the growth rate increased unemployment, but the fact that the growth

rate fell less than the rate of profit simultaneously increased inflationary

pressure by increasing the throughput ratio. After 1982, the US profit rate

recovered more rapidly than the growth rate, so the throughput ratio declined

and hence inflationary pressures eased even as unemployment was reduced.

Data for the US show a very striking correlation between the throughput ratio

and the inflation rate (1999a) and preliminary studies on other OECD coun-

tries show similar patterns.

A seventh area concerns the theory of international trade. Classical eco-

nomics emphasized that technical change lowered unit costs, and that lower

cost producers generally beat out higher cost ones. Thus, within any one

country, more developed (that is technologically advanced) producers of a

given set of products would have an absolute advantage over their less devel-

oped competitors. This is precisely why firms are impelled to continually cut

costs. Smith and Ricardo implicitly assume that the same process regulates

foreign trade. Yet from Ricardo onward, orthodox economics has always

assumed just the opposite: namely, that when it comes to international trade,

the laws of competition are overturned because the law of international

comparative advantage replaces those of absolute advantage. Terms of trade

(real exchange rates) are assumed to move in such a manner that trade

becomes automatically balanced, no matter how great the difference in the

levels of development of the trading partners. Backwardness is no detriment

because trade is claimed to ensure out benefits to all. This theory remains
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dominant in the profession and in policy, in spite of the fact that its empirical

validity is known to be weak.

Heterodox writers recognize that observed patterns generally accept that

international competition will lead to comparative advantage, which in turn

leads them to reject the theory of competition in favour of monopoly power,

institutional arrangements and political power as the explanations of the

observed patterns. But I show that one can extend the classical theory of

competition within a nation directly to competition between nations, that is to

international trade. In a regime of free trade, a country at a competitive

disadvantage in international trade due to its higher costs would exhibit

persistent trade deficits covered by foreign borrowing and mounting foreign

debt. Developing countries would then either be confined to low wage or

resource-rich exports, as in most of the developing world, or they would have

to engage in the extraordinary social effort required to modernize (as in the

case of Japan, South Korea, and so on). This framework provides a basis for a

critique of both orthodox and heterodox approaches to international trade

theory (1980). It also provides excellent empirical foundation for the expla-

nation of exchange rate movements in advanced countries (1998b, 1999b).

The final area of my research focuses on the patterns which arise from the

mobility of capital across sectors. The classical economists, particularly Adam

Smith, emphasized that the movements of capital in search of higher profits

will tend to equalize rates of return across sectors. Since then, this notion has

become enshrined in all theories of competition and in the theory of finance

(in the form of the principle of arbitrage). The trouble is that the empirical

evidence does not appear to support this claim. Although inter-industrial

profit rates tend to move together, they do not appear to cross back and forth

in the manner expected from the classical notion of turbulent equalization.

Even worse, there appears to be little connection between corporate profit

rates and the rate of return in the stock or bond markets. But the puzzle is

resolved when it is recalled that the relevant rate of return is the return on

investment, that is, new capital, not on average capital. Since all equities of a

particular type have the same price and earn the same dividends regardless of

the date of their issue, the average and incremental rates of return in the stock

market are always the same. But the same is not true of industrial sectors,

since new plant and equipment will not generally have the same rate of return

as older ones. With this in mind, I developed a simple approximation to the

rate of return on new investment in the corporate sector, and found that the

rate of return in the US stock market closely parallels the corresponding

corporate rate on new investment over most of the postwar period. The two

rates fluctuate substantially, yet they display essentially the same mean and

standard deviation, with the stock market rate anticipating and tracking the

corporate rate in a striking fashion (1997). This allows me to show that 598 Anwar M. SHAIKH

 

(annual) stock prices are strongly governed by their ‘fundamentals’. Apply-

ing the same methodology to manufacturing sectors across OECD countries

results in the striking finding that the rates of return on new investment do

indeed ‘cross over’ a great deal of the time, as can be formalized in various

statistical measures (Christodoulopoulos, 1995). Finally, linking the rate of

return on new investment in the ‘real’ sector to that in the bond market and in

the banking sector provides a foundation for a theory of interest rates.

Although some of my work has been published, a good portion remains to

be written up. It is my hope to do so in the form of a book on a modern

Classical–Harrodian analysis of advanced capitalist economies. All in all, my

central concern has been to show that the capitalist system is regulated by

powerful built-in forces which account for a great deal of its characteristic

patterns. Conjunctural factors and historical events play an important role,

but the very stage upon which they are played out is itself constantly in

motion. Although is has long been ideologically convenient to portray capi-

talism as manageable and static, e pur si mouove.
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Howard J. SHERMAN (born 1931)

I was born on 3 January 1931 in Chicago (Illinois) where I went to school. I

thus grew up in the Great Depression and have some childhood memories of

my father going bankrupt and various relatives being unemployed. So my

primary field has always been the macroeconomics of recessions, depres-

sions, and crises. I have dedicated my knowledge of economics to the cause

of removal of all unemployment and its associated human misery. I am a

dissenting, radical political economist from my nose to my toes!

My memories of the Second World War from a child’s viewpoint focus on

the holocaust and the effects of prejudice. Since my family was Jewish and

we had many relatives in Poland, I remember vividly being told that all of 600 Howard J. SHERMAN

 

them had been killed by the Fascists. I have, therefore, always been deeply

opposed to anything resembling Fascism, racism, or sexism.

The victory of the Russians at Stalingrad made me sympathetic to the

Soviet Union and I took a near Stalinist position. This led to my interest in

comparative systems. I had always wished to understand and improve Soviet

‘socialism’. In 1956, I was shocked by Khrushchev’s exposure of Stalin’s

many crimes. I asked what was wrong with Marxist theories of the state,

since these theories indicated that ‘socialism’ was always democratic. Ever

since, my main obsession in comparative analysis has been to understand

how we could reach and operate a feasible, democratic socialism. My view

has been that democracy requires socialism in order to remove the unequal

power of wealth from the political scene. On the other hand, socialism

requires democracy because otherwise ‘public’ ownership is not public, but

only control by an elite.

Finally, I found that the best tool to understand capitalism and socialism is

the Marxist paradigm of the social sciences. My Marxism is far from ortho-

dox or fundamentalist. Marx asked many of the right questions, but his

analysis – like all analyses – was limited by the historical circumstances in

which he wrote. One should take from Marx what is useful, but one should

add whatever is necessary from other sources. Thorstein Veblen is one source

that has had considerable impact on my views. So have many others, includ-

ing John Maynard Keynes. My view is perhaps best described as radical or

critical, combining Marxist, institutionalist, and post-Keynesian elements.

My education – aside from the experiences of life – was the usual US

variety, with a B.A. in Economics from UCLA, an M.A. from the Univer-

sity of Southern California, and a Ph.D. from the University of California,

Berkeley. What was a little unusual was that I stopped in the middle to get a

law degree (Jur. D.) from the University of Chicago Law School. After

passing the bar exam, I was denied entry to the bar on the basis of my

political activities. This was 1953, the height of McCarthyism in the US. It

was also during the Korean War, so I was promptly drafted into the US

Army. I then refused to take the Army anti-communist (‘loyalty’) oath,

believing that it was an infringement of free speech. After 21 months in the

Army, I was given an undesirable discharge because of my politics. After a

struggle of many years, the US Supreme Court reversed all such discharges.

So I finally emerged with a discharge under Honorable Conditions with full

rights and benefits.

After teaching at various universities, I landed at the University of Califor-

nia at Riverside, which gave me tenure before realizing that I was a dissenter.

U.C. Riverside has been very tolerant and has even made me Chair of the

department on two occasions – though I always feel uncomfortable as Chair,

being a dissenter by nature. I am now retired and am Professor Emeritus at
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UC Riverside, but I am active as a Visiting Scholar in Political Science at

University of California, Los Angeles.

What follows is a detailed exposition of my views in each of the following

three areas: (i) crises and business cycles, (ii) comparative analysis of capital-

ism and socialism, and (iii) the Marxist or radical method.

Marx always spoke of economic crises rather than business cycles, though

he did discern a ten-year business cycle. He considered several different

theories, but never gave a systematic analysis of the cycle. One theory of

Marx was the underconsumptionist approach. The argument is that capitalist

expansion leads to increasing exploitation of workers; that is, a lower labour

share of the national income. Since workers’ income is the main component

of consumer demand, a decline in relative workers’ income will lower the

average propensity to consume in the aggregate. Early underconsumptionists

jumped from that statement to the proposition that limited consumption must

mean a depression. But many economists – including Marx – have criticized

naive underconsumptionists for that leap. It is theoretically possible for con-

sumer demand to stagnate while aggregate demand grows, based on the

demand for investment goods. In other words, it is technically possible to

build factories to build more factories ad infinitum.

Therefore, the most perceptive of the dissenting economists – including

Marx, Keynes, and Kalecki – have focused on investment as the key factor in

the business cycle. To the extent that investment is a function of the change in

consumer demand, one can elaborate a consistent underconsumptionist view.

This was one task undertaken in my first book, Macrodynamic Economics:

Growth, Employment, and Prices (1964). Marx also paid attention to cases of

rising costs cutting into profits; he mentioned high wages in extraordinary

conditions, but also pioneered the analysis of rising costs of raw materials

interfering with profits. My book attempted to synthesize a theory in which

profits are squeezed in every expansion, both by rising costs and by limited

demand. In formal models, I found that this approach had been explored in a

most interesting way by Michal ⁄ Kalecki.

In the realm of empirical data, a concentration on all of the elements of

profit rates marks the work of Wesley Mitchell whose institutionalist ap-

proach has guided all of my empirical work on the business cycle. Mitchell

developed methods of measuring cyclical behaviour which are still the best

approach today. He does not use correlation, but merely description; when

one has worked through his descriptive analysis, however, one does know

how the business cycle behaves. Much of my work has consisted in updating

Mitchell’s empirical analysis to the present day. Ironically, his own followers

at the National Bureau of Economic Research have lost his particular vision,

so they seldom use his methods any more, except his insight into leading

indicators of the cycle. Leading indicators are fine if one wants to make short 602 Howard J. SHERMAN

 

run predictions, but his other measurements remain more important for an

understanding of why there are cyclical downturns. To combine Marx’s theo-

retical insights with Mitchell’s empirical methods has long been a major goal

of mine – a somewhat unique research project because most institutionalists

pay little attention to Marx’s theories and most Marxists pay no attention to

Mitchell’s empirical methods.

I have followed the lead of Paul Baran and Paul Sweezy in their remark-

able explorations of the role of monopoly capital as a central phenomenon of

capitalism. I examined the inimical effects of monopoly power on the

macroeconomy in my 1968 book, Profits in the United States. In the 1970s,

in contradiction to most existing theories, I was fascinated by the combina-

tion of inflation and unemployment. I wrote a book about this phenomenon,

called Stagflation (1976) which focused on the role of monopoly power in

raising prices during recessions.

My work on economic crises and the business cycle has continued over the

years in a number of articles, culminating in my book The Business Cycle:

Crises and Growth Under Capitalism. This attempts to show the utter worth-

lessness of most neoclassical work on the business cycle, because all of it

relies on Say’s Law and assumes that all recessions and depressions are due

to external shocks. Instead, it presents a coherent endogenous theory of the

cycle, showing how profit is squeezed at the peak by both rising costs and

limited demand, and then allowed to expand at the trough by both rising

demand and limited costs. The scenario includes – by successive approxima-

tions – the power of monopoly, credit and finance, government and international

processes.

Since the strongest point of Soviet planning has been the lack of general

unemployment, it has always seemed quite natural to me to combine an

interest in capitalist unemployment with Soviet planning. I have never been a

Sovietologist in the sense that I seldom did any empirical research on the

day-to-day happenings in the Soviet political economic system. On the other

hand, I have reviewed all of the secondary sources from time to time in order

to construct an overview of the Soviet forest, since many Sovietologists tend

to get lost in the trees.

When I began my systematic work on the Soviet system in the 1960s,

most of the available literature fell into one of two camps: either it was

from Communists extolling the Soviet economy as perfect, or from anti-

communist theorists and Russian émigrés explaining that the Soviet economy

had been going downhill since 1917. I wrote a book in 1969 designed to

give a more balanced view of the Soviet economy as one with a high

growth rate (at that time), but having many problems of overcentralized and

non-democratic planning that were tending to push the growth rate down-

ward.
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It is amusing that I was attacked by both sides: my book was called an anti-

Soviet diatribe by the US Communist Party and a defence of Stalinism by

some reviewers further to the right. Perhaps one lasting contribution of the

book, other than its attempt to provide an objective tone, was the fact that I

carefully set the Soviet economy into an historical context. My historical

framework for viewing the Soviet economy has to some extent influenced

other writers in the field away from the previous current-events type of

approach.

My own view of Soviet history was heavily influenced by the magnificent

writing of Isaac Deutscher. I was particularly affected by his view of the

historical evolution of Soviet dictatorship and democracy. Deutscher’s hy-

pothesis was that the Soviet Union suffered from the start from all of the

problems of an underdeveloped country, combined with an all-out drive to

develop the economy overnight. Rapid development means the sacrifice of

immediate consumption. When people are at the margin of starvation (as in

the Soviet Union in 1930), it is not a popular policy to demand sacrifices for

many years. For that reason, it was impossible to have both rapid industriali-

zation and a democratic regime. The whole countryside was being squeezed,

yet peasants were a majority and workers only a small minority at the time. It

is not surprising that a repressive dictatorship emerged under these condi-

tions. On the other hand, Deutscher was optimistic that, after the Soviet

Union had industrialized and made education universal, the conditions would

exist for a political revolution to restore democracy and build a democratic

socialism. By hindsight, I believe that recent events have proved Deutscher to

be correct. We are marking the end of a dictatorial socialism (or statism); if

we are lucky, we will witness the emergence of a democratic socialism in the

Soviet Union.

My most recent book in this field, co-authored with A. Zimbalist and S.

Brown, is called Comparing Economic Systems: A Political Economic Ap-

proach. In that book, we decided on pedagogical grounds that each country

would be given a good solid section – with the largest part going to the Soviet

Union. We disagreed with the thematic approach often used elsewhere where

there is a chapter on each subject, such as labour, with a few paragraphs on

each country to illustrate. Our approach to the Soviet Union covers several

chapters in a coherent fashion. Unfortunately, like all work on this country, it

is totally obsolete.

Georg Lukàcs once said that the only thing constant or orthodox about

Marxism is its methodology, not its particular conclusions. Marx never wrote

a systematic treatise on methodology, but his shorter pieces and stray com-

ments add up to a fascinating approach to the social sciences. Because of

their unhappiness with the neoclassical paradigm, this is an area in which

many Marxists, radicals and other dissenters have written up a storm. My 604 Howard J. SHERMAN

 

attempt has been to synthesize this material in order to create a widely-

accepted approach that would be a sharp weapon for dissenters.

My first book contrasting the neoclassical with the radical paradigm was

called Radical Political Economy: Capitalism and Socialism from a Marxist

Humanist Perspective (1972). This arose out of the ferment of the 1960s,

when all kinds of establishment ideology, including neoclassical economics,

was being criticized. A new economics association called the Union for

Radical Political Economics was established, of which I was a founding

member. My attempt in this book was to state a complete radical paradigm,

beginning with some methodology and history, but concentrating on the main

substantive points of its approach to capitalism and socialism. This book was

widely reviewed, and – not to my surprise – attacked from both right and left

perspectives. The right wing all stressed that the radical criticisms of capital-

ism were pure drivel, although they agreed with my critique of the Soviet

‘socialist’ system. The far left attacked the book for its critical stance toward

the existing so-called socialist societies, but did agree that my criticisms of

capitalism were excellent!

After 17 years, I published a new book called Foundations of Radical

Political Economy (1988). This attempted to go somewhat further into the

questions of methodology and reviewed the new historical situation and the

flood of radical literature that had appeared since my first book in the area.

Since the left has now become far more tolerant, reviews have been more

favourable. But as radical economics is no longer chic, the right has largely

ignored my new book.

In my most recent book in this field, Reinventing Marxism, I attempted to

present systematically the methodological conflict between neoclassical and

dissenting economics. Some of the issues that I have discussed include the

following:

 

1. Neoclassical economics begins with assumptions about individual psy-

chology; the radical paradigm attempts to explain individual psychology

within a context of the socio-economic structure. The radical view puts

the concept of class in the centre of its perspective; class is the entry

point to the issues of political economy. Neoclassical economics pays no

attention to class, partly because of the methodological critique of any

concept beyond the individual, and partly because the concept of class

needs to be seen in the light of all of the social sciences, not just

economics.

2. Neoclassical economics believes that it is possible to consider a pure

economics, separate from the other social sciences. Radical economists

aspire to an integrated social science: they believe that it is impossible to

get a good grasp of most subjects without involving an integrated ap-
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proach. How can one look at race or gender or class from an isolated,

pure economics view? When neoclassicals examine race and gender

from the view of their pure economics, the result is remarkable for its

lack of realism.

3. Neoclassical economics focuses on adjustments resulting in equilibrium

and can handle only incremental changes. Radical political economy

deals with dynamics and change, including both incremental, evolution-

ary change and qualitative, revolutionary change. It asks always where a

socio-economic process is going and from whence it came.

4. Finally, neoclassical welfare economics is built on a view of harmony,

such that it is possible to make significant changes that harm no one.

This ties into the neoclassical view that their economics is value-free,

dealing only with ‘facts’. The radical view is based on the reality of class

conflict in society. One cannot significantly improve the conditions of

slavery, for example, without abolishing the right of the slave owners to

hold humans as property. Moreover, there is no such thing as value-free

social science. A description of slavery, for example, is never value-free;

the researcher chooses such a topic for ethical or political reasons, exam-

ines the data in the light of some world view, and reaches conclusions

heavily influenced by that world view. The question that social scientists

must always answer is: which side are you on – the side of the oppressed

or the side of the oppressor?

 

To get ahead in economics, one should write abstract, abstruse, profound-

sounding articles. Thus, writers such as Robert Heilbroner or J.K. Galbraith

are always sneered at by the establishment, but their writings reach millions

of people. It is my view that dissenters cannot afford to leave the writing of

popular books or textbooks to the orthodox. I am very pleased that my book,

co-authored with E.K. Hunt, Economics: An Introduction to Traditional and

Radical Views has been read by tens of thousands of students. It examined

neoclassical economics in a critical light, but also presented a dissenting view

on every topic of economics. Unlike the ahistorical and parochial textbooks

of neoclassical economics, we stressed both the history of economic thought

and the comparative analysis of capitalist and ‘socialist’ systems. It is our

hope that this book has contributed to a better world by changing those who

read it.
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Hans Wolfgang SINGER (born 1910)

I am encouraged to be autobiographical and to explain in what ways I could

be considered a ‘dissenting’ economist. So I will start off by explaining how I

came to specialize in problems of development and Third World countries.

For an economist trained by Schumpeter and Keynes, born in an industrial

country and who never set foot in a developing country until 1947, this

specialization could in itself be called an act of dissent – a sort of divorce

from the mainstream of economics. In fact when I visited my old teacher,

Schumpeter, at Harvard in 1947 and told him that I had joined the UN and

specialized there on problems of Third World countries, his reply was: ‘But

you are an economist – isn’t this more a matter for anthropologists, sociolo-

gists, geographers etc.?’ And this from the author of the Theory of Economic

Development!

How did I come to leave the mainstream and join the then tiny, virtually

non-existent, band of ‘development economists’? In explaining this, there are

two scenarios, one creditable and the other not so. The creditable scenario

presents this choice as a deliberate decision and in line with interests as they

developed after I went down from Cambridge with my Ph.D. in 1936. The

other was the result of sheer accident, in the form of a linguistic misunder-

standing due to different meanings of the same word in American English

and English English. I will now explain both scenarios, but the reader famil-

iar with debates among historians will notice that they correspond to two

different versions of history: one of the gradual unfolding of an influential,

innate meaning and the other of history as ‘just one damn thing after an-

other’.

The meaningful scenario: in 1936, on the recommendation of Keynes, I

was recruited as one of three young men to carry out a two-year survey of

long-term unemployment in what were then called the ‘depressed areas’ of

the UK, a survey financed by the Pilgrim Trust and guided by an influential

committee under the chairmanship of William Temple (then Archbishop of

York, later Archbishop of Canterbury – a great man who deeply influenced
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me). This study led to two books (1937 and 1940) and a series of articles on

unemployment statistics (for which I was awarded the Francis Wood Memo-

rial Prize of the Royal Statistical Society). The analogy of the ‘depressed

areas’ of the 1930s (both in terms of absolute poverty and of relative poverty

compared with more prosperous areas) with the ‘underdeveloped countries’,

as they were then called, is obvious. This study, which involved living with

unemployed families, can also be said to have impressed on me the impor-

tance of ‘human capital’ or the ‘human face’ of development which led to an

early and continuing association with UNICEF and other social agencies. A

direct involvement with the problems of employment and unemployment in

the development process was to be sharply revived later when, in 1968–69, I

got involved in building up the World Employment Programme of the ILO

and when, in 1971–72, (jointly with Richard Jolly) I headed the ILO Employ-

ment Mission to Kenya. The report of this mission for increasing productive

employment (1972) is generally considered as highly influential, leading

directly to the adoption of the development strategy of ‘redistribution with

growth’ (see Chenery, 1974). This association with Richard Jolly in an ILO

employment mission was later repeated in Zambia (1981).

So much for the creditable scenario. The accidental scenario is one where I

drifted into becoming a development economist through a linguistic misunder-

standing. Shortly after the war, under the Attlee government, I had joined the

Ministry of Town and Country Planning for work connected with the nationali-

zation of the development rights in urban land and the calculation of proper

compensation for present owners – following upon my Cambridge Ph.D. dis-

sertation in the same area. This of course figured in my C.V. and when I arrived

in New York after my recruitment to the UN, in early 1947, I was received by

the American Deputy Director of the department, David Weintraub, a sturdy

New Dealer. Noting my experience in the Ministry of Town and Country

Planning, Weintraub had earmarked me for the planned development section

within the nascent Economics Department of the UN since, following US

terminology, ‘country planning’ was a description of development planning. I

did not want to disappoint him and by the time the Director of the department

(David Owen, an old friend and associate in the Pilgrim Trust Unemployment

Enquiry) came back from trade negotiations in Havana, I had become sufficiently

interested in development economics to offer or ask to continue in that post.

Thus one strand leads from unemployment and depressed areas to an interest in

the Third World; the other leads from a Cambridge Ph.D. dissertation on urban

land values and the US meaning of the term ‘country planning’. Both versions

are true and both versions are false, depending on whether you think the half-

filled glass is half-full or half-empty!

Once installed in the Development Division of the UN, I had a fairly free

hand in finding a first area of work – a free hand because in the early days of 608 Hans Wolfgang SINGER

 

UN recruitment things were fairly chaotic, more a collection of individuals

than an organization. I think my attention was drawn to problems relating to

terms of trade largely by the accident that among my early friends in the UN

was Folke Hilgerdt, the Swedish economist who had transferred from the

League of Nations where he had studied and reported on international trade

problems, including terms of trade. In looking at the data on terms of trade

between primary commodities and manufactures (at that time still a satisfac-

tory proxy for trade between rich and poor countries), I came quickly to

dissent from the conventional or classical position that terms of trade would

move in favour of primary products, as a result of scarcities and increasing

marginal costs of production for primary products and of increasing returns

and technical progress in manufactured goods. This conventional view was

related to an optimistic assumption that international income inequalities

would tend to diminish. In Keynes’s thinking there would be diminishing

marginal efficiency of capital accumulation in the industrial countries and

high rates of return on capital in the developing countries – all this leading

through trade and capital flows to gradual income equalization. The data

seemed to me incompatible with that position (which initially I had shared

without much doubt), and on reflection I found a number of what seemed to

me good reasons why the empirical data should be so far from supporting the

conventional view. I proclaimed this new discovery in a paper presented in

December 1949 to the annual meeting of the American Economic Associa-

tion (AEA) in New York (published in 1950). This article, with its implication

of ‘export pessimism’ and derived policy recommendation of ‘import-substi-

tuting industrialization’ (ISI), became my trade-mark; in spite of many

subsequent modulations and qualifications, it still seems to me essentially

correct (as maintained in 1984). However, it drew immediate and predictable

fire from such supporters of the classical view as Jacob Viner and Gottfried

Haberler. With the former I had a fierce debate in Rio de Janeiro in a series of

lectures organized in 1950 by the then Finance Minister and Brazilian elder

statesman, Eugenio Gudin.

I believe it was between presenting my paper to the AEA in December

1949 and its publication in the Proceedings volume of the AER in the sum-

mer of 1950 that I discovered that Raul Prebisch, my colleague at the UN,

had developed very similar opinions and had also put the problem of poor

terms of trade for primary products into the centre of thinking of the Eco-

nomic Commission for Latin America, of which he was the Director. We

formed a close alliance of ideas and were twinned in the economic literature

as representing the ‘Prebisch–Singer thesis’ or PS for short. Subsequently I

discovered a similar sympathetic bond with Gunnar Myrdal who was Prebisch’s

counterpart in Geneva as Director of the UN Economic Commission for

Europe. It was this triple alliance cemented by personal friendship which
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gave me the strength to survive the dreadful McCarthy years in the UN. At

that time to be a dissenter was also to be subversive.

Apart from this triple alliance on terms of trade, my policy conclusion for

import-substituting industrialization, combined with a belief in constructive

government intervention and social welfare planning – derived from

Keynesianism, war-time planning in the UK, and the Beveridge plan for a

social welfare state (for an indication of my association with the Beveridge

Report see 1943). Such aspects created a strong link with India. At that time

P.C. Mahanalobis in Calcutta was the great guru of development planning;

the first two Indian five-year plans which he created were holy writ. Once

again, as in the case of Prebisch and Myrdal, this link was strengthened by

personal friendship, in this case with V.K.R.V Rao who had been my fellow

student in Cambridge.

After the experience of the 1980s, the PS thesis has become more or less

part of accepted or conventional wisdom, having received the accolade of

even the IMF (studies by David Sapsford), of the World Bank (studies by

Grilli and Yang) and of the Bank of England (evidence by Andrew Crockett to

the House of Commons Treasury and Civil Service Committee). But the

policy recommendation of ISI has become even more controversial, in view

of the great expansion of manufactured exports by developing countries and

the firm belief in many quarters that ‘outward-orientated’ countries have done

better than the ‘inward-orientated’.

The expansion of manufactured exports by developing countries was not

foreseen by the original PS thesis in 1949–50; it could not have been foreseen

then by us nor by anybody else. However by 1964, when Prebisch made his

inaugural speech in Geneva as the first Secretary-General of the newly-

established UNCTAD, he expressed the hope that the expansion of

manufactured exports would dispose of the terms of trade problem. My

recent research, however, throws considerable doubt on whether this has in

fact been the case. In any event the PS thesis puts more emphasis on the need

for industrialization (the final I in ISI) than on import substitution (the IS). It

was substitution away from primary production that was required, and export

substitution would be as acceptable in contributing to industrialization as

import substitution.

As for the belief that outward-orientated tend to do better than inward-

orientated countries, I have expressed doubts on this thesis and the way in

which the World Bank and economists associated with it in particular have

tried to demonstrate the alleged superiority of outward orientation (see 1988a,

1988b and 1988c). My objection is to the definition of ‘outward orientation’,

the empirical facts about such allegedly market-orientated countries as South

Korea and the manipulation of statistics. My general conclusion is that outward
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is favourable (as it tended to be in the 1960s) but ceases to be so when the

international climate becomes unfavourable (as it was in the 1980s). Further-

more, outward orientation seems to work better for middle-income countries

already half way up the development ladder than for low-income countries.

My involvement in food aid was linked with the vain attempt, as a member

of the UN Secretariat, to give the UN a leading role in providing multilateral

aid for developing countries. This attempt failed, as part of the general

decline and marginalization of the UN during the McCarthy years. The soft-

aid agency for developing countries went to the World Bank instead, in the

form of its ‘second window’ – the IDA (International Development Associa-

tion). However the UN obtained two important consolation prizes in the more

liberal Kennedy era of the early 1960s, in the form of the ‘Special Fund’ for

multilateral technical assistance (now called the UN Development Programme

or UNDP), and a multilateral food aid programme (the UN World Food

Programme or WFP in Rome). Having been responsible on the Secretariat

side for the vain attempt to establish a multilateral aid fund in the UN (the

still-born SUNFED or Special United Nations Fund for Economic Develop-

ment), I then became directly involved with both the establishment of the

Special Fund, forerunner of the UNDP, and of the World Food Programme. In

the latter case I became the chairman of the expert committee which estab-

lished the basic guidelines of the UNDP (see Development Through Food: A

Strategy of Surplus Utilization, Food and Agriculture Organization, 1961).

Where was the element of dissent? Many economists as well as develop-

ment practitioners were contemptuous of food aid as very inferior to financial

aid – more or less a throwback to the Stone Age. Moreover, food aid seemed

to be entirely a North American matter and linked with US interests in getting

rid of burdensome surpluses, subsidizing US farmers and developing US

export markets. The original US food aid programme, established in 1954

under Public Law No. 480, was in fact disarmingly and honestly described as

a Surplus Disposal Programme; later on it was to become ‘Food for Peace’!

The idea of food aid also met with much scepticism and resistance because of

its alleged disincentive effects, by lowering domestic food prices in the

recipient countries and thus discouraging local food production.

I dissented from this view for a number of reasons. First of all, there

seemed no empirical evidence that the enormous volume of food aid which

had gone into Western Europe under the Marshall Plan, and then into South

Korea, Israel, Greece and Turkey, had prevented these countries from increas-

ing their own domestic food production. The clinching case was India which

received masses of US food aid in the late 1950s and early 1960s and yet

managed to use the revenue obtained from the sale of food aid to finance the

costly infrastructure investments in transport and irrigation which created the

foundation of the Green Revolution in the Punjab and other parts of India.
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Secondly, I foresaw that the availability of food surpluses would not remain

limited to the US and Canada, but would become widespread among the

misnamed ‘industrial’ countries, thus making possible a coordinated and

fully multilateral food aid system. Thirdly, it seemed to me that the debate

about whether food aid was ‘inferior’ to financial aid was largely beside the

point, since food aid was available where financial aid would not be politi-

cally acceptable; thus the question was not whether food aid was better or

worse than financial aid, but whether food aid could achieve positive results

in terms of economic growth, employment creation and relief of poverty.

Fourthly, even though food aid had evil origins in the agricultural policies of

the industrial countries which led to the accumulation of surpluses and which

on balance were harmful to developing countries, I thought this did not need

to prevent us from plucking the flower of development from the nettle of

surpluses. Finally, it seemed to me that the disincentive effects were not

inherent in food aid but the result of bad administration; on the contrary,

properly administered, food aid could be used for the promotion of local

agricultural production. For the case of India I pointed out that this is what

actually happened (see 1975).

I have picked out a few areas of dissent. This is by no means a full list. If

space had permitted I would have mentioned dissent on the present role of the

IMF and World Bank and the structural adjustment policies by which they

attempt to deal with the debt problem; perhaps more generally, dissent from

the currently triumphant neo-liberal ideology according to which the market

can do no wrong and the state can do no right. I would have added dissent

from the present priorities of the industrial countries putting control of infla-

tion above full employment, as well as their protectionist policies. May I

conclude with words from John Stuart Mill (surely an acceptable source to

the neo-liberals of today) which could serve as a sort of Dissenters’ Charter:

‘We can never be sure that the opinion we are stifling is a false opinion; and

even if we were sure, stifling it would be an evil still’.
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Ajit SINGH (born 1940)

It is not difficult to be a dissenting economist if you were born and brought

up in India during the years spanning the country’s independence in 1947.

One grows up in an intellectual climate of a nationalist movement where it is

‘natural’ to blame all the country’s economic ills on imperialism and coloni-

alism. As an undergraduate at Government College, Chandigarh, Punjab

University, I read Sanskrit (for nationalist reasons) and Mathematics as main

subjects. However, in order to understand how the material condition of the

people could be improved, and I suppose more significantly how India could

become a modern, prosperous country, I also studied Economics.

For young men from my social milieu and background, it was normal to go

into the civil service, the army or technical professions like engineering or

medicine. For those who sought higher education abroad, the usual destina-

tion, notwithstanding colonialism, was Britain. It was therefore a double act

of defiance when in 1958 at the age of 18 I went to the US, moreover to study

economics! Another motivation for going to America was that the educa-

tional system there permitted one to work one’s own way through university,

whereas in the UK studying could only have been at my parents’ expense.

I studied for a Master’s degree in Economics at Howard University. Not

only was Howard very cheap, even for foreign students in those days, but also

the graduate school functioned in the evenings. This enabled me to work

during the day at the Indian Supply Mission and thus to pay my way. Both

Howard and living in Washington, DC were important formative experiences:

direct contact with the black situation made me aware of internal colonialism.

In Washington, I greatly enjoyed working at the Library of Congress on my
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Master’s thesis on the Indian steel industry. For my subject, the library’s

holdings were incredible: it possessed almost every single report of the In-

dian Tariff Commission going back to the turn of the century. The work on

the thesis further reinforced my prejudices: like many before me, I reached

the conclusion that to develop properly in the nineteenth century the Indian

steel industry would have required protection, a policy which colonial admin-

istrations refused.

After completing my Master’s degree at Howard, I went to Berkeley in

September 1960 to do a Ph.D. In 1961–62, I was awarded the Alice J.

Rosenberg Research Fellowship. While the Free Speech Movement was gath-

ering momentum, Berkeley in the early 1960s provided fertile ground for

developing consciousness and defiance against America’s imperialist forays.

The Bay of Pigs, increasing American involvement in Vietnam and the Civil

Rights movement in the South were all significant events for many fellow

students and myself. During this period, ‘US imperialism’ came to be widely

discussed among the avant garde of Berkeley students, although the concept

was not recognized in respectable academic discourse.

At that time, the Berkeley Economics faculty was, in conventional terms,

among the best in the country. However, notwithstanding heterodox intellects

like Gordon, Scitovsky, Minsky and Leibenstein, the department was largely

orthodox in its outlook. To survive the orthodoxy of economic teaching, I had

learned a little trick. Faced with an examination question, I would first ask

myself how Milton Friedman would answer it and then go on to point out the

shortcomings of a Friedmanian answer. The teachers who for various reasons

influenced me most at Berkeley were Leibenstein, Scitovsky and Jorgensen.

Robin Marris came to visit Berkeley in 1961–62 when he was working on

the economic theory of managerial capitalism. I was his research assistant in

the summer of 1961 and, at his invitation, I went to Cambridge (UK) for the

calendar year 1963 to do further work on the book and on other aspects of

corporate capitalism. This led to a post at the Department of Applied Econom-

ics and subsequently in 1965 to an Assistant Lectureship in the Faculty of

Economics. I was elected to an official Fellowship at Queens’ College at the

same time. As Robin Marris had just left Cambridge to work in Whitehall for

the new Labour administration, I took over his course of lectures on the

‘Modern Corporation: Social Organization and Economic Performance’. In

1968 I was appointed as University Lecturer at the Faculty of Economics and

Politics and also as Director of Studies in Economics at Queens’ College. I was

given tenure in 1971 by Cambridge University. In 1991, I was appointed to an

ad hominem University Readership and promoted to a personal Chair in

Economics by Cambridge University in October 1995.

My first book (with Geoff Whittington), Growth, Profitability and Valua-

tion (1968), was an attempt to provide empirical evidence on a range of 614 Ajit SINGH

 

hypotheses emanating from the debate on the theory of the growth of the

firm. The sequel to this book, Takeovers (1971), was concerned with the

market for corporate control and with the important question of the nature of

the competitive selection processes in a modern capitalist economy. I con-

cluded that, contrary to the folklore of capitalism and the maintained hypothesis

of much of neoclassical theory, survival for large corporations depends only

to a limited extent on profitability or stock market valuation, and is much

more a function of corporate size. Thus, a large, relatively unprofitable corpo-

ration has a much higher chance of survival than a small profitable one. This

result, which has profoundly uncomfortable implications for neoclassical

theory, has been sustained in a large number of subsequent studies (see 1992a

for a review article on the subject). More generally, my research on large

corporations and the stock market convinced me early on that if one wished

to understand the workings of the modern corporate economy composed of

giant multinational corporations and big trade unions, the last place even to

start from is the orthodox model of fully idealized neoclassical markets and a

profit-maximizing entrepreneur.

The two economists who influenced me most in Cambridge were Kaldor

and Reddaway. I later regarded the central ideas of the later Kaldor (increas-

ing returns, dynamic economies of scale and cumulative causation as well as

his approach to technical change and equilibrium economics) as being much

more powerful than those of Joan Robinson in their undermining of orthodox

theory. Also unlike Joan, who was much more of a pure theorist and deeply

involved in economic theory in its own right, Kaldor’s chief interest was to

use economic theory to understand, to interpret and to change the capitalist

world around him. More importantly for me (as I noted in 1989), Kaldor was

an apostle of the rapid industrialization of the Third World since, in his view,

this was the only means by which the developing countries could improve the

standard of living of their people. My research on Third World industrial

development, as well as my policy work as a senior economic adviser to the

governments of Mexico and Tanzania (where my colleagues and I put for-

ward fully-worked-out ‘alternative’ economic policy programmes from a

reformist left perspective) were very much influenced by Kaldorian ideas.

My analysis of alternative economic strategies for Mexico and for Tanzania

are contained in 1988 and 1986 respectively. My overall perspective on Third

World industrialization is explored in 1979, 1984 and 1989.

Although Reddaway’s political position is rather different from mine,

many of us on the left in Cambridge admired him because of his resolutely

empirical approach to economics. In an era when ‘a-priorism’ dominates and

leading economists feel under no obligation even to point to the empirical

relevance of their theoretical speculations, let alone systematically to verify

their ideas against the touchstone of contemporary economic reality, many of
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us shared his scepticism about high theory for its own sake, whether of the

neoclassical or of the Cambridge variety. These perceptions have been impor-

tant in the teaching of economics in Cambridge and particularly in the major

reform of the Economics Tripos which took place in the mid-1970s. To a

significant degree similar ideas inspired a number of us – after the Economic

Journal (which Reddaway used to co-edit with Champernowne) left Cam-

bridge – to establish the Cambridge Journal of Economics of which I was one

of the founding editors.

For many years my work on the corporate economy in advanced countries

and on Third World industrialization and economic development ran on par-

allel lines without much interaction. I was eventually able to bring both

strands together within a single intellectual framework with my research on

the de-industrialization of the UK economy (see 1977 for my first paper on

the subject and 1987 for a subsequent review). As I observed in 1977:

 

It is somewhat ironic that an Indian economist like myself should be discussing the question of the de-industrialization of the UK economy. For one of the major issues in the economic history of India during the 19th century is the contention of a number of Indian historians that, unlike the West European countries, which during that century were undergoing the process of industrial revolution, for the Indian economy it was an age of de-industrialization or ruralization. It is con-tended that, as a result of free trade and competition with imported machine-made goods from the UK, as well as other policies of the colonial government, tradi-tional Indian manufacturing industry declined during this period, without being replaced by modern industry on a sufficient scale, or by expansion in other sectors of the economy.

 

In this paper I provided a rigorous conceptualization of the notion of

deindustrialization for a modern industrial economy as well as a theoretical

framework (built around the concept of long-term structural disequilibrium

of an open economy) for its empirical measurement and analysis. More

recently I have taken research into questions of international competitiveness,

of de-industrialization in advanced countries and of industrialization in the

Third World further by considering them within the over-arching context of

the ‘rise and fall’ of the Golden Age; that is, why industrial countries grew at

twice their long-term historical trend rate between 1950 and 1973 (the Golden

Age), and why they have been unable to sustain that performance since (see

1990a).

Moreover, as many developing countries – particularly the NICs – have

achieved a significant degree of industrialization during the last 40 years,

work on the corporate economy, takeovers and the stock market has acquired

a far wider field of application. In 1990b I examined the question of the

desirability of establishing a stock market in a centrally planned economy.

Although this paper was written with special reference to China, its argument 616 Ajit SINGH

 

is more general and applicable to many Third World countries as well. In

1992b, Hamid and I provided the first systematic study of corporate financial

structures in the NICs (see also 1995). The purpose of this research pro-

gramme is to analyse the relationship between corporate organization, corporate

finance and economic and industrial development. More generally, it is to

discover what kinds of financial systems and property rights are most condu-

cive to industrialization in developing countries, as well as to promoting

international competitiveness in advanced economies. With the recent change

in the political balance of power between the North and the South, and the

East and the West, and the onslaught of international financial institutions –

with their recipes of liberalization, privatization and deregulation for rich and

poor countries alike – this work also has significant and timely policy impli-

cations at the microeconomic and structural levels. These latter aspects have

been further developed and applied in the case of East and South East Asia

and Latin America (see, for example, 1997). My collected research papers are

being prepared for publication in three forthcoming volumes, under the gen-

eral title, The Collected Essays of Ajit Singh.
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Piero SRAFFA (1898–1983) Gary Mongiovi

The life and work of Piero Sraffa comprise an important chapter in the

intellectual history of the twentieth century. His principal contributions to

economic science are well known. In the 1920s he exposed a serious defect in

the Marshallian theory of supply under competitive conditions, and set the

stage in England for the discovery of the theory of imperfect competition. As

a participant – with Joan and Austin Robinson, Richard Kahn and Dennis

Robertson – in the discussions on monetary theory and employment that took

place in Cambridge during 1927–37, Sraffa contributed to the development

of the ideas worked out by Keynes in the Treatise on Money and The General

Theory. Sraffa’s ten-volume edition of the Works and Correspondence of

David Ricardo (1951–73) is a peerless scholarly achievement. The interpreta-

tion of Ricardo’s theory of value and distribution advanced by Sraffa in his

Introduction to the Works and Correspondence can be recognized in retro-

spect as a crucial element of a larger project, the aim of which was to provide

a foundation for the reconstruction of economic theory along the lines estab-

lished by the classical economists and Marx. The culmination of that project

was achieved by Sraffa in 1960 with the publication of Production of

Commodities by Means of Commodities, the work for which he is best

remembered.

Sraffa’s influence extended beyond economics. Before completing his studies

at the University of Turin, he had met the Marxist philosopher and political

activist Antonio Gramsci (1891–1937), with whom he became a close friend.

From 1919 to 1925 Sraffa was active in the political and philosophical de-

bates that were taking place within Gramsci’s Ordine Nuovo circle in Turin

and Milan; these discussions focused on the role of the intellectual and

culture in the socialist movement, and on strategies for mobilizing the labour-

ing classes and fostering among them an ideological commitment to socialism.

When Gramsci was incarcerated by the Fascists in 1927, for allegedly sub-

versive activities, Sraffa played a major part, at considerable risk to himself,

in an unsuccessful campaign to secure his release. Throughout the period of

Gramsci’s imprisonment, Sraffa provided encouragement and practical sup-

port to Gramsci and his family; he arranged to have books and periodicals

sent to Gramsci, and acted as his main link with contemporary intellectual

and political developments.

Sraffa also influenced modern philosophy through his friendship with

Ludwig Wittgenstein (1889–1951). Little is known about the exact nature of

Sraffa’s influence on Wittgenstein. There is anecdotal evidence that in the late


1920s and early 1930s Sraffa had raised doubts about the claim, made by

Wittgenstein in the Tractatus Logico-Philosophicus, that a proposition and

the thing it describes must have the same ‘logical form’. The insight, which

runs through the philosopher’s later work, that meaning is context-dependent 618 Piero SRAFFA

 

was evidently an outcome of discussions with Sraffa. In the foreword to his

Philosophical Investigations, Wittgenstein acknowledges the importance of

the criticisms which Sraffa ‘for many years unceasingly practised on my

thoughts. I am indebted to this stimulus for the most consequential ideas of

this book.’

Sraffa was born on 5 August 1898 in Turin (Italy) to an affluent and

cultured Jewish family. His father, Angelo Sraffa (1865–1937), was a re-

spected lawyer and university professor, a passionate opponent of fascism

and (according to Gaetano Salvemini) ‘a man of great integrity’; this last trait

was passed on to his son. Piero completed his secondary education in Turin,

at the prestigious Liceo Massimo D’Azeglio, where he was taught and influ-

enced by the socialist literary scholar Umberto Cosmo (1868–1944) who

would later introduce him to Gramsci. In 1916 Sraffa began further studies in

the Faculty of Law at the University of Turin. His studies were interrupted in

1917 when he was conscripted into the Italian army where he was made an

officer the following year. His term of service ended shortly thereafter, where-

upon he returned to Turin to complete his degree.

Sraffa’s baccalaureate thesis (1920), written under the direction of the

economist Luigi Einaudi (1874–1961), examined the Italian inflation of 1914–

20. Sraffa masterfully outlines (with characteristic succinctness) the tangle of

irresponsible, corrupt and collusive behaviour, on the part of the banks and

the state, which led to the inflation. The theoretical framework implicit in the

thesis represents an attempt to move beyond the simple quantity theory of

money by looking at the differential impact of price level variations on

different groups within the economy (an approach Keynes was to take three

years later in his Tract on Monetary Reform). The chief policy issues ad-

dressed in the thesis involve two related questions: (i) the choice between

price stabilization at the post-war parity with gold, or revaluation of the

currency to its pre-war gold value; and (ii) the choice between domestic price

stability or exchange rate stability. Sraffa came down on the side of stabilization

rather than revaluation, and domestic price stability rather than exchange rate

stability. His position rests on the recognition that inflation and deflation do

not play themselves out in a symmetric fashion: during an inflation, workers

must take the initiative in requesting wage increases; until such increases are

put into effect, workers experience a gradual erosion of their standards of

living, but they will remain employed. During a general fall of prices, how-

ever, the first step towards renegotiation of labour agreements is taken by

entrepreneurs, who seek wage concessions from workers. If the required

concessions are not forthcoming, enterprises will find it convenient to sus-

pend their operations and throw workers out of employment. Thus a policy of

monetary contraction ‘would provoke a stagnation of trade and industry,

many failures and high unemployment’ (1920, p. 41; my translation).
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After completing his degree Sraffa took employment at an Italian bank,

with a view to obtaining practical knowledge of the internal operations of

financial institutions. He left this employment in the spring of 1921 to spend

three months in England, where he attended the lectures of T.E. Gregory and

Edwin Cannan at the London School of Economics. During this period he

worked at deepening his understanding of monetary problems and of British

economic thought. It was on this trip that Sraffa met John Maynard Keynes.

Keynes was impressed with the young Sraffa, whose ideas about monetary

theory and policy were strikingly compatible with his own. (The arguments

of Keynes’s Tract on Monetary Reform parallel those found in Sraffa’s thesis;

the policy conclusions of the two works are identical and are achieved by

similar reasoning. Not surprisingly, Keynes later entrusted Sraffa to prepare

an Italian translation of the Tract.)

Sraffa spent the academic year 1921–22 attending lectures at the LSE. In

1922, at the invitation of Keynes, he published two articles on the state of the

Italian banking system (1922a and 1922b). These described in meticulous

detail the incompetence and corruption with which the banks were managed

by their directors and regulated by the state. The second article, which ap-

peared in the Manchester Guardian Supplement, provoked an angry telegram

from Mussolini to Angelo Sraffa demanding that the latter compel his son to

publish a retraction. Angelo replied with a firm and dignified refusal, indicat-

ing that, since the facts which Piero had reported were a matter of public

record and had never been called into question, there were no grounds for a

modification of the claims of the original article.

Sraffa’s interest in purely theoretical problems began in 1923 when he

obtained an academic post at the University of Perugia and was required to

deliver a course of lectures on economic theory. The issue to which he then

directed his attention was the soundness of the Marshallian theory of supply

under competitive conditions. In 1925 he published the outcome of these

investigations – his brilliant paper ‘Sulle Relazioni fra Costo e Quantità

Prodotta’. The argument, simply put, was this: the Marshallian partial com-

petitive analysis of price determination requires that movements along the

market supply and demand curves in a particular industry do not give rise to

shifts in the positions of the curves. In other words, the prices of other

commodities must be left unaffected by movements along the supply and

demand curves under consideration. In the long period, rising industry costs

can only be due to increases in a factor’s price induced by an expansion of the

output of a product which utilizes that factor; but if other industries use that

factor, their prices will be affected by the same increase and the ceteris

paribus condition is violated. If, on the other hand, the industry under consid-

eration uses so little of the factor that the price of the latter remains unchanged

when industry output increases, the cost of production of other goods re-620 Piero SRAFFA

 

mains unaffected; but then so will the cost of production of the good under

consideration. Ceteris paribus is preserved and the partial equilibrium method

can be applied, but the industry’s unit cost curve will be horizontal. Thus a

rising industry cost curve is possible in a competitive market only if the

industry is the sole user of a scarce input. A similar difficulty applies to the

case of a falling long-run cost curve. In a competitive setting, the only way to

confine the effects of increasing returns to the particular industry under

investigation is to suppose that the increasing returns are external to the firm

and internal to the industry.

Both of these conditions are rarely observed in reality. Sraffa therefore

concluded that if competitive conditions are to be assumed, the most plausi-

ble supposition about unit costs is that they are constant. To sum up, the point

of the critique is that unless extremely unrealistic assumptions are made

about the environment within which firms operate, Marshall’s theory cannot

accommodate increasing or diminishing returns: the theory is inadequate

because it cannot take account of important features of economic reality – in

particular, increasing returns.

The following year, Keynes (at Edgeworth’s suggestion) invited Sraffa to

contribute an article on Marshall’s treatment of costs to the Economic Jour-

nal. In ‘The Laws of Returns under Competitive Conditions’, Sraffa briefly

summarizes the argument of his 1925 paper, and then attempts to show how

value theory might proceed beyond the ‘first approximation’ of constant costs

to take account of increasing and, to a lesser extent, diminishing returns.

Rejecting the general equilibrium approach as unsuitable for the analysis of

practical problems, Sraffa suggests that increasing returns can be accommo-

dated by abandoning the competitive framework – that is, by recognizing that

an industry’s output is typically limited not by rising production costs, but by

the difficulty of selling larger quantities of a good without lowering its price.

Each firm, then, is to be viewed as having its own distinct market; its price is

set so as to maximize profits on the supposition that the relevant demand

curve is not infinitely elastic.

The solution suggested by Sraffa in 1926 provided the inspiration for Joan

Robinson’s work on The Economics of Imperfect Competition which was

published in 1933. Ironically, Sraffa had already abandoned this solution by

1928, for reasons that are connected with his growing understanding of the

classical approach to the theory of value and distribution.

The article of 1926 established Sraffa’s reputation as an outstanding eco-

nomic theorist. In 1927 Keynes was able to arrange to have Sraffa appointed

as a lecturer at the University of Cambridge. During 1927 and 1928 Sraffa

presented lectures on the theory of value. He did not enjoy lecturing, how-

ever, and in 1929 gave up his position to become Marshall Librarian and to

supervise student research.
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In 1931 F.A. von Hayek published a profoundly unfavourable review of

Keynes’s Treatise on Money. Keynes responded with his own, equally un-

kind, assessment of Hayek’s Prices and Production, and he asked Sraffa to

prepare a review of Hayek’s book for the Economic Journal. Sraffa’s review

(1932) attacked the foundations of Hayek’s Austrian trade cycle theory. Hayek

had begun from the idea that there is a natural rate of interest that corre-

sponds to the equality between saving and investment; trade cycles occur

because banks have a tendency to hold their money rates below this natural

rate, thereby creating distortions in the economy’s capital structure. Sraffa

considers an economy in which loans are made in physical units. The interest

rate can be conceived in terms of differences between spot and forward prices

(measured in units of any numéraire) for a particular commodity. Outside of

long-period equilibrium, spot and forward prices do not coincide; they there-

fore define a set of sectoral rates of return, each of which is ‘natural’ in the

sense that is represents the rate at which physically homogeneous goods

available at different points in time exchange for one another. The conver-

gence of all of these natural rates to a single equilibrium rate is a necessary

outcome of the process by which market prices are brought into equality with

long-period prices of production. But this process occurs in both monetary

and non-monetary economies. Even if commodities exchange against one

another in physical terms, there will be as many natural rates, when the

economy is out of equilibrium, as there are commodities; and none of these

rates could be considered an equilibrium rate.

The point is that cyclical fluctuations cannot be attributed to the divergence

of the money rate of interest from the natural rate, since there are a multiplic-

ity of natural rates, all of which will diverge from one another when the

economy is not in equilibrium. On the basis of his own analysis, Hayek had

advocated a policy of monetary ‘neutrality’, by which he meant that the

effective money supply (that is, the stock of any money multiplied by the

velocity of money) should be held constant. Such a policy would imply, for a

growing economy, a secular decline of money prices. Sraffa’s earlier work on

monetary problems had convinced him of the potentially devastating impact

of a deflation of prices. The immediate practical aim of his critique, therefore,

was to undermine the theoretical rationale for a deflationary monetary policy

– a fact which helps to explain the intensity of his, and Keynes’s, opposition

to Hayek’s theory.

In the course of his polemic with Hayek, Sraffa notes that the significance of

money lies mainly in the role it plays as a store of value. The deficiencies of

Hayek’s theory derive from his failure to take account of this aspect of money:

 

Money is not only the medium of exchange, but also a store of value, and the standard in which debts, and other legal obligations, habits, opinions, conven-622 Piero SRAFFA

 

tions, in short all kinds of relations between men are more or less rigidly fixed. … The money which [Hayek] contemplates is in effect used purely and simply as a medium of exchange. There are no debts, no money-contracts, no wage-agree-ments, no sticky prices in his suppositions. Thus he is able to neglect altogether the most obvious effects of a general fall, or rise, of prices. (1932, pp. 43–4)

 

Here Sraffa anticipates ideas that have come to be associated with the post-

Keynesian tradition represented by Davidson, Kaldor and Minsky.

During the 1930s Sraffa continued to discuss monetary theory with Keynes

and with other Cambridge colleagues. There is no clear indication of his

attitude towards The General Theory. Joan Robinson has suggested that Sraffa

harboured some misgivings about the book; it is unlikely, though, that he was

antagonistic towards it. Sraffa may have been more sensitive than other

members of Keynes’s circle to the book’s vulnerabilities; in particular, he

may have recognized that Keynes’s retention of several Marshallian con-

structs – an interest-elastic investment function, and the notion that the real

wage must coincide with labour’s marginal product – left the theory of

effective demand open to logical attack and to assimilation into the neoclassi-

cal mainstream. Sraffa’s manuscripts, which are held by Trinity College,

Cambridge, indicate also that he was highly sceptical about the liquidity

preference theory of interest.

In the early 1930s, Sraffa began work on a definitive edition, sponsored by

the Royal Economic Society, of the Works and Correspondence of David

Ricardo, a project that would occupy him for over 20 years. Sraffa’s 1925–26

investigations of the laws of return had led him to reflect upon how the

classical economists of the nineteenth century had dealt with such phenom-

ena. Probably by 1928, he had come to realize that the classical theory

separates the analyses of value, distribution and outputs into distinct logical

stages – an altogether different approach from what is found in marginalist

(that is neoclassical) theory, where all relevant economic variables are deter-

mined simultaneously. Thus Ricardo did not suppose that the cost curve is

horizontal with respect to output (as Sraffa, following Marshall, had previ-

ously believed); rather, he regarded outputs as parametric when determining

relative prices, so that questions relating to non-constant returns did not arise.

Such questions could be examined at subsequent analytical stages, when the

effects of changes in distribution or outputs are investigated.

The essential features of the classical theory (and also of Marx) are out-

lined by Sraffa in his Introduction to Ricardo’s Works. Value theoretic issues

arose for Ricardo in connection with his attempt to refute Adam Smith’s so-

called ‘adding-up’ theory of price, which appears to suggest that the wage

rate and the profit rate can vary independently of one another. Ricardo’s

attempt to demonstrate that this is not the case was complicated by the

interdependence of prices and distribution. A change in the wage rate alters
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relative prices, causing some prices to rise and others to fall according to

their technical conditions of production; and since the profit rate is itself

sensitive to changes in the prices at which inputs and outputs are evaluated,

the relationship between the wage and the profit rates could not easily be

isolated.

Ricardo’s first solution to this difficulty, according to Sraffa, took the form

of a corn-ratio argument in which the rate of return in agriculture is asserted

to regulate the rate of profit in all lines of production. Ricardo supposed that

in agriculture wages, inputs and output are all comprised of the same physical

commodity – grain. Taking the output of corn, the technical conditions of its

production and the corn-wage of agricultural workers as given, the profit rate

could be determined without reference to prices; the necessary connection

between wages and the profit rate could thus be clearly seen. Malthus pointed

out to Ricardo that workers consume things other than corn and that the

capital used in agriculture is not comprised entirely of grain, so that the corn-

ratio argument does not really solve the problem of the interdependence

between prices and distribution. Ricardo acknowledged the validity of

Malthus’s point and in his Principles of Political Economy and Taxation, the

first edition of which was published in 1817, he sought to avoid the interde-

pendence problem by supposing that ratios of embodied labour-time are close

approximations to relative prices. He realized, though, that the ratios at which

commodities exchange do not in general coincide with their labour values;

his ongoing search for an invariable standard of value reflects his awareness

of the tentative nature of this solution. A correct solution was provided by

Sraffa in his book of 1960.

The basic elements of the classical theory were identified by Sraffa in the

late 1920s. Aside from the polemic with Hayek, virtually all of his subse-

quent scientific work was concerned with clarifying and refining that theoretical

framework. The equations contained in Parts I and II of Sraffa’s Production

of Commodities summarize, in rigorous terms, the classical theory of value

and distribution.

The fundamental data of Sraffa’s model are: (i) the level and composition

of the social product; (ii) the technical conditions of production; and (iii) the

profit rate (or alternatively the real wage). When combined with the supposi-

tion that under competitive conditions market forces establish a tendency

towards a uniform rate of return across sectors, these data determine relative

prices and the remaining distribution variable. In effect, the model of Produc-

tion of Commodities can be said to generalize Ricardo’s corn-ratio argument

to the case of more than one basic commodity, where a basic commodity is

one that is used directly or indirectly in the production of all commodities.

Sraffa also provided a solution, in the form of the standard commodity, to

the problem that had hindered Ricardo’s attempts to expose the connection 624 Piero SRAFFA

 

between the real wage rate and the profit rate. The standard commodity is a

composite constructed in such a way that the proportions in which commodi-

ties appear as outputs are equal to the proportions in which they are used as

inputs. When the real wage is measured in terms of such a commodity, the

relationship between the wage and the profit rate will be linear: r = R(1 – w),

where r is the profit rate, R is the maximum possible profit rate and w is the

real wage measured in units of the standard commodity. The purpose of the

device is simply to demonstrate the validity of Ricardo’s insight that the real

wage and the profit rate cannot vary independently of one another.

Production of Commodities was subtitled ‘Prelude to a Critique of Eco-

nomic Theory’. Sraffa himself did not carry out the critique, but he clearly

identified the lines it would have to follow. The fact that commodities are

produced by commodities implies that autonomous changes in the profit or

wage rate can (and generally will) influence any single commodity’s price in

a complex and non-monotonic fashion. Thus, an increase in the wage rate

might result in a decrease in the price of a commodity the production of

which requires a relatively high proportion of labour to produced means of

production:

 

The reason for this seeming contradiction is that the means of production of an industry are themselves the product of one or more industries which may in their turn employ a still lower proportion of labour to means of production (and the same may be the case with these latter means of production; and so on); in that case, the price of the product … might fall in terms of its means of production. (1960, p. 13)

 

Since underlying the production of any commodity are numerous layers of

production located at successively earlier conceptual stages, there is no way to

identify a production process as unambiguously ‘labour intensive’ or ‘capital

intensive’. Moreover, subsequent work by P. Garegnani, L. Pasinetti and others

has demonstrated that, owing to this feature of capitalist production, the capital

intensity of production need not be a monotonically decreasing function of the

profit rate; that is to say, there is no logical basis for the construction of a

demand curve for capital – or indeed for any factor of production. In as much

as the conventional theory of distribution is firmly grounded in the substitution

mechanism implicit in such factor demand curves, Sraffa’s work has power-

fully destructive implications for orthodox economics.

The research programme to which Sraffa’s work has given rise is still in

the early stages of development. His work opens the way to an analysis of

distribution that can take account of the role that history and institutions play

in determining the division of the social product. A similar approach can be

taken to the analysis of consumption patterns, which appear in reality to have

very little basis in the price-elastic demand functions of conventional analy-
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sis. By removing the logical basis for interest-elastic investment functions

and wage-elastic labour demand curves, Sraffa has also cleared the way for a

rehabilitation of the theory of effective demand – an area in which much

fruitful work has been done since 1960.

 

Sraffa’s Major Writings

(1920), L’Inflazione Monetaria in ltalia durante e dopo la Guerra (privately printed baccalaure-

ate thesis), Tipografica Salesiana.

(1922a), ‘The Bank Crisis in Italy’, Economic Journal, 32. (1922b), ‘The Current Situation of the Italian Banks’, Manchester Guardian Commercial – The

Reconstruction of Europe, No. 11.

(1925), ‘Sulle Relazioni fra Costo e Quantità Prodotta’, Annali di Economia, 2. (1926), The Laws of Returns under Competitive Conditions’, Economic Journal, 36. (1930), ‘“A Criticism” and “Rejoinder”: Contributions to a Symposium on “Increasing Re-

turns” and the Representative Firm’, Economic Journal, 40.

(1932), ‘Dr Hayek on Money and Capital’, Economic Journal, 42. (1951–73) (ed.), Works and Correspondence of David Ricardo (Vols I–X), Cambridge: Cambridge

University Press.

(1960), Production of Commodities by Means of Commodities, Cambridge: Cambridge University

Press.

(1961), ‘Production of Commodities: A Comment’, Economic Journal, 71.

 

Ian STEEDMAN (born 1941)

Born in London in 1941, I went to school in London and then studied at the

Universities of Cambridge (1961–64) and Manchester (1964–67). Subsequently,

a year’s research work at the University of Florence, as a Nuffield Foundation

Fellow (1970–71), was also influential in the formation of my style of work.

My interest in the writing of Sraffa began earlier, however, when Maurice

Dobb ended a Cambridge lecture in the history of economic thought with the

almost throw-away remark that Mr Sraffa had recently published a small but

very important book. I was never taught by Sraffa but his work has, without

question, been by far the greatest single influence on my own. I refer here not

only to Sraffa’s influence on (some of) the questions in which I have been

interested, but also to the example of his immense (and usually successful)

effort to be precise. It has never seemed to me that vagueness is a virtue in the

work of a ‘dissenting’ economist who should, on the contrary, match or surpass

the degree of precision achieved by the ‘orthodox’ economist. ‘It is better to be

vaguely right than precisely wrong’ is a self-indulgent slogan, giving too much

encouragement to what is both vague and wrong.

One common misunderstanding of the so-called ‘capital theory debates’ of

the 1960s was the idea that Cambridge theorists were obliged to ignore the

heterogeneity of primary inputs: in fact, homogeneous labour had been as-

sumed, and the role of land ignored, purely for simplicity. It was partly for

this reason that J.S. Metcalfe and I wrote ‘Reswitching and Primary Input 626 Ian STEEDMAN

 

Use’ (1972a) which showed that, in the presence of a positive rate of return

on the value of produced inputs, the competitively chosen land–labour ratio

in production might be positively related to the rent–wage ratio. It followed

from this that a number of standard theorems, in the two commodity/two

primary input model, fail in the presence of a positive rate of return on

capital. Thus the relative output of a commodity need not be increasing with

respect to its relative price; a more intense demand for, say, the labour-

intensive commodity might be associated with a lower price for that commodity

and a lower wage rate; and a higher labour supply could be associated with a

higher wage rate and a higher relative price of the labour-intensive commod-

ity. As might be expected, this has a number of implications for familiar

results concerning production possibility frontiers, tax incidence theory and

Heckscher–Ohlin–Samuelson (H–O–S) trade theory (see below).

Also in 1972, I published a critique of Jevons’s theory of capital, empha-

sizing that his rather ‘Austrian’ approach to capital and interest theory was

just as vulnerable to internal criticism as was any Q = F (K, L) version of

marginal distribution theory. It was shown, for example, that his concepts of

‘amount of investment’ and the ‘average period’ of production failed in the

presence either of compound interest or (independently) of fixed capital.

Jevons was not in fact able to establish his claimed relationships between the

interest rate, the ‘average period’ and the value of capital per man; and only

by supposing simple rather than compound interest was he able to avoid the

possibility of reswitching between techniques (see 1972b). I have maintained

my interest in capital theory, applying it in more recent years, for example, to

technical progress theory (see 1985). It was thus shown that, in an input–

output economy, Hicks-neutral technical change is virtually impossible when

there is a choice of technique – as is normally assumed, after all, in discus-

sions of Hicksian neutrality and bias in technical change. Hayek’s capital

theory has also been analysed (1994) and capital-theoretic ideas introduced

into the conventional theory of the competitive firm (1998).

An interest in Sraffa-based capital theory led to a criticism of H–O–S trade

theory, both when it starts from endowments of land and labour (see above)

and when it postulates given endowments of ‘capital’ and labour. To dissent

from H–O–S trade theory was not, however, to defend ‘Ricardian’ trade

theory, for both Ricardo’s own treatment, in the famous Chapter VII of his

Principles, and the modern textbook travesty of that treatment are subject to

capital theoretic criticism which, at root, is the same as that directed at

H–O–S theory. Whether one is discussing H–O–S theory, textbook ‘Ricardian’

theory or Ricardo’s own theory, one must recognize that, other than under

fluke technical conditions, relative commodity prices depend on the rate of

profit (interest), so that ‘factor intensities’ do not reflect technical conditions

alone: this leads to difficulties for the internal logic of each of the kinds of
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trade theory referred to. In Ricardo’s theory, for example, the pattern of trade

cannot, in fact, be predicted from a knowledge of technical conditions alone,

since autarky prices would also depend on distributional considerations. It

then follows, in turn, that a trading country need not necessarily achieve a

(comparative static) positive gain from trade. In H–O–S theory with land,

labour and a common positive rate of interest in both countries, the pattern of

trade theorem is not logically valid in its price form; trade need not harm a

country’s scarce factor, and uniqueness of international equilibrium is a spe-

cial case; if the interest rate differs between the two countries, the position is

far worse for H–O–S theory. And so it is when the endowments are taken to

consist of labour and given ‘values of capital’; in this case only the Rybczynski

theorem survives. The reason for this is that commodity prices are fixed by

assumption in the Rybczynski theorem and hence the dependence of prices

on distribution (which undermines so much standard trade theory) can play

no role here. It need hardly be added that the dependence of relative com-

modity prices on the rate of return to capital is the root of all the capital

theory issues discussed in the 1960s. (For a range of relevant articles, see

1979a; for an attempt at an alternative approach to trade theory, see 1979b.)

Any would-be ‘dissenting’ economist who dissents from one orthodoxy

only to defend another is not a dissenter but a dissembler. Sraffa’s work

provided the basis not only for an acute criticism of certain marginalist

theories but also for the critique of ‘Anglo-Saxon’ Marxian economic theory.

(Some would argue that Sraffa’s work also provides a superior framework for

rebuilding classical/Marxian theory without some of its previous flaws, but

that is another matter.) This line of thought led to Marx after Sraffa (1977), in

which it is shown how Sraffa’s method of analysis can be used to reject and

replace Marx’s theory of the profit rate and prices of production. It was

internally inconsistent of Marx to attempt to define the rate of profit directly

in terms of labour values when, by his own account, the very presence of a

uniform rate of profit required that labour values not be proportional to prices

of production (other than under fluke conditions). For the rate of profit is, by

definition, calculated in terms of prices of production. Closely related to this

point is the fact that Marx was quite wrong to reject Ricardo’s idea that some

commodities play no role in the determination of the profit rate. The fact is

that, under reasonable assumptions, the rate of profit and prices of production

are determined by real wages and their (direct and indirect) conditions of

production; labour values play no role whatever in this determination. Moreo-

ver, this Sraffian approach can be used to analyse the labour process and can

readily deal with heterogeneous labour without any need to ‘reduce’ all forms

of labour to one ‘simple’ form. It was shown, too, how Marx’s ‘labour value’

accounting for fixed capital is seriously misleading and how, in the presence

of joint production (which is, empirically, the norm), positive profits can 628 Ian STEEDMAN

 

coexist with ‘negative surplus value’ calculated in Marx’s additive value

accounts. (Joint production is also, it may be noted, an issue over which the

careful theorist has to dissent from certain statements made by Sraffa, for his

usual precision failed him occasionally in this particular area, in relation to

basic commodities, the maximum rate of profit and the choice of technique.

Interestingly, joint production can also cause difficulties for certain proposi-

tions in marginalist theory: it seems to be a problem for many! See, for

example, 1988 and 1990.)

Although there is a notably objective cast to Sraffa’s economic writings,

this obviously need not prevent someone greatly influenced by Sraffa from

taking an interest in the source and nature of the purposes and preferences of

economic agents. I have thus been led to argue that it is intrinsically impossi-

ble for agents’ beliefs and preferences to be completely independent of what

is and has been happening in the economy (with immediate implications for

welfare ‘assessments’), and that P.H. Wicksteed was correct to maintain that

rationality and altruism are compatible with one another. Similarly, the famil-

iar Fisherian theory of interest can be criticised as soon as it is recognized

that wealth ownership can be valued per se, so that saving is not merely a

means of shifting consumption through time; interestingly, Fisher himself

occasionally recognized the phenomenon in question! (The three works re-

ferred to here may all be found in 1989.) Relatedly it has been shown how the

‘non-cardinally measurable’ nature of effort undermines certain efficiency

wage and principal–agent theorizing.

I do not distinguish sharply between my interest in economic theory and

my interest in the history of economic thought. (But then I am not ‘a histori-

an’s historian of thought’.) It is in this light that I have studied Ricardo,

Marx, Jevons and Wicksteed – and, on occasion, the relations between them.

Reference has already been made above to some of the relevant work, so here

I may mention a discussion of Marx’s misuse of Ricardo in ‘Marx on Ricardo’

which analyses the role of heterogeneous labour in classical theory and in

Marx, a discussion of Wicksteed’s 1884 critique of Das Kapital, Volume I

and a consideration of Jevons’s role in the ‘marginal revolution’ (see 1981,

1989 and 1997 respectively).

The proper job of the dissenting economist is to search for the flaws in all

economic theories; it is not to proclaim loudly the shortcomings of some

particular kind(s) of theory and then to gloss over those of some other,

favoured kind. And if the dominating presence of one particular, mainstream

orthodoxy should lead ‘dissenting’ economists to forget this, they would

cease to deserve the title of dissenter. Kalecki, Keynes and Sraffa, for exam-

ple, were great economists but were naturally not infallible. (See, for example,

1992, on Kaleckian pricing and distribution theory.) Since one can never

expect an economic theory to be better than partially true, and can always
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expect that there will be a ready supply of people to maintain that ‘their’

theory is an exception to this rule, the truly dissenting economist will always

have plenty of useful work to do.
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Josef STEINDL (1912–1993) Nina Shapiro

Vienna was Steindl’s birthplace (14 April 1912) and home for much of his

life. There he received his academic training in economics (at what is now the

Economic University) and his first position in the field, at the Austrian Insti-

tute for Economic Research. The position was obtained upon completion of

his doctorate in 1935, and held until the German annexation of Austria, when

he and other like-minded intellectuals lost their jobs due to their hostility to

the Nazi regime. In 1938 he emigrated to England, where he worked, first, as

a lecturer at Balliol College, Oxford (1938–41), and then as a researcher at

the Oxford University Institute of Statistics (1941–50). Upon his return to

Vienna in 1950, he resumed his position at the Austrian Institute for Eco-

nomic Research. Steindl worked there until his retirement in 1978, and except

for a year spent as a visiting professor at Stanford University (1974–75), he

remained in Vienna. In 1970 the University of Vienna awarded him an honor-

ary professorship, and in 1987 an International Conference on his work was

held in Trieste, Italy.

Steindl’s university days (the early 1930s) were a time of great economic

hardship and political upheaval. The ideas dominant at the university were

the anti-rationalist, nationalist ones connected to the developing Fascist move-

ments. These ideas, and especially the militarism they supported, were 630 Josef STEINDL

 

repugnant to Steindl, and while his upbringing had been apolitical, he ‘could

not fail to be impressed’ by the ‘unemployment and misery’ that surrounded

him (this is reported in 1989; other personal reminiscences can be found in

1984).

The Austrian school of economics, which was then centred in Vienna,

provided a counter to the reactionary intellectual currents of the day. Its

liberal views were embraced by Steindl, who learned them at the hands of

Richard Strigl, a professor at the university and pupil of one of the Austrian

school’s founders, Böhm-Bawerk. While Steindl’s acceptance of the school’s

economic doctrines was short-lived, the school and its members played an

important role in his life. The Austrian Institute for Economic Research,

where he was employed upon his graduation and worked for many years, was

a creation of the school (Ludwig von Mises was the Institute’s founder). A

member of the school and associate of the Institute, Gerhard Tintner, intro-

duced Steindl to the work of Keynes, and it was the support of von Mises,

Haberler, Hayek and others of the school which secured Steindl his 1938 post

at Balliol College. Without their help, his emigration to England would not

have been possible.

The years spent in England were critical to Steindl’s career. It was there

that he developed his theoretical system, which is Keynesian in content, but

Marxian in outlook. The approach is historical and the analysis dynamic; and

while the historical perspective was the result of Marx’s influence, the

Keynesian framework was the result of Kalecki’s, who was at the Oxford

Institute of Statistics when Steindl joined it and worked there with him until

1944. Kalecki was the most important influence in Steindl’s life; he ‘inspired’

his work and was its ‘reference system’ (1984).

During his first years at the institute in Oxford, Steindl worked on the

issues of firm profitability, growth and competition. In Small and Big Busi-

ness (Basil Blackwell, 1945) he investigated the problem of the large firm’s

dominance and the related question of the small firm’s survival, both of

which were concerns of the time. Industry was highly concentrated; there

was little evidence of the economists’ ‘perfect competition’ or of Marshall’s

‘upward movement’ of small entrepreneurs into the ranks of the large ones.

Clearly the large-sized firm had important competitive advantages, and Steindl

wanted to know what the source of these advantages was and how, in the face

of them, could the small firms coexist with the large ones (which they did, in

fact, do).

The investigation began with the cost factors which favoured the large

enterprise, the plant- and firm-level economies of scale. While these econo-

mies were not ubiquitous, they were significant, for the technology was

capital-using (mechanized) and its development required large investments in

industrial research. Only the big concern could afford these investments, and
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since it could also afford any innovation open to the small firm, whereas the

small one could not realize the innovations (and plant sizes) open to the large

one, the latter was ‘technically superior’ and would, as a rule, have lower

costs than the small concern.

Of course the cost advantages of large size would not necessarily bring

higher (‘abnormal’) profits. Competition could keep down the profits of large

firms, as traditionally assumed. But in the case of the large firm, there would

not be much competition, for neither enterprise formation nor firm growth

would produce many large-size concerns. Firm growth would not, because of

the financial frailty of the small enterprise, whose contingency reserves were

slim and capital too little to secure much funds or obtain them on favourable

terms. And the capital restrictions on borrowings that impeded the growth of

a small firm would also impede the founding of a large one. Only the wealthy

could start up a large concern.

Large capitals were ‘scarce’, and it was because they were scarce that the

lower costs of large-scale production brought extraordinary profits. The

higher profit of the large firm was a ‘differential rent’, and its dominance

was not the result of the technology alone, but of the technology in con-

junction with the economic conditions under which it operated. For while it

was economies of scale that made the large capitals more productive, it was

the capital market’s (‘imperfect’) operation and inequities of wealth distri-

bution that made the capitals scarce (this implication of the analysis is

developed further in 1945b).

Market ‘imperfections’ were also important in the case of the small firm’s

survival. Labour market segmentation gave the small firm the opportunity of

drawing on a cheaper labour supply (the unorganized segment) than the one

available to the large firm, while the imperfections of the product market

protected the small firm’s sales from the competition of lower-cost producers.

Because the small firm had its loyal clientele (‘goodwill’), its market could

not be invaded without a special sales effort, and in many cases the revenue

that could be gained through that effort would not justify the cost (the price

reductions or advertising expenses). The other important factor in the small

firm’s survival was the high social valuation of the entrepreneurial position,

the importance given to being one’s own boss, which kept up the supply of

small entrepreneurs and led them to hold on to their businesses in spite of the

often negligible profit and odds against success. (Steindl returns to this issue

of the small firm’s survival in 1965.)

While Small and Big Business dealt with the microeconomic effects of

firm size, the work that followed showed the critical macroeconomic ones.

This work, Maturity and Stagnation in American Capitalism (1952), was also

done at the Institute in Oxford. It was the result of a research project on the

Great Depression which had been undertaken at Kalecki’s suggestion.
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The economic crisis of the 1930s was difficult to explain in terms of the

laissez-faire doctrines of orthodox economics. Unemployment was hardly an

‘optimal’ economic outcome, and the unemployment of the period was mas-

sive: a third of the labour force in the case of the American economy, and a

greater proportion in that of the German (44 per cent in 1932). It was incon-

ceivable that so many could have been unemployed ‘voluntarily’, and because

the unemployment was protracted as well as massive (in America it lasted

over an entire decade), it could not have been ‘frictional’ either. But while the

market’s hand in the crisis was evident, and the depression was certainly no

‘accident’ (which was the orthodox economists’ explanation), it was not clear

what ‘exactly’ had caused the stagnation and it was this that Steindl set out to

discover in the work that culminated in Maturity and Stagnation (Steindl’s

account of the work’s progression is in his contribution to 1989).

The roots of the crisis were found in a long-run development: oligopoly.

When the output of an industry was concentrated in the hands of a few large

firms, competition fell off, and when competition fell off, so did investment.

It was the growth of oligopoly that had brought on the stagnation. Because

the concentration of industry was a slow process, the stagnation had come on

gradually, through the exhaustion of the system’s growth potentialities, its

‘maturation’.

The importance of competition was due to the interconnections between

investment, capacity utilization and profit margins. Because investment in-

creased output capacity, and unused capacity depressed the firm’s profits,

investment would be cut if capacity utilization could not be kept up. The

maintenance of normal capacity-utilization rates was essential: sustained in-

vestment was impossible without it, and what had kept utilization rates at

their normal levels in the past was the competition that occurred when they

fell below them. When investment in an industry overshot demand, or de-

pressed conditions brought sales down, a competitive war would break out.

Firms would try to pass the excess capacity off onto their rivals, and the

special sales efforts undertaken for this purpose would drive the higher-cost

‘marginal’ firms out. The excess capacity that depressed investment would be

eliminated through the elimination of firms.

The elimination of excess capacity was the macroeconomic function of

competition, and because it was achieved through price reductions and/or sales

cost increases, competition not only kept utilization rates up, it also held profit

margins down. It kept them at a level that was just sufficient for the financing of

the industry’s growth, and this, also, had important macroeconomic conse-

quences, for it meant that the profit share would fall when the growth rate did.

The long-run effect of an investment decline would be a real wage rise, and

instead of unemployment rising when investment fell, consumption would (the

workers’ ‘saving propensity’ being less than the capitalists’).
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The effects of an investment decline under oligopolistic conditions were

quite different. In this case, the decline would increase unemployment in the

long run as well as in the short run. There would be no real wage (consump-

tion) increase to offset the negative effect of the decline in demand, nor

would there be the ‘other side’ of the profit margin squeeze: restoration of

normal utilization rates. Excess capacity cannot be knocked out of an

oligopolistic industry through the elimination of firms; there are no small,

financially weak firms to eliminate. All the oligopolist can do in the face of

an unwanted increase in excess capacity is cut investment, and since the

investment cuts of one firm depress the sales of others, the oligopolistic

method of excess capacity elimination is self-defeating. Instead of reducing

the excess capacity in industry, investment cuts enlarge it, and the increase in

excess capacity reduces investment further. In an oligopolistic economy,

investment declines are cumulative, and while the contractions of a competi-

tive economy give way to expansion, those of the oligopolistic one result in

stagnation.

The oligopolization of industry ends the cut-throat competition that revi-

talizes investment, and by the turn of the century, the American economy (the

one examined in Maturity and Stagnation) had been oligopolized. The indus-

trial concentration of the nineteenth century set the stage for the stagnation of

the twentieth century. And while it was the oligopolistic structure of industry

that turned the downturn of the 1930s into the first decade-long slump, it was

that structure’s development that had brought on the downturn. The ‘primary’

decline in investment, the first fall off in its level, was caused by the profit

margin increase that came with the industrial concentration. The enlargement

of margins depressed demand (reduced real wages), increasing excess capac-

ity and cutting investment, and while the rise in security values that occurred

in the early part of the century held off the cumulative decline in demand and

investment, when the rise in security values ended, in the crash of 1929, the

full effects of the concentration were felt. The economy collapsed, and re-

mained depressed until an exogenous development, the war, brought demand

back up.

While the depression was an outgrowth of the oligopolization of industry,

the oligopoly was a product of the competition that preceded it. Because the

larger firms won out in the competitive warfare, competition and concentra-

tion were two sides of the same process. And what underlay them both was

the ‘aggressiveness’ of business saving, which seeks investment outlets in the

products and markets of other firms. The oligopoly that impaired accumula-

tion was a product of the process itself, and far from being a chance event, the

depression was rooted in the logic of capitalist development.

Although there was not much interest in Maturity and Stagnation when the
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had begun – it has since become a classic in the field. Its macroeconomic

analysis is the basis of the Marxian theory of monopoly capitalism (Paul

Sweezy was one of the few who had recognized the work’s significance), and

when the economic climate changed in the 1970s (stagnation occurred again),

the work became widely known (a second edition was printed in 1976). In the

meantime Steindl had further developed his analysis (1966), and in the late

1970s and 1980s applied it to the problems of the postwar era.

The most important economic development of the postwar era was a politi-

cal one: the increased economic role of government. This had a positive

effect on employment in the first decades of the era and, indeed, as detailed in

‘Stagnation Theory and Policy’ (1979), the government expenditure and fis-

cal policies of the 1950s and 1960s were largely responsible for the high

growth of the period. Although the expenditure was financed out of taxes

rather than borrowings, the overall effect was expansionary. Demand and

capacity utilization increased, which stimulated investment, as did the busi-

ness confidence that was created by the political acceptance and assurance of

Keynesian (demand maintenance) policies.

The international political climate, and especially the economic coopera-

tion of the Western nations, was also a critical factor in the expansion. The

liberalization of trade relations opened the European markets to America and

brought a ‘backlog of innovations’ to Europe, the ones that had been devel-

oped in America during the interwar period. Because these were embodied in

new American products, trade expansion with America transferred the tech-

nology across national borders (1980), and this in turn greatly boosted growth

in Europe. Technical progress can generate an upward trend if the economic

conditions are propitious (1982a), and in the Europe of the time they were:

the Marshall Plan provided the finance required to exploit the technology,

while the buoyant demand provided the market (the importance of economic

conditions in the productivity growth of the period is discussed further in

1985).

Trade liberalization brought not only new markets and investment opportu-

nities, it also brought new competition. Foreign competition intensified as the

trade barriers were lifted, and the increased competition also had a salutary

effect. It held down profit margins, as did the increased bargaining strength of

workers, which had been enhanced by the tight labour market conditions. The

wage pressure along with the foreign competition kept the wage share con-

stant, and because real wages rose with the productivity growth, the

overcapacity that normally halts an expansion did not materialize (1989).

But the real wage growth that sustained the expansion had its costs. As the

income of workers grew, so did their expectations and demands. The in-

creased demands of workers, especially those for worker participation,

provoked a political reaction against the unions and the welfare state that was
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associated with their strength, and it was this change in the political climate

that brought the postwar growth boom to a halt.

Although the stagnation of the 1970s was set off by a political develop-

ment – the shift to the deflationary policies of the monetarists – there were

other, more purely economic, factors at work as well. The income growth of

the 1950s and 1960s, along with the inequity of its distribution, had increased

household saving, which had a depressive effect on demand. Oligopoly also

played a role in the crisis, though not the same one that it had played in the

1930s stagnation. Large concerns had become increasingly preoccupied with

the ends of market power and dominance, and since these were achieved

through mergers and takeovers, financial considerations had come to domi-

nate their investment decisions. Real estate and speculative investment had

growth in importance, increasing at the expense of the more productive

investment in equipment, technology, and new products (1989).

Just as Marx ‘lived very much in his times’ (1984), Steindl lived very much

in his. From the early writings on industrial concentration to the late ones on

the debt burden (1983) and savings rate (1990a), the economic problems of

the time were the central concern of Steindl’s work. Few of his fellow

economists had as much concern for those problems, and still fewer provided

as penetrating an analysis of their causes.
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Paul STREETEN (born 1917)

One of my childhood memories is that of the Viennese court singers or court

musicians. These were not performers at the court of the Habsburgs, but musi-

cians who sang and played in the courtyard of the blocks of flats in which we

lived. The inhabitants of these flats would wrap a few coins into newspaper and

throw the packet out of the window into the court. But since these musicians,

particularly the organ grinders, frequently did not add to celestial harmonies

but made disturbing noises, the money was often thrown to these court musi-

cians to make them go away and permit peace and quiet to be restored.

These court singers became for me paradigmatic figures that later, when I

learned economics, made me sceptical of the national income as a measure of

economic welfare, and of the assumptions of neoclassical economics gener-

ally. Here was an instance of people who were able to extract money, not for

a benefit bestowed, but for the removal of a self-created nuisance. They did

not produce a good, but a ‘bad’, and received in payment an anti-bad. Was

this a rare exception or was it typical of many other payments normally

counted as net benefits? Nuisances or ‘bads’ can be generated by our en-

emies, by nature or by our productive activities themselves.

Those generated by our enemies call for an army and its weapons of

defence. Many would not regard these as additions to our economic welfare,

though they may be a necessary condition for carrying on production. The

‘bads’ generated by nature call for the anti-bads of protection against cold

and extreme heat, against the vicissitudes of the weather, against starvation,

everything that is needed to keep the body in productive shape. Should we

then not deduct heating appliances, air conditioners, clothes, food and so on

also from our national accounts, not perhaps as regrettable necessities like

defence, but as preconditions of net income?

Finally, what about the anti-bads that remove nuisances, such as the bads

created by pollution? Scrubbers that reduce air pollution from chimneys

would be an example. Going one small step further, how should we account

for the means used to meet desires aroused by advertising and the social

pressures of emulation? Everyone is reminded constantly from all directions

that wives must continue to be charming and nice-smelling enough and

husbands dandruff-free in order to be re-chosen every day at breakfast. If

people buy deodorants because the fear has been evoked in them that they

will be ostracized if they do not buy them, is this not exactly parallel to the

court singers, or to the kidnapper asking for ransom or to the blackmailer

asking for money (though he may not have created the occasion for the threat

of blackmail)? Barbara Ward (Lady Jackson) once proposed to me that we

should found a Society for the Propagation of Anti-Bads.

There is, of course, as Nordhaus and Tobin have pointed out, a danger that

a consistent application of this line of reasoning would make the national
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income tautologically equal to zero. At best only frills and luxuries would be

left over as adding to our net welfare. And even the desire for them might

well be the result of an effective promotion campaign. Are then all created

desires that require resources to fill a gaping void to be deducted from net

welfare and to be categorized as anti-bads?

Surely not. Some of the finest as well as some of the basest desires are

created by ‘artificial’ stimulation. The longing for truth, goodness and beauty,

just like the desire to have the organ grinder leave, has been created, in the

former case by educators, books, orchestras and role models, in the second

case by the musician. The organ grinder may produce such appalling noises

that we pay him to take away his organ, or he may produce such heavenly

melodies that we are happy to give up a fortune for the pleasure of listening,

It follows that we cannot do without value judgements in deciding which

are goods and which are anti-bads, which items add to our welfare and which

bring us just back to square one. It was this discovery that made me look on

economics as a moral study, or at least a study shot through with value

judgements, as well as a study full of controversial, sometimes dubious, often

implicit, assumptions.

At the same time, when Lionel Robbins wrote that the science of econom-

ics cannot make interpersonal comparisons of utility, I was startled. Surely,

everyone of us makes them daily as matters of fact, not as matters of moral

judgement. When parents decide on what their children need, or when we

decide to which charities to subscribe, or when the Chancellor of the Excheq-

uer decides on new taxes, a large part of these decisions has nothing to do

with morality but with observations of comparative needs, abilities, talents,

and so on. Of course, questions of desert will also enter. But to say that such

comparisons are ‘impossible’ or ‘meaningless’ or ‘illegitimate’ is silly in the

technical sense (as defined by the philosopher C.D. Broad); that is, denying

the possibility of legitimacy of something that happens constantly, rejecting

an assumption that we all must make and do make every day.

So when I started to study economics in Aberdeen before the war, I found

the need for value premises where the profession professed to be dealing in

facts, and empirical facts where it presumed morality. This led me later to

Gunnar Myrdal, the translation of his The Political Element in the Develop-

ment of Economic Theory (1953) and the editing of Value in Social Theory

(1958). My Introduction to this book, entitled ‘Programmes and Prognoses’, I

regard as one of my best efforts. It contains a fundamental critique of welfare

economics; it was enthusiastically reviewed; it had no impact at all. Perhaps

David Colander’s theory applies: I did not provide work for the drones.

There was another component that I found missing in the economics of the

textbooks. That was the role of institutions in economic analysis and policy.
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study and policy are minimized by both neoclassical and Marxist economists.

Neoclassical mainstream economists assume that institutions such as private

property, joint stock companies, the monetary system and the state are given

and fully adapted to the economic variables. They are therefore among the

constants in an analysis. The Marxists, on the other hand, regard them not as

adapted but as fully adaptable. They are part of the superstructure which

follows from the modes of production. Hence again, a special study, let alone

attention to policy-shaping, is unnecessary. Indeed, it was the preoccupation

with institutional planning that Marx and Engels ridiculed in the ‘Utopian’

socialists Robert Owen, Saint Simon, Fourier and Proudhon, whose exercise

of their institutional imagination seemed to me much less utopian and more

realistic than the ‘scientific’ approach of Marx and Engels. In several contri-

butions on the multinational corporation to volumes edited by John Dunning,

I discussed the state as (partly) manipulated by particular interest groups and

criticized the assumption, then quite common, that it looks after the public

interest.

Having been born in Vienna in 1917, and having lived there in the interwar

period, it was not difficult to acquire a social conscience. When I was about

eight years old, I had to write an essay on the topic ‘If any would not work,

neither should he eat’ and made it an occasion for a harangue against the idle

rich. My commitment has always been to the underdog, the poor and op-

pressed, although my views as to how they can be liberated have changed

over the years. Like others, I had excessive confidence in the power of

governments to do good, though I still do not believe that any form of

government failure automatically constitutes a case for eliminating the inter-

vention, just as any form of market failure does not by itself constitute a case

for government intervention.

G.D.H. Cole, the Fabian professor of political theory at Oxford, used to

draw a useful distinction between two types of socialist: the A- and the B-

type. The As are the anarchists, the Bs the bureaucrats. Douglas Cole himself

was a passionate syndicalist, had a healthy distrust of governments, and

therefore was an A-type. Although I was always aware that it would be wrong

to assume that government can be fully entrusted with the public interest, it

took me some time to see the full range of its shortcomings. And I am still

convinced that we can design hybrid institutions that draw on the best of free

enterprise, individual initiative and the market, as well as of public responsi-

bility and accountability.

I have dissented on many fronts: on the theory of the firm, on the compen-

sation principle in the New Welfare Economics, on the economic case for the

Common Market, on the doctrine of ‘balanced growth’, on the widespread

use of the capital–output ratio in development planning, on the calculations

of returns from education, on simple-minded models directly applied to policy-
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making, on the view popular in the 1950s and 1960s among economists that

flexible exchange rates will cure our ills and that raising interest rates and

tight money are remedies for inflation. I have had no reason to retract my

words on these issues. Hardly any economist today is in favour of freely

floating exchange rates. When Harry Johnson read my article on this subject

he sent it to Milton Friedman, who wrote to me saying it reminded him of an

abstract picture, beautiful and coherent in itself, but without any relationship

to the real world. This is precisely the impression much current orthodox

writing makes on me.

I have been better as a critic than as an apologist, propagator or advocate.

My first two published articles contained a critique of the theory of the firm

and the theory of profit. During a performance of Aida, Thomas Beecham,

the famous conductor, introduced an elephant into the scene of the triumphal

march. On one occasion, the elephant started to shit on the stage. Beecham,

proudly pointing at him, exclaimed, ‘Ah, I behold, not only an artist, but also

a critic!’ I had never felt comfortable when in charge of work on ‘Basic

Needs’ at the World Bank in the late 1970s and, after having left the Bank,

felt rather like that elephant.

I always wished I had learned more mathematics. Without this grounding,

one feels nowadays like a handloom weaver after the introduction of the

power loom. But the thought is made bearable by the fact that most of the

power-loom weavers seem to be making the Emperor’s clothes. The rigour

achieved by mathematical modelling is all too often the rigor mortis. And the

models, shapely and elegant though they may be, too often lack vital parts.

As one born into the expiring Austro-Hungarian empire, who spent most of

his life in post-imperial Britain, and who came to the post-Watergate, post-

Vietnam United States in 1976, I regard myself as something of an expert in

imperial decay. It is a useful vantage point from which to criticize the nostal-

gic dreamers of imperial glory. It is from this position that I have been critical

of the economic arguments for Britain’s joining the Common Market in the

late 1950s and 1960s (see 1961) and have analysed the need for global or

transnational institutions that would replace the hegemonic power or domi-

nant economies of the past. The public goods on which world peace and

world order depend are no longer adequately provided by the US and no

other power has taken over.

Orthodoxy has a powerful grip on people’s minds. Gunnar Myrdal main-

tained that ‘facts kick’. He meant that the crust of flawed orthodox thinking

cannot withstand the empirical evidence and has, sooner or later, to yield to

it. I, on the other hand, denied this in our lengthy conversations. I pointed to

the existence of mass unemployment during the Great Depression, when

orthodox economists clung to Say’s Law and asserted the necessity of full

employment equilibrium. I said that it requires an alternative model (or 640 Paul STREETEN

 

‘paradigm’ as it has since come to be called) to kick out the orthodox one.

Alfred North Whitehead had said this before, and Thomas Kuhn since.

Orthodox economics has been charged with being unrealistic, irrelevant,

unproductive and amoral. When critics levy these charges, the defence nor-

mally is, ‘Can you produce a theory that is more realistic, relevant, productive

and moral?’ The critics are charged with having no constructive alternative.

During the Lisbon earthquake on 1 November 1755 a hawker was selling

anti-earthquake pills. When hauled before the judge for violating the rules of

the then equivalent of the Food and Drug Administration, his defence was,

‘What would you put in their place, your Honour?’ If something is of no use,

we should say so, even if we have no alternative and even if what we say has

little impact.

It is true that scholars such as Thorstein Veblen (in spite of Wesley Clair

Mitchell), Joseph Schumpeter, Kenneth Galbraith and Abba Lerner (in spite

of David Colander) all had a good sense of reality, but formed no schools of

disciples. They had no systematic nucleus round which ideas could be crys-

tallized. And it is noteworthy that the formalized ideas round which schools

have grouped themselves have often been rejected by their founders. Marx

said that he was not a Marxist; Keynes that he was not a Keynesian (the

originality of Keynes’s contribution does not consist in the IS-LM diagram,

as Hicks himself came to realize late in life); Kuznets rejected the Kuznets

curve, and Pigou had to ask, ‘What is the Pigou Effect?’ This petrification of

the original and revolutionary ideas of the founder is not peculiar to econom-

ics; it is shared by other intellectual, social and religious movements. Peter’s

petrification of the Church might have led Jesus to say, had he seen the result,

‘I am not a Christian.’ The point is made by Fyodor Dostoyevsky’s Grand

Inquisitor in The Brothers Karamasov.

The differences between dissenters such as Galbraith and Lerner on the

one hand, and schoolmen such as Friedman and Samuelson on the other, are

repeated within the messages of the school-makers. Two souls dwell in their

breasts: one innovative but impossible to formalize; the other readily crystal-

lized. These two souls are revealed in Keynes, in Marshall, in Samuelson.

Marshall’s insistence on the moral, social and human aspects of economics,

Samuelson’s emphasis in The Foundations on inequalities and discontinuities,

got lost in the formulations of neoclassical economics.

Given the flow of publications by the mainstream, there are some minor

reputations to be made by criticizing it. This is not a way of forming schools,

but it can contribute to what Albert Hirschman, a great dissenter, has called

‘obituary-enhancing’ activities. David Colander has pointed out that for some

scholars it is the process of confrontation, not the result, that matters and he

tells of a Columbia University student who was turned on by confrontations

with orthodox guys, ‘and good sex is hard to come by’. To the extent that this
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is so, the dissenter needs the orthodox world in order to be able to live in his

counter-world. I do not think this motivation is important in my case but, by

definition, one cannot know one’s unconscious.

My conclusion is that the contrast between orthodoxy and heterodoxy,

between mainstream and side-stream, between consent and dissent can be

overdrawn. There is heterodoxy in the founders of orthodoxy, and orthodoxy

in the heterodox yappers.

The heterodox dissenters often think that it would be nice if they could

band together and form an alternative paradigm. Yet it may be against the

temperament of the dissenters to consent to this. Dissenters dissent, some-

times even or especially, from the dissent of others. My friend Mahbub ul

Haq had a plaque on his office wall which read, ‘It’s too late to agree with

me; I’ve changed my mind.’ They cannot take ‘yes’ for an answer. On the

other hand I remember a strip cartoon in which Penny says to her boyfriend,

‘Why can’t you be different – like all the others?’

All thought calls for structure. Models can serve as scaffolds or as crutches

for better access to an incoherent, highly complex reality. But they can also

become shutters or blinkers. A sharp focus illuminates a small area, but also

excludes what is outside it. At any given time there is only one orthodoxy, but

many heterodoxies. Some heterodoxies turn, in the course of time, into ortho-

doxies. The classical revolution in the nineteenth century can be regarded as a

revolt against the pre-classical ‘common sense’ orthodoxies that read today

very much like Keynesian writings. Keynes’s previous underworld of eco-

nomics became for a time the mainstream.

I regard the principal function of the dissenting, heterodox economist not

to produce an alternative paradigm, but to serve as an intellectual muscle

therapist, to cure us of intellectual cramps, to prevent the premature crystalli-

zation of flawed orthodoxies. We should be prepared to consider options. His

function is more therapeutic than substantive. Like Oliver Cromwell in 1650,

he says, ‘I beseech you, in the bowels of Christ, think it possible you may be

mistaken.’

The heterodox dissenter should stand for humility and tolerance, Keynes

looked forward to the day when economists would be like dentists: humble and

competent people. I am not sure that my dentist is either humble or competent,

but I know that few economists of my acquaintance live up to Keynes’s hope.

Competence and humility should be cultivated, and with them the ability to talk

across barriers. Our subject is in danger of being fragmented into non-commu-

nicating groups; the neoclassicals, the Chicago School, the new classicals, the

radicals, women’s studies, black studies, the greens and so on. It is of the

utmost importance to keep the lines of communication open.

If I had to choose, I would rather be accused of fuzziness than of

reductionism. For the orthodox consenters, the worst sin is fuzziness. With-642 Paul Marlor SWEEZY

 

out agreeing with the late David McCord Wright, who once said, ‘When

people tell me I am fuzzy, I reply, “life is fuzzy”’, the heterodox dissenters

prefer, I think, to be accused of fuzziness. They prefer to be vaguely right to

being precisely wrong. It is a matter of taste. The orthodox may say,

‘Reductionism is not the occupational disease of economists, it is their occu-

pation.’ But if in the process they throw out the baby instead of the bathwater,

the reduction surely loses its point.
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Paul Marlor SWEEZY (born 1910) John Bellamy Foster

Paul Sweezy, the world-renowned Marxist economist and social theorist, was

born 10 April 1910 in New York. The son of a top officer of the First National

Bank of New York, Sweezy was educated at Exeter and Harvard University,

where he received his B.A. in 1931. In 1932 he left Cambridge (Massachu-

setts) for a year of graduate study at the London School of Economics.

Already shaken by the onset of the Great Depression, Sweezy was further

awakened during his year in Britain by the intellectual and political ferment

associated with what was to be a turning point in world history, and soon

gained sympathy for the Marxist perspective to which he was introduced for

the first time. Returning to the US in 1933 to do graduate studies at Harvard,

he found the intellectual climate much changed, with Marxism becoming a

topic of discussion in some of the larger universities. As he recalled decades

later:
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It was under these circumstances that I acquired a mission in life, not all at once and self-consciously, but gradually and through a practice that had a logic of its own. That mission was to do what I could to make Marxism an integral and respected part of the intellectual life of the country, or, put in other terms, to take part in establishing a serious and authentic North American brand of Marxism.

 

In pursuing these interests at Harvard, Sweezy received encouragement

from the great conservative economist Joseph Schumpeter, whose analysis of

the origins, development and impending decline of capitalism revealed a

complex and critical appreciation of Marxist analysis.

Obtaining his Ph.D. in 1937, Sweezy took a job as an instructor at Harvard

until 1939 when he rose to the rank of assistant professor. During these years

he played a key role in two areas of debate then sweeping economics: the

theory of imperfect competition and the issue of secular stagnation. Sweezy’s

interest in the monopoly question began early in his career, as shown by his

1937 article ‘On the Definition of Monopoly’ in the Quarterly Journal of

Economics, and by his first book (winner of the David A. Wells prize),

Monopoly and Competition in the English Coal Trade 1550–1850 (1938b).

His 1939a article, ‘Demand under Conditions of Oligopoly’, in which he

presented the kinked demand curve analysis of oligopolistic pricing, remains

one of the classic essays in modern price theory. While carrying out his

teaching responsibilities at Harvard, Sweezy also worked for various New

Deal agencies investigating the concentration of economic power (including

the National Resources Committee and the Temporary National Economic

Committee). His influential study, ‘Interest Groups in the American Economy’

was published as an appendix to the NRC’s well-known report, The Structure

of the American Economy (1939b).

During these years Sweezy was also deeply concerned about the economic

stagnation of the depression decade, and its effects on disadvantaged sectors

of the population. Along with a small group of Harvard and Tufts economists,

he was one of the authors and signatories of the influential Keynesian tract,

An Economic Program for American Democracy (1938a), which provided a

convincing rationale for a sustained increase in public spending during the

final years of the New Deal and soon became a Washington, DC bestseller. At

Harvard Sweezy also took an active part in the great ‘stagnation debate’

involving such notable figures as Alvin Hansen and Joseph Schumpeter. The

opposing (but in many ways complementary) historical answers provided by

Hansen and Schumpeter to the question ‘Why Stagnation?’ were to influence

Sweezy’s economic analysis throughout his subsequent career.

Although deeply influenced by the Keynesian revolution, Sweezy was also

an important contributor to Marxist economics by the late 1930s. From the

lecture notes to his Harvard course on the economics of socialism, he soon
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of Marxian Political Economy (1942). Especially notable for its review of the

entire field of Marxian political economy; its emphasis, following Japanese

economist Shigeto Tsuru, on the significance of the qualitative value problem

for the labour theory of value; its elaboration of the Bortkiewitz solution to

the transformation problem; and its discussions of crisis theory and mo-

nopoly capitalism, The Theory of Capitalist Development quickly established

Sweezy’s reputation as the foremost Marxian economist of his generation. In

Schumpeter’s monumental History of Economic Analysis (1954), which in-

cluded more than a dozen entries on Sweezy’s work, he referred to The

Theory of Capitalist Development as ‘the best introduction to Marxist litera-

ture I know’.

During the Second World War Sweezy served in the Office of Strategic

Services (OSS) and was assigned to the monitoring of British plans for

postwar economic development. With a number of years still remaining in his

Harvard contract when the war ended, he opted to resign his position rather

than resume teaching, recognizing that his political and intellectual stance

would inhibit his receiving tenure. In this period, Sweezy wrote Socialism

(1949), authored numerous articles on the history of political economy and

Marxism, and edited a volume containing three classic works on the ‘trans-

formation problem’: Karl Marx and the Close of his System by Eugene

Böhm-Bawerk; Böhm-Bawerk’s Criticism of Marx by Rudolf Hilferding; and

‘On the Correction of Marx’s Fundamental Theoretical Construction in the

Third Volume of Capital’ by Bortkiewitz (which Sweezy translated into

English). His 1950 critique of Maurice Dobb’s Studies in the Development of

Capitalism (in which Sweezy, following Marx, emphasized the role of the

world market in the decline of feudalism) launched the famous debate over

the transition from feudalism to capitalism that has played a central role in

Marxian historiography ever since.

With the financial backing of literary critic F.O. Matthieson, Sweezy and

the historian Leo Huberman founded Monthly Review (subtitled ‘An Inde-

pendent Socialist Magazine’) in 1949 as an intellectual forum for American

socialists threatened by anti-Communist hysteria. Albert Einstein wrote his

famous article ‘Why Socialism?’ for the first issue. Huberman and Sweezy

began publishing books under the imprint of Monthly Review Press in 1951

when it came to their attention that, due to the repressive climate of the times,

even such celebrated authors as I.F. Stone and Harvey O’Connor were unable

to find publishers for their manuscripts.

In 1953, at the height of the McCarthyite period in the US, the state of

New Hampshire conferred wide-ranging powers on its Attorney-General to

investigate ‘subversive activities’. On this dubious basis, Sweezy was sum-

moned to appear before the state Attorney-General on two occasions in 1954.

Adopting a principled opposition to the proceedings, he refused to answer
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questions regarding the membership and activities of former US Vice Presi-

dent Henry Wallace’s Progressive Party; the contents of a guest lecture

delivered at the University of New Hampshire; and whether or not he be-

lieved in Communism. As a result, Sweezy was declared in contempt of court

and consigned to the county gaol (from which he was released on bail) until

purged of contempt by the Superior Court of Merimack County, New Hamp-

shire. On appeal, this decision was upheld by the New Hampshire Supreme

Court. In response to a further appeal, the US Supreme Court overturned the

verdict of the state court in 1957, on the grounds that there was no legal

evidence that the New Hampshire legislators actually wanted the Attorney-

General to obtain answers to these questions; and that the violation of Sweezy’s

constitutional liberties could not be justified on the basis of political activities

only ‘remotely connected to actual subversion’.

As Sweezy himself declared before the New Hampshire Attorney General:

 

If the very first principle of the American constitutional form of government is political freedom – which I take to include freedoms of speech, press, assembly, and association – then I do not see how it can be denied that these investigations are a grave danger to all that Americans have always claimed to cherish. No rights are genuine if a person, for exercising them, can be hauled up before some tribunal and forced under penalties of perjury and contempt to account for his ideas and conduct. (US Supreme Court, US Reports, Vol. 354, October Term, 1956).

 

Despite the adverse political environment, Sweezy continued to author

articles on all aspects of Marxian theory, adding up to hundreds of essays by

the 1980s. MR Press’s publication of Paul Baran’s The Political Economy of

Growth (1957) marked the beginning of Marxian dependency theory and

helped to establish Monthly Review’s primary identity as a backer of Third

World liberation struggles. Visiting Cuba shortly after the revolutionary tri-

umph of 1959, Huberman and Sweezy were among the first to recognize that

Cuba would necessarily evolve in a socialist direction, and co-authored two

influential tracts on the transformation of Cuban economic society: Cuba:

Anatomy of a Revolution (1960) and Socialism in Cuba (1969).

Even before The Political Economy of Growth was finished, Baran and

Sweezy began to co-author Monopoly Capital, which was eventually pub-

lished in 1966, two years after Baran’s death. Although described by the

authors themselves as a mere ‘essay-sketch’, it rapidly gained widespread

recognition as the most important attempt thus far to bring Marx’s Capital up

to date, as well as providing a formidable critique of the prevailing Keynesian

orthodoxy.

 In Sweezy’s own case, Monopoly Capital partly reflected dissatisfaction
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Development. His earlier study had been written when orthodox economics

was experiencing a sea-change due to the Keynesian ‘revolution’ and the rise

of imperfect competition theory. Hence, he had provided a detailed elabora-

tion of both Marx’s theory of realization crisis (or demand-side constraints in

the accumulation process), and of work by Marx and later Marxian theorists

on the concentration and centralization of capital. As with mainstream theory,

however, these two aspects of Sweezy’s analysis remained separate; hence he

failed to develop an adequate explanation of the concrete factors conditioning

investment demand in an economic world dominated by the modern large

enterprise. It was essentially this critique of The Theory of Capitalist Devel-

opment that was provided by Josef Steindl in Maturity and Stagnation in

American Capitalism (1952); Steindl went on to demonstrate how a more

unified theory could ‘be organically developed out of the underconsumptionist

approach of Marx’ based on Kalecki’s model of capitalist dynamics, which

had connected the phenomenon of realization crisis to the increasing ‘degree

of monopoly’ in the economy as a whole.

Steindl’s work thus exerted a direct influence on the model that Baran and

Sweezy were to develop in Monopoly Capital. In this work they argue that

Marx’s fundamental ‘law of the tendency of the rate of profit to fall’, associ-

ated with accumulation in the age of freely competitive capitalism, has been

replaced, in the more restrictive competitive environment of capitalism’s

monopoly stage, by a law of the tendency of the surplus to rise (defining

surplus as the gap, at any given level of production, between output and

socially necessary costs of production). Under these circumstances, the criti-

cal economic problem is not so much one of surplus extraction as surplus

absorption. Capitalist class consumption (which is unable to surmount its

personal character) tends to absorb a decreasing share of surplus as the

surplus share of GNP grows, while investment, which takes the form of new

productive capacity, is itself impeded by investment that has taken place in

the past, since plant and equipment cannot be expanded for long periods of

time independently of final, wage-based demand. And although there is al-

ways the possibility of new ‘epoch-making innovations’ emerging that will

help absorb the surplus, all such innovations – akin to the steam engine, the

railroad and the automobile in their total economic repercussions – are ex-

tremely rare. To make matters worse, international economic transactions,

which have sometimes been seen as a means of surplus absorption, are

caught up in the imperialistic structure of world capitalism, and hence tend to

generate a return flow of surplus to the core of the system that is greater than

the outflow to the periphery, thus constituting little real help where problems

of surplus absorption are concerned. Hence, Baran and Sweezy conclude that

monopoly capitalism has a built-in tendency towards stagnation, largely staved

off thus far through the promotion of economic waste by means of ‘the sales
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effort’ and military expenditures, and through the expansion of the financial

sector. All such ‘countervailing factors’, however, are self-limiting by nature

and can be expected either to wane of their own accord or to lead to a

doubling-over of contradictions in the not too distant future.

For the authors themselves, the importance of Monopoly Capital lay not so

much in its analysis of the underlying stagnation tendency – which had been

thoroughly explored in the 1930s and in the work of Steindl – as in its

account of those ‘protective reactions’ thrown up by the system that had

allowed capitalism to prosper after the Second World War. To expand on the

discussion above, these included such crucial historical elements as:

 

1. the epoch-making impetus provided by the second great wave of

‘automobilization’ in the US (encompassing the expansion of the glass,

rubber, steel and petroleum industries, the building of the interstate high-

way system, and the rapid suburbanization of America);

2. the rise of ‘Pentagon capitalism’ in the Cold War period, including the

economic boosts provided by the Korean and Vietnam wars;

3. the vast expansion of what Marx in his day had called ‘expenses of

circulation’ in the form of the modern ‘sales effort’; and

4. the historic augmentation of the role of finance (which they discussed

briefly at the end of their chapter on the sales effort).

 

By analysing the way in which the surplus was absorbed through these and

other channels, Baran and Sweezy enlarged the usual boundaries of econom-

ics to take into account its wider historical context. Of particular importance

was their emphasis on the wasteful allocation of surplus under monopoly

capital, which drew on the issue of use value that had been a central part of

Sweezy’s work ever since The Theory of Capitalist Development.

Any revolt against the increasingly contradictory conditions of monopoly

capitalist society of a magnitude that would be likely to shake the US impe-

rial power structure, Baran and Sweezy emphasized in their book, would

probably emanate first and foremost (as the history of the post-Second World

War period had already shown) from the neo-colonized peoples in the outly-

ing regions of the capitalist world empire, and from their natural allies among

African Americans and other racially oppressed populations systematically

confined to the lowest rungs on the economic ladder within the US itself.

Indeed, Baran and Sweezy devoted a whole chapter of their book to a system-

atic critique of the overly-optimistic liberal account of US race relations

advanced by Gunnar Myrdal in The American Dilemma (1942), which they

countered with an argument dialectically relating class and race, inspired

largely by Oliver Cox, that was to reflect much more accurately the actual

black experience in the US, not only in the 1960s but in subsequent decades 648 Paul Marlor SWEEZY

 

as well. Hence, Baran and Sweezy’s Monopoly Capital encompassed within

a single framework of analysis the three major fields of crisis in the US social

order of the 1960s: the underlying tendency towards economic stagnation,

the growth of the civil rights and black power movements, and the imperial

war in Indochina.

The re-emergence of conditions of relative economic stagnation in the

1970s, not long after Monopoly Capital was published, convinced at least

some of the more free-thinking economists that the key to contemporary

economic evolution was to be found neither in orthodox models nor in

Keynesian fiscal and monetary ‘fine-tuning’, but rather in the impact of

various world-historical factors (of the kind emphasized in Monopoly Capi-

tal) including the following: increasing aggregate concentration; the global

ascendence of multinational corporations; an emerging world-glut of produc-

tive capacity; the clustering of technological innovations; the continuing

existence of high levels of war and war-related spending; the spread of the

world market hierarchy; the intensification of the sales effort, and the chang-

ing role of finance and speculation.

Yet, despite the fact that Monopoly Capital had both foreseen the advent of

stagnation and had highlighted many of the key historical factors that increas-

ingly drew attention as the 1970s and 1980s unfolded – and even though no

work of equal synthetic unity in the field of Marxian economics came along

to replace it – Baran and Sweezy’s magnum opus had lost much of its

influence and prestige even among left economists within 20 years of its

publication. This is no doubt all the more surprising given the fact that

Monopoly Capital constituted the initial theoretical common ground for the

entire younger generation of radical economists in the US who emerged

largely in response to the Vietnam war and who formed the Union for Radical

Political Economics in 1968. In 1971, Sweezy delivered the Marshall Lecture

at Cambridge University, and from 1974–76 served on the executive of the

American Economic Association. In the early 1970s Monthly Review was

perhaps the most influential publication among younger Marxist economists

in the US. But by the 1980s most radical economists were drawn elsewhere –

usually towards more fashionable supply-side theories of crisis that arose on

the left as well as on the right during this period, and away from Monopoly

Capital and Monthly Review.

Still, Sweezy, whose frame of reference was global and long-term, was not

discouraged by these changing fashions and, together with Harry Magdoff

(who replaced Huberman as co-editor of Monthly Review after the latter’s

death in 1968), he has continued to strengthen, extend and where necessary

modify the analysis of Monopoly Capital in the decades following its publi-

cation. Utilizing the original framework to explain the re-emergence of

stagnation, the rise of financial instability, and the further evolution of impe-
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rialism, he has published a series of works that represent a running commen-

tary on capitalist development in the late twentieth century: The Dynamics of

US Capitalism (1972), The End of Prosperity (1977), The Deepening Crisis

of US Capitalism (1979), Four Lectures on Marxism (1981), Stagnation and

Financial Explosion (1987) and The Irreversible Crisis (1989).

In addition to his central work on capitalist development, Sweezy has also

made notable contributions to the analysis of the contradictory economic and

social path of post-revolutionary societies in Eastern Europe. In On the

Transition to Socialism (1971, with Charles Bettelheim), Sweezy boldly con-

tended (against the theory and practice of market socialism rapidly gaining

ground in Eastern Europe) that attempts to utilize the market mechanism as

the key to building socialism were likely to lead to nothing less than the

restoration of capitalism. It was the Stalinist political system rather than

central planning as such, Sweezy argued, that constituted the real weakness

of Soviet society (although the two obviously could not easily be separated

and failure to grant more political power to the masses would eventually

generate mounting economic problems as well). A decade later in Post-

Revolutionary Society (1980) he advanced the thesis that, although the original

socialist character of the October Revolution was not open to question, a

qualitative break had occurred during the early Stalin era, leading to the

emergence of a class-exploitative system of a new kind. In the concluding

paragraph of that book (which preceded by five years the rise of Gorbachev),

Sweezy declared that the Soviet system had ‘entered a period of stagnation,

different from the stagnation of the advanced capitalist world but showing no

more visible signs of a way out’. More recently, in a new preface to the 1990

Japanese edition of Post-Revolutionary Society, he has argued that as a result

of perestroika and ‘the revolution of 1989’ in Eastern Europe, it has now

become clear to the entire world that the new class system that arose in the

Soviet Union and Eastern Europe in the Stalin period has come at last to ‘a

dead end’. ‘The conclusion that emerges from this analysis’, Sweezy went on

to observe, ‘is that the crisis of the Soviet Union and the collapse of its East

European allies was not due to the failure of socialism. The struggle for

socialism in the Soviet Union as recounted above, was lost long before with

the consolidation of a [new] class system, and it was this system which,

despite its undoubted achievements, ultimately failed.’

Indeed, Sweezy had consistently argued at least since the early 1960s that

those interested in the future of socialism should place their main hopes not

at present with the working class in the advanced capitalist states, nor with

the new class societies of the Soviet Union and Eastern Europe (now in the

process of dissolution and reconstitution on capitalist terms), but rather with

the insurgent populations of the periphery of the world capitalist system. It is

here, if anywhere, that the modern proletariat in the fullest Marxist sense 650 Paul Marlor SWEEZY

 

(‘the focal point of all inhuman conditions’) continues to struggle in the name

of humanity itself.

From the 1970s on, Sweezy devoted increasing attention to the issue of the

environment and its relation to the capitalist economy. In 1973 he published

his important article ‘Cars and Cities’. This was followed in 1989, as the

global environmental crisis emerged as a central preoccupation of his work,

by two key essays: ‘Capitalism and the Environment’ (co-authored with

Harry Magdoff) and ‘Socialism and Ecology’. In the latter article, he focused

on the acceleration of history under capitalism, arguing that ‘there is strong

reason to doubt that in these closing years of the twentieth century we can

afford the luxury of continuing to think in terms of traditional historical

time’. The very structure of capitalism, he argued, generates ‘a process that

gathers momentum with every decade that passes’. This meant growing pres-

sure on the environment, symbolized by the increase in world population by

some 1100 per cent since 1600. Sweezy insisted that both capitalism and

‘actually existing socialism’ had contributed to the destruction of the environ-

ment. But while capitalism by its very nature lacked any braking mechanism,

aside from periodic economic crises, and compelled firms to respond to

‘short-run profit prospects on pain of elimination’, socialism had always been

dedicated primarily to the substitution of planning for the market in the

overall allocation of resources. Socialism thus offered the possibility of a

long-range, comprehensive perspective, including restraints on expansion,

essential to any serious attempt to come to terms with the environmental

challenge.

In recognition of a lifetime of achievement, Sweezy was granted an honor-

ary doctorate of literature from Jawaharlal Nehru University in India in 1983.

In 1999 he received the Veblen–Commons Award from the Association for

Evolutionary Economics.
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Lorie TARSHIS (1911–1993) O.F Hamouda and B.B. Price

Lorie Tarshis was born into a middle-class family of Toronto on 22 March

1911. His father, Dr Singer, a medical doctor and Toronto City Coroner, died

during the typhoid epidemic of 1915. In 1917 their mother married Tarshis

whose name Lorie took. Tarshis started school at Huron Street Public El-

ementary School and found the competition very poor. Already by age ten

and against his stepfather’s wishes, he chose to leave the City of Toronto

public school system. He was attracted to the highly competitive University

of Toronto School run as a ‘laboratory’ school by the university for its

education students.

Although he had intended to go into medicine, because of his enthusiasm

and skill for mathematics he was counselled to go into economics. Under-

graduate study of economics at the University of Toronto at that time meant

entering a core programme called ‘Commerce and Finance’. The first year

was from the standpoint of economics modest, focusing on economic geogra-

phy. In the second year economics was more seriously undertaken, with the

main courses being Principles of Economics, Industry and Trade and Eco-

nomic History. The students had to read Alfred Marshall’s Principles of

Economics. Thus Tarshis was immediately confronted with the challenge of

reading the actual works of great economists, which he enjoyed.

Rather early in his second year of university, Tarshis’s professor of Eco-

nomic History, C.R. Fay, came to class one morning looking ashen and said,

‘Gentlemen, I think you should know that you will remember yesterday for

the rest of your lives.’ Fay’s pontifical tone and message did stay in Tarshis’s

mind: it was the day of the first big crash on Wall Street. The crash touched

Tarshis and his fellow students in a very simple way. They were all involved

in ‘playing’ the Stock Market, ‘investing’ in gold mines and the like, which

until a few months before had been going up and up. The students played the

game competitively, but Tarshis remained unconvinced that he learned any

economics thereby.

Among Tarshis’s third-year courses were Labour Economics, Money and

Banking and Public Finance. He found the course in Labour Economics

highly interesting because his instructor, H. Cassidy, introduced his class to

the leaders of the local unions of the Ladies’ Garment Workers and the

Amalgamated Clothing Workers that were on strike in Toronto for most of

1931. In getting to know some of the strikers, Tarshis was persuaded that the

strike was fair and sympathized with them.

The most memorable course of that year for Tarshis was Money and Bank-

ing, offered for the first time by A.F.W. Plumptre, a young Canadian instructor

who had graduated from the University of Cambridge five years earlier. At the

first meeting of the course Plumptre announced, ‘Gentlemen, I have decided

that I shall not use any of these American textbooks; I am going instead to use a
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very decent and reliable book by a magnificent Cambridge economist John

Maynard Keynes.’ This was the two-volume work, Treatise on Money. Tarshis

thus had his first introduction to the work of the man who was to have the

greatest influence on his intellectual life. Tarshis spent the greater part of his

third year of university working through the book, finding it difficult.

Lorie Tarshis owed his dissent largely to force of circumstances. By 1931

he had begun to take economics quite seriously, aware that the visible eco-

nomic situation in Toronto was getting drastic, with suicides over business

failures, bread lines, riots or the remains of riots around the Parliament

building and the main streets. Orthodox economists at the University of

Toronto considered the depression a temporary phenomenon and spoke of a

long-run return to normality. As the months passed and nothing seemed to be

getting better but instead worse, he began to lose faith in their idea that

market forces would eventually take care of the economy’s woes. As his own

understanding of economics and his observation of the growing wedge be-

tween what was happening in the real world and what the authoritative

economists said would happen grew clearer and clearer, a dissenting opinion

seemed the only sensible one for him.

Tarshis applied for a Rhodes Scholarship; his mentor, A.F.W. Plumptre,

urged him to try for the Massey Scholarship which he subsequently won. In

1932, Tarshis set off for Cambridge where he was an undergraduate for two

years preparing the second part of the Economics Tripos. He earned a first at

the end of his second year and was subsequently awarded the Trinity Exhibi-

tioner Fellowship at Trinity College. This enabled him to stay for two more

years in Cambridge to begin his doctoral work.

Tarshis found the whole atmosphere at Cambridge favourable to dissent,

and in economics Keynes was certainly the example. While an undergraduate

student he recognized the importance of Keynes’s lectures and took detailed

notes (recently published with others’ lecture notes, in T. Rymes (ed.) Keynes’s

Lectures 1932–35: Notes of a Representative Student, Ann Arbor: Macmillan,

1989).

On the morning of the very first lecture of his first term (October 1932) at

Cambridge, Tarshis sensed the general atmosphere of excitement in the room.

While waiting he wrote down in his notebook ‘Theory of Money and Prices’,

which had been the title of the course Keynes was to offer. When Keynes

came in, however, he announced, ‘Gentlemen, I have decided to change the

title of my course of lectures from “Theory of Money and Prices” to “Mon-

etary Theory of Production”.’ Tarshis crossed out the title on the front of his

notebook and wrote down ‘Monetary Theory of Production’ and then began

to puzzle over the title. He wrote a great big question mark, which was his

shorthand for ‘what is Keynes talking about?’. None of the students had to

wait too long for an answer, as Keynes very quickly revealed his new ideas. 654 Lorie TARSHIS

 

In that first lecture Keynes raised a question which Tarshis has continued

to think is still given insufficient attention. Keynes asked, ‘What would you

think if you were a businessman and you were advised to treat your workers

in the same way as you treat your capital assets?’ He continued,

 

How would a society work if the employer treated his labour force in the way he treats his capital assets (protecting them with canvas tenting material or whatever can be got to keep the moisture off, greasing the wheels and so on), rather than as he does now, throwing them out on the street and saying ‘waste away’? If you are a worker, you’re simply thrown out of work; you’re simply told, ‘come back in two months, we may have something for you then’. The employer is the boss; if he does not have work for his workers he says good-bye and good luck. But that’s the limit of his concern.

 

Tarshis wrote the reflections down and thought about them extensively. Keynes

asserted that the situation would be very different if the labour force were

treated as a capital asset; then, for all practical purposes, unemployment

would disappear.

Tarshis had quite a lot of contact with Keynes, since during his four-year

stay in Cambridge he heard Keynes at the ‘Political Economy Club’ every

two or three weeks on average. When Tarshis arrived in Cambridge in 1932,

an invitation from Keynes to become a member of the Club awaited him. The

Club met in Keynes’s room four or five times a term on Monday nights from

7.30 to shortly before midnight. Tarshis found Keynes’s Club very exciting,

feeling that its discussions were on the cutting edge of economics.

Tarshis’s first concern as a publishing scholar was money and real wages.

He had started thinking about the issue in his third year at Cambridge,

initially in a vague way for a thesis. In the next few years Tarshis developed

his interest very concretely into his doctoral study, aimed at using the insights

of microeconomics to tackle a macroeconomic problem – the distribution of

wage income. Tarshis’s analysis started with the firm and profit maximizing

and then generalized to a collection of firms. Although he did not coin the

graceful concepts of ‘mark-up’ and ‘degree of monopoly’ that Kalecki soon

would, the results in Tarshis’s thesis, ‘The Determination of Labour Income’

(1939), independently echoed those Kalecki had published, where labour

share depends on the degree of monopoly and the elasticity of the typical

marginal cost function.

Tarshis completed his dissertation under the remote supervision of M.

Dobb and D. Robertson while coping with a heavy teaching load during his

first years at Tufts College. Although not aware of it at the time, with his

thesis Tarshis was assuming a role he would often play throughout his life – a

dissenter from dissenters. Tarshis’s dissertation was dissenting in that it rested

for anything really novel on the General Theory and the not-yet-accepted
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ideas of J.M. Keynes; it dissented from that dissent in not accepting every

conclusion of the General Theory. It accepted Keynes’s major conclusions;

Tarshis never saw any reason to reject them. He did, however, maintain that

the General Theory oversimplified matters.

With government demands interrupting his teaching at the outbreak of war,

Keynes did not read Tarshis’s dissertation. He did, however, see some of the

ideas which had crystallized from it into ‘Changes in Money and Real Wages’

(1939) which Tarshis sent to him as a note for publication in the Economic

Journal. He had already formulated some of his ideas on the subject in ‘Real

Wages in the United States and Great Britain’. In the General Theory Keynes

had written that he would not be surprised to find that in a period in which

money wages are rising, real wages are falling and vice-versa. The hypothesis

was based, it seemed, on the notion that money wages will rise when employ-

ment is rising and vice-versa; real wages will fall when employment is rising

because there are rising marginal costs. Prices go up even if money wages

stay the same, therefore real wages drop. Tarshis found that Keynes’s hypoth-

esis was not right: if money wages were rising, real wages might be rising,

but they might also be falling. He concluded that the picture was much more

complicated than Keynes had depicted. Real wages depend on many factors,

of which the level of output is only one.

Intrigued by Tarshis’s findings, Keynes immediately accepted the note. He

even asked Tarshis to add a paragraph or two based on his comparison of

changes in the level of real wages and changes in output (or unemployment,

where data were available). Both economists were certainly unaware that,

ever since Marshall, no data would be found to confirm the thesis. Tarshis,

like Keynes, felt that his conclusion had no effect on the validity of the

General Theory’s assertion that aggregate supply and aggregate demand be-

tween them determine price and output.

In September 1936 Tarshis assumed a teaching job at Tufts College in

Medford (Massachusetts) at the amazing salary of $2500. In the Boston area,

he found himself among a small group of compatible colleagues from Harvard

and Tufts. They began meeting regularly to discuss the economic situation in

the US and by September 1937 decided to write a book together. The result,

An Economic Program for American Democracy (1938b) signed by ‘seven

Harvard and Tufts economists’, did not dissent from Keynesian conclusions;

instead, it complained about the failure by US policy-makers of the late

1930s to use Keynesian analysis properly. It argued that things are more

complicated than they appear; while a general statement or theory might

justify assumptions in academic discussion, it may not be adequate when

action is required to face a particular economic situation. The message was

aimed at the inconsequent economic policies of the US government whose

economists professed to have adopted the tenets of the General Theory. They 656 Lorie TARSHIS

 

were not aware, the book argued, of the implications of raising taxes for

reasons other than fighting inflation as Keynes recommended. The current

situation was that the US government was raising taxes to finance the intro-

duction of the Social Security programme. Taxes were thus going up not in

an effort to suppress inflation, but simply to balance the budget.

On the issue of the deficit, Tarshis found himself at odds with some of the

authors of An Economic Program. The deficit was a great worry at the time.

Having been brought up in Toronto and at Cambridge to believe that a deficit

was next to the devil, Tarshis was extremely surprised by the impressive

beauty of the General Theory in which Keynes had not concerned himself

much with deficits. In fact, the atmosphere at Keynes’s Club was one of

suspicion in anyone’s excessive concern about the deficit. Thus, early on

Tarshis had adopted an anti-anti-deficit posture. He felt that if an economy is

allowed to grow, any deficit will take care of itself. Many of Tarshis’s ideas

on internal and external deficits were developed later in The US Balance of

Payments in 1960s (1963), a study commissioned on the eve of an anticipated

intractable US balance of payments deficit, and in ‘The Dollar Standard’ (1974).

In 1946 Tarshis signed a contract to write a textbook of economics, which

appeared the following year. The primary contributions of The Elements of

Economics: An Introduction to the Theory of Price and Employment were

conceived to be the introduction of Keynes into economic teaching and of

macroeconomics into introductory courses. Whereas only fourth-year stu-

dents studied macroeconomics at the time, The Elements set about introducing

the beginning student to its intricacies. Although its third section was truly

dissenting, Tarshis’s textbook was a serious effort to explain all the ‘ele-

ments’ of modern economics. It began with an introductory section of three

chapters describing the labour force in terms of size, gender, wages and so

on. The second section was a study of microeconomics, based on Tarshis’s

pedagogical conviction that a student must first understand a good deal of

microeconomics before he or she can really understand macroeconomics.

Tarshis’s treatment of microeconomics differed from the universally-espoused

Marshallian approach which assumed free competition; he also introduced

into his text diagrams of the firm which showed both the average and the

marginal revenue curves as horizontal.

Tarshis was thus the first writer to include Joan Robinson’s ideas in text-

book form. To these ideas he added one important original element: his own

‘mark-up theory’. He guided students not simply to recognize, as Joan

Robinson had insisted, that firms very often do make marginal calculations

(such as, marginal cost equals marginal revenue), but also to appreciate that

firms will more likely use a formula approach. Tarshis offered both the

evidence and a rationale for this observation: (i) in the real world, the esti-

mate of marginal cost for a multi-product firm is based on so many
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assumptions, each of them of doubtful validity, that the effort of estimating

hardly seems worth it; (ii) the elasticity of demand for the firm is virtually

impossible to estimate when there is either monopolistic or imperfect compe-

tition.

Both political and economic attacks were laid against The Elements of

Economics. It was condemned for being ‘communist-inspired’. Malicious

rumours began to circulate about Tarshis’s disloyalty to capitalism which

provoked a response among academics in defence of Tarshis and academic

dignity. The economic arguments against the book were remarkably non-

specific, being put forward by those who felt that monetarism ought to be

used for analysing macroeconomic problems. One could say the book was

simply a casualty in the early war on Keynes. In the textbook itself, Tarshis

revealed one staunch aspect of his dissent from general opinion: his reluc-

tance to ignore either aggregate supply or aggregate demand. As a consequence

of the attack on Tarshis’s character, sales of his Elements of Economics

immediately plunged. Later Tarshis substantially reworked the book for re-

publication as Modern Economics (1967), although once again his ideas were

a casualty of poor timing; the text appeared just as Keynes was being routed

by prominent economists.

In ‘Price Ratios and International Trade: an Empirical and Analytical Sur-

vey’, Tarshis criticized the hypothesis of comparative costs. With data acquired

on the relation of prices and costs for the production of steel plates of specific

size, thickness and weight in various countries, he found that the exporting

source of a product was often not its cheapest production source, and that a

country such as the US was exporting things for which it had a comparative

disadvantage. Tarshis concluded that the hypothesis that trade follows com-

parative advantage is an over-simplification; there are many other influencing

factors such as trade ties.

Tarshis’s article, ‘The Elasticity of the Marginal Efficiency Function’ (1961),

was novel for its direction rather than for its conclusion. It maintained that

the problem of assessing elasticity must be tackled, not by assuming a priori

the marginal efficiency function as more or less elastic, but by asking ‘why is

it more or less elastic?’. The elasticity of any function really depends on the

diversity of opinions that lie behind it. A key element in discussing the

marginal efficiency of such a function would be how diverse or close to

uniform are the expectations. Great diversities in expected return yield a very

low degree of elasticity.

In ‘The Aggregate Supply Function in Keynes’s General Theory’ (1979)

Tarshis maintained that an adverse shift in the aggregate supply function

can help answer the question of the cause of inflation better than excess

demand. Efforts to suppress inflation or to slow it down by raising interest

rates or taxes are bound to make the situation worse. While the article 658 Lorie TARSHIS

 

recognized that orthodox economics has a role to play, Tarshis firmly main-

tained that Keynes’s (or even Marshall’s) notion of the aggregate supply

function was far richer than that of many of Marshall’s followers. The point

of the article was that in the aggregate where the supply functions of all

firms are combined, the supply curve is not vertical. Also, as things change,

the movement is not only along the curve; the slope of the curve itself is

altered. Any change in policy would not necessarily cause motion on the

supply curve and thus inflation. It would be very likely to affect both the

demand and the supply functions. Implicit in most policy decisions is that

the supply function stays the same and only demand is moved. The intro-

duction of a new tax, especially one which heavily influences the supply of

almost everything, will surely affect the position of the aggregate supply

function drawn as a line that rises to the right and not straight; it may move

it up or down, alter its elasticity and so on.

Since the beginning of the 1980s Tarshis had developed a passionate inter-

est in the state of international debt. His involvement in the issue sprang from

his interest in the Euro-dollar currency markets. In his World Economy in

Crisis: Unemployment, Inflation and International Debt (1984), Tarshis in-

troduced the notion of a banking system that is running wild and unrestrained.

He maintained that if Euro-currency banking were to come into being, an

individual central bank on its own could do nothing to control the negative

effect of capital movement. As it was, the international lending–borrowing

situation had become so uncontrolled that it had created an unprecedented

strain on the less-developed countries in terms of their international debt. In

World Economy in Crisis and numerous articles following, Tarshis thus ad-

vanced a method of analysis and a scheme for bringing international debt

under control, by the following steps:

 

1. The Federal Reserve System or the US government must take the initia-

tive to approach the banks in the developed world which have lent to the

developing world and offer to buy the bonds which those banks hold.

This must be done internationally so that non-US banks are not faced

with bankruptcy. The Federal Reserve System must run the plan, with

international cooperation, since all the debt is in dollars and cannot be

denominated from dollars and since the central banks of the other coun-

tries are in no condition to buy up the bonds and to pay for them in the

dollars the banks need.

2. The banks sell to the Federal Reserve System or the US government

which finances its buying by giving to the selling banks a credit which

the selling banks can regard as reserve assets on the basis of which they

can make further loans, which they are unable to do while they continue

to hold the former bonds.
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3. In order to avoid a dangerously rapid influx of new money and thus

inflation, payment for the bonds must proceed slowly, in step with the

growing economy’s need for more reserve assets. Since banks will al-

ways need further reserve assets, they will eventually absorb all the

credited reserves.

 

Lorie Tarshis can be recognized in all his writings as an independent

thinker whose dissension has not been determined by any particular associa-

tion, aside from his sympathy with Keynes. His friendships and intellectual

acquaintances crossed all political boundaries. Throughout his life Tarshis

principally shared the antipathies of other dissenters, although time and again

he found himself dissenting from them too. He felt that other dissenters –

from the gold standard, from religion, from whatever – always focused franti-

cally on one aspect of the picture, never seeing the whole, always leaving

something out. While Keynes was right to dissent from the classical view,

most Keynesians have also come to focus only on parts of his dissenting

position. This was not the case with Lorie Tarshis.
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Maria da Conceição TAVARES (born 1930)

Maria da Conceição Tavares was born in Portugal in 1930, and obtained a

degree in mathematics at the University of Lisbon in 1953. She went to

Brazil in 1954, graduated in economics at the University of Brazil (now

renamed Federal University of Rio de Janeiro – UFRJ) in 1960 and joined

CEPAL (ECLA – Economic Commission for Latin America) in 1962. She

became an Associate Professor at UNICAMP (State University of Campinas)

in 1973, obtained her Ph.D. at UFRJ in 1975, and became a Full Professor in

1978. Tavares retired from the University in 1992, when she was granted the

title of Emeritus Professor. She was elected a Member of the National

Parliament for the period 1995–99.

Ms Tavares became interested in political economy, when she was 27 years

old, because of her professional work in 1955–57 with the statistics of the

agrarian situation in Brazil. In 1958 she was engaged by the National Bank of

Economic Development to work on income distribution statistical analysis.

She participated at the same time in a task force – the Executive Group of

Heavy Machinery – that was related to the first five-year plan of Brazilian

economic development, the Juscelino Kubitscheck ‘Plano de Metas’. She was

so enthusiastic with the optimistic views of the potential economic and social

transformation in Brazil that she took Brazilian nationality during the first

year of the Juscelino Kubitscheck government. Unfortunately the prospects

of social development and democratic political regimen were interrupted

with the military coup of 1964. With a broad background, her critical views

about Brazilian economic and social inequalities were reinforced during the

military regime that was in power in Brazil for 21 years.

In 1962 she entered the ECLA office of the United Nations in Rio de

Janeiro and became a theoretical follower of Raul Presbish, Aníbal Pinto and

Celso Furtado, the main political economists of the Latin American school of

historical structural economic thought. She was transferred to the ECLA

headquarters in Chile in September 1968, before the political repression in

Brazil reached its climax. She worked there for five years, when she was

visiting professor in ESCOLALINA, the Latin American programme of gradu-

ate students of the University of Chile. She also worked voluntarily as the

economic adviser of the socialist government of Salvador Allende.

She returned to Brazil in 1973 and left ECLA in 1975. From then on,

besides her academic work, she became well known through her participation

in the cause of the redemocratization of Brazil. Her political involvement was

first in the movement to renovate the representative entities of economists.

From 1980 she became a member of the PMDB, a political party that fought

for the redemocratization of Brazil. When finally democracy was restored in

1985 she returned to a full time job as the head of the Institute of Industrial

Economics in the Federal University of Rio, from where she retired in 1992.
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In 1994 she returned to politics, entering the PT (the Brazilian left labour

party), and became a member of parliament in the legislation period of 1995–

99.

Her chief research projects in ECLA were on the subject of economic

development. At the University of Rio de Janeiro she worked mainly on

macroeconomics and, at the University of Campinas, on international and

monetary economics. Ms Tavares’ first research on economic development

was an analysis of the process of import substitution, developed in the tradi-

tion of the ECLA models. The research paper was first published in 1964 in

the Economic Bulletin for Latin America in Spanish and in English and

evaluated the crisis of the model from different perspectives. It became a

research programme of her professional work on the problems of Brazilian

and Latin American development: their internal and external financial restric-

tions, income distribution and the international vulnerability of peripheral

countries. It was republished in Ms Tavares’ book named From Import Substi-

tution to Financial Capitalism (1972). In this book the author further developed

her treatment of the crisis of the import substitution model, basically from the

viewpoint of development financing. She analysed financial intermediation in

its broadest traits and, in the final essay of the book, exposed the nature and

limitations of the Brazilian banking system and stock market for the purposes

of economic development. She showed that the private financial markets do

not provide adequate connections between the existing forms of financial

capital accumulation and the increase in the real investment rates of the

economy. In terms of industrial organization, domestic and international

financial capital were unable to promote any form of large multi-sector cor-

porations either of the Asian type of ‘organized capitalism’ or of the American

trusts generated through the capital markets. In fact it was both the state

banks or the big state enterprises that led and financed heavy industry in

Brazil.

Another essay which had widespread repercussions in Latin America was

‘Mas Allá del Estancamiento’ (‘Beyond Stagnation’), co-authored with José

Serra (1971) and republished in several books of economic essays on Latin

America. This article criticizes the ‘stagnation theory’ as applied to Brazil,

showing the possibilities and dynamism of ‘dependent capitalism’ in a conti-

nental-size country, where the State articulated the accumulation of capital

among the large state-owned companies (infrastructure and basic inputs), the

branch operations of multinational corporations (durable consumption and

capital goods) and the national ‘big’ businesses. Concentration of income and

wealth were the continuous pattern of economic growth in Brazil and still are

now.

In her subsequent analyses on Brazilian economy, along with her ECLA
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macrodynamics. She employed the principles of effective demand and the

Kaleckian three-sector model both in the analysis of the connections between

‘Income Distribution and the Patterns of Industrialization’, published in the

collected essays on the ‘The Controversy on Income Distribution’ (1974).

She returned to the subject in her Ph.D. thesis (1975), on the ‘Accumulation

of Capital and Industrialization in Brazil’, in which she also reviews the

theoretical implications of the Kaleckian and Marxian models of capital

accumulation in a semi-industrialized country.

The relation between the accelerator role of state autonomous investment

and the slow multiplier effect derived from a pattern of concentrated income

is the main explanation of the endogenous cyclical dynamics of Brazilian

industrial growth. This is the main subject followed in the book Ciclo e

Crise: O Movimento Recente da Economia Brasileira (Cycle and Crisis: The

Recent Movement in the Brazilian Economy), a thesis presented by Ms Tavares

as a candidate for the title of Full Professor at UFRJ (1978). The thesis also

advances the discussion on financial capital, pointing out the lack of articula-

tion between industrial groups and financial conglomerates of a speculative

nature. She shows the contradiction existing between a monetary market

developed on the basis of public debt, and external indebtedness. When the

indexation of public securities was allowed by the Brazilian authorities in

1964, despite the high rates of inflation, financial assets became endowed

with enormous flexibility. A rigid monetary policy followed (supposedly to

combat inflation) that produced internal interest rates much higher than inter-

national rates. This resulted in an increase and an association of internal and

external indebtedness, which, in turn, would lead to the financial crisis of the

early 1980s.

A theoretical synthesis of the process of Brazilian industrialization can be

found in ‘The Recent Industrialization Experience in Brazil’ authored jointly

with Luiz Gonzaga Belluzzo (1979). An attempt at a more general theorisa-

tion on the problem of the so-called ‘dependent industrialization’ is described

in a text on ‘Advanced Industrialization in Late Capitalism on Peripheral

Countries’ (CIDE, Mexico, 1981).

The process of capital internationalization as it relates to the expansion of

transnational companies and its impact on Brazil, may be found in (1981).

The more general connection between the expansion of the global financial

capital and the nature of the multinational corporation of American origin

was developed in collaboration with L.G. Belluzzo in the article ‘El Capital

Financiero y la Empresa Multinacional’ (1982).

The multinational expansion under the command of the American capital

had been replaced by a clear North American hegemony based on its pattern

of global development, which was interrupted by the financial crisis in the

early 1980s. An assessment of this crisis was published in (1983). Its effects
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on Latin America were pointed out in (1984). At the time, the consensus of

the academic establishment was that the great American power was undergo-

ing an inexorable decadence, both as a result of a loss of competitiveness

vis-à-vis its two Triad partner–competitors, Japan and Germany, and because

of the serious deterioration of its fiscal and balance of payments accounts.

The apprehension of academic and financial specialists, before the Plaza/

Louvre agreements of the G7 in 1985–87, was that the dollar was headed for

a ‘hard landing’. Ms Tavares anticipated the return of the American he-

gemony before the ‘agreement’ took place, upon reviewing the trends of the

world economy in 1984 and the submission of the G-7 macroeconomics

policies to the Reagan–Thatcher neoliberal policies. The corresponding arti-

cle ‘The Return of American Hegemony’ can be found in (1985a).

The impact caused by this American reawakening and its command, through

neoliberalism, on the world economy, is evaluated in (1990). The theme of

American hegemony and financial globalization was revisited and reappraised

in a collective effort with a group of political economists and a political

scientist of the Universidade Federal do Rio de Janeiro and Universidade

Estadual de Campinas. They all belong to the Latin American tradition of

historic-structural school of thought, inaugurated by Prebisch and Furtado.

The result was a book that earned the ‘Jabutí Prize’ of Brazilian editors

called: Power and Money – the Political Economy of Globalization, edited by

M.C. Tavares and J.L. Fiori (Ed. Vozes, Petrópolis, 1997).

The Brazilian discussion in the 1980s on macroeconomics analysis, after

the debt crisis, focused on the themes of inflation and the adjustment policies.

Paradoxically, most of the ‘structuralist’ authors abandoned the classic theme

of the ‘ECLA school’ – the chronic external and balance of payments restric-

tions – and centred their discussion on the theme of inertial inflation. In 1984,

Tavares and Belluzzo wrote a critique on the model of ‘fixed prices’ that

supported the same theories of inertial inflation and re-established the prime

role of the external restriction and international relations of Brazil in a world

economy ‘overwhelmingly financial and unstable’. A paper by both authors,

‘Consideration on the Nature of Contemporary Inflation’, was originally

published in the Boletim do Instituto de Economia da UFRJ (1985b). The

limits and implications of the policies for structural adjustments of the so-

called Washington Consensus were surveyed in collaboration with Professor

José Luiz Fiori for the Inter-American Development Bank in Washington,

DC, in 1992. The results of the study were published in both the authors’

book Global (Dis)adjustment and Conservative Modernization (1993).

Finally, during her term in the House of Representatives, Ms Tavares

published a series of articles in the daily Folha de São Paulo, on the evolution

of the Brazilian stabilization policies and the structural reforms of the Fernando

Henrique Cardoso government. Some of these articles, in particular those 664 Maria da Conceição TAVARES

 

which reflect best the destructive character of neoliberal policies on the

Brazilian economy and society, were collected in a book called: A Destruição

Não-Criadora – Memórias de um mandato popular contra a recessão, o

desemprego e a globalização subordinada (1999a).

After quitting the parliament at the beginning of 1999, Ms Tavares re-

turned to her academic seminars in several universities and produced an

essay on the economic formation of Brazilian capitalism, named: ‘Imperium,

Territory and Money’ (1999b). She is also a militant and economic adviser of

the Brazilian Labour Party (Partido dos Trabalhadores).

 

Tavares’s Major Writings

(1971), ‘Mas Allá del Estancamiento’ (‘Beyond Stagnation’) (with José Serra), Trimestre

Econômico, November/December.

(1972), From Import Substitution to Financial Capitalism (Da Substituição da Importações ao

Capitalismo Financeiro), Rio de Janeiro: Zahar Ed., and Mexico: Fondo de Cultura Ed.,

1985.

(1974), ‘Income Distribution and the Patterns of Industrialization’, in collected essays on the

The Controversy on Income Distribution (A Controvérsia sobre a Distribuição de Renda),

Rio de Janeiro: Zahar Ed.

(1978), Ciclo e Crise: O Movimento Recente da Economia Brasileira (Cycle and Crisis: The

Recent Movement in the Brazilian Economy) UNICAMP. (1979), ‘A Experiência Recente de Industrialização no Brasil’ (‘The Recent Industrialization

Experience in Brazil’) (with Luiz Gonzaga Belluzzo), São Paulo: Fundação Getúlio Vargas,

republished in the collected essays of the UNICAP teachers, Desenvolvimento Capitalista no

Brasil, by L.G. Belluzzo and R. Coutinho (eds), Ed. Brasiliense, 1982/1983. (1981a), Advanced Industrialisation in Late Capitalism on Peripheral Countries, Mexico:

CIDE.

(1981b), ‘La Internacionalización del Capital y las Transnacionales de la Industria Brasileña’

(with Aloísio Teixeira), Revista de la Cepal, No. 14, Santiago de Chile.

(1982), ‘El Capital Financiero y la Empresa Multinacional’ (with L.G. Belluzzo), Journal of the

Centro do Terceiro Mundo – ILET, Mexico. (1983), ‘A Crise Financeira Global’ (‘The Global Financial Crisis’), in Revista de Economia

Política, III(2), São Paulo.

(1984), ‘A Crise da América Latina’ (‘The Crisis in Latin America’), in Artiviteiltenhaar, The

Hague: International Geldwezen.

(1985a), ‘The Return of American Hegemony’, ECLA Quarterly Journal, Santiago do Chile;

reprinted in Una Nueva Era de Hegemonia Norteamericana?, a collection of essays co-

ordinated by Luiz Maira, Grupo Editorial Latinoamericano (GEL), Buenos Aires, 1986. (1985b), ‘Consideration on the Nature of Contemporary Inflation’ (with L.G. Belluzzo), Boletim

do Instituto de Economia da UFRJ; republished in a collection of essays Inertial Inflation,

Theories on Inflation and the Cruzado Economic Plan, Rio de Janeiro: Ed. Paz e Terra, 1986. (1990), ‘Ajuste y Restructuración en los Centros, La Modernización Conservadora’, published

in Perspectivas Internacionales de America Latina, Buenos Aires: Ed. RIAL-GEL. (1993), Global (Dis)adjustment and Conservative Modernization (‘(Des)ajuste Global e

Modernização Conservadora’) (with Prof. José Luiz Fiori), Rio de Janeiro: Ed. Paz e Terra. (1999a), A Destruição Não-Criadora – Memórias de um mandato popular contra a recessão, o

desemprego e a globalização subordinada (Non-creative Destruction – Memoirs of a popular

mandate against recession, unemployment and subordinate globalization), Rio de Janeiro:

Ed. Record.

(1999b), ‘Imperium, Territory and Money’, published with several other essays in States and

Money on National Development (Estado e Moeda no desenvolvimento das Nações), organ-

ized by Prof. Fiori, Petrópolis: Ed. Vozes.
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Lance TAYLOR (born 1940)

I spend much of my time teaching, doing applied research, and proffering

policy advice in developing countries; the balance I devote to trying to

understand how their economies work. Over the 30-odd years that I have

been practising these vocations, I have convinced myself that economic change

(or ‘development’) is highly constrained by conflicts over income distribu-

tion, and proceeds according to what Kaldor and Myrdal called ‘cumulative

processes’ of distributional, institutional and technological change. The out-

comes are strongly influenced by public interventions (for instance, to support

import-substituting industrialization) and the political background. Putting

all this complexity into policy suggestions or simple models that tell illumi-

nating stories about how observable economies function is no easy task.

I got into economics by a back door, since after growing up in a small

town in the rural American state of Idaho (where my family ran the local

weekly newspaper), I went off to the California Institute of Technology to

become a physicist. I did not succeed because I have minimal mechanical

talent and thereby could not be an experimentalist, while I was not quick

enough at mathematics to do theory. But I did learn two important things at

Caltech. The first is that people who are mathematically able (like many

neoclassical theorists in economics) are not always intellectually deep –

there is no sense in being overwhelmed by algebraic fireworks. Second, I

took a marvellous course in macroeconomics from Alan Sweezy who was

devoted (like the wild duck) to diving into The General Theory in depth.

Apparently, I did not drown in such excursions and, indeed, learned an

enormous amount.

After a Fulbright scholarship year in Sweden, where I married and got my

first look at a non-American culture at first hand, I ended up at Harvard to

work towards a Ph.D. I did all right in the class examinations (manipulative

mathematics is – or was – simpler in economics than in relativity or quantum

electrodynamics), but was puzzled by the intellectual message most of the

professors were trying to convey. ‘Economics warps the mind’ was my son’s

synopsis a generation later while describing the course material his college

room mate was trying to figure out. He was right: individuals, enterprises,

and the committees that make state policy never go through all the computa-

tional contortions that neoclassical theory says they undertake. They are

much more cautious, flexible, and constrained by the ‘dark forces of time and

ignorance’ as well as by socio-cultural and political pressures they do not

fully comprehend. Asking how and to what end decisions about material life

are made under such limitations is the natural subject-matter of economics,

while my Harvard education (as well as most of the work of my MIT col-

leagues) boiled down to adorning nineteenth century Hamiltonian physics

with dollar signs.
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I wrote my Ph.D. thesis under Hollis Chenery. He passed along his practi-

cal view that economics should be applied to help poor people in poor

countries, and also displayed a relatively open attitude towards dissent (many

of the Harvard graduate students tending toward radicalism in the 1960s

received a modicum of intellectual protection from him). The thesis was

about how sectoral production structures change as development proceeds. It

was an old theme, investigated by Kuznets and Chenery among others, but I

added econometric twists which Chenery and collaborators such as Moshe

Syrquin built into an impressive collection of papers and books.

After I finished my dissertation, I taught a year at Harvard (theory and

econometrics). Then in 1968, through the old-boy network, I was shuttled to

Chile as one of several new Ph.D.s helping with an ‘advisory’ mission to the

Planning Office, set up by MIT’s Paul Rosenstein-Rodan. The project served

as stage scenery for Rodan’s policy manoeuvring behind the government of

Eduardo Frei; as one might have predicted, the impact of a collection of

(mostly) gringo lads on state decisions was nil. However, I soaked up knowl-

edge about how distributional conflict (implicit or explicit) determines

economic change, as Chile’s subsequent history amply attests. In his History

of Economic Analysis, Schumpeter emphasizes how most economists spend

their careers elaborating a ‘vision’ acquired around age 25. Certainly, I de-

rived my basic economic views from my Chilean stay. They were heavily

influenced by the structuralist ideas of the Economic Commission for Latin

America that in the late 1960s were very much in the Santiago air. ECLA

economists, in turn, owed intellectual debts to Kalecki and Kaldor.

The work we did in Santiago was quite standard: programming models,

econometrics, commercial policy, and benefit–cost analysis. Edmar Bacha

from Brazil (besides the occasionally visiting Carlos Diaz-Alejandro, the

only non-gringo on the team) and I wrote papers on shadow pricing rules for

foreign exchange which were cited for a few years before fancier neoclassical

formulations made them obsolete.

More importantly than shadow exchange rates, Bacha and I read Cam-

bridge economics and tried to fit the theory we had learned at Yale and

Harvard into a Latin American context. We later took a stab at formalizing

how regressive distributional change and more rapid growth may go hand-in-

hand (1976). The paper is still discussed, even by mainstream theorists now

beginning to put its notions together with Rodan’s pet theme of economics of

scale. The 1976 model, of course, drew on earlier institutional analysis by

Latin Americans such as Celso Furtado and Maria da Conceição Tavares.

I taught at Harvard for three years after we got back from Chile, and then

spent a year visiting at the University of Brasilia. The Brazil visit was

financed by the World Bank (where Chenery had moved as chief economist

and vice-president for research under Robert McNamara). Besides reading
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Sraffa, Robinson, Kaldor, Kalecki and a lot of anthropology, I set up a

computable general equilibrium (CGE) model which was supposed to de-

scribe Brazilian distributional change. The simulations were not informative,

but along with Frank Lysy (a graduate student at Stanford who via the Bank

had found his way to Brazil), I learned from contemplating the model that its

results were highly sensitive to our assumptions regarding macroeconomic

causality (such as saving responding to investment, or vice-versa) and also

modes of macroeconomic adjustment (including output adjustment as in

Keynes’s General Theory or forced saving as in the Treatise on Money or

Schumpeter’s Theory of Economic Development, not to mention Kaldor).

This recognition gave rise to a paper on model ‘closure’ (1979) which pro-

vokes neoclassical CGE model-builders to this day. More explicit theory

along similar lines was worked out at about the same time by Amartya Sen

and Stephen Marglin, following earlier hints by Joan Robinson and Kalecki.

After Brasilia, I moved from Harvard to MIT with a joint, tenured appoint-

ment in the Departments of Economics and Nutrition. Under the nutrition

hat, I reinvented the two-sector model with a price-clearing ‘agricultural’

sector and quantity-clearing ‘industry’ which Kalecki, Kaldor, Hicks, Sylos-

Labini and others had proposed. My original twist was to bring in Engel

effects, to discuss how terms of trade increases may either stimulate or retard

industrial growth, depending on the saving propensities of different classes

and on income elasticities of demand. These distinctions are relevant in

developing economies: the Indian industrial sector probably benefits from

higher agricultural terms of trade while some of its Latin American counter-

parts may not.

The problems faced by a primary-exporting agricultural sector generalize

fairly directly to those faced by poor countries as a group (the ‘South’)

trading with an industrial ‘North’. I wrote a paper on the theme ‘South–North

Trade and Southern Growth: Bleak Prospects from a Structuralist Point of

View’ (1981). Along with a more neoclassical formulation by Ronald Findlay

(in turn preceded by a structuralist paper of Bacha’s), this article started a

cottage industry of North–South papers which flourished in the 1980s. The

structuralist view on this question seems to be surviving rather well.

I also did applied work on food subsidy programmes, buffer stocks, and

similar topics. On consulting missions for the World Bank and a joint Cairo

University/MIT programme, I set up a CGE model about food subsidies in

Egypt. The specification was broadly Kaleckian; the simulations showed that

abolishing the subsidies would lead to output contraction and adverse nutri-

tional change. These results did not strike me as surprising, but provoked

debate with people opposed to subsidies because of their alleged

microeconomic inefficiencies. My report (never published per se) became a
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the subsidies in January 1977. Ill-planned distributional shifts can have sub-

stantial macroeconomic effects.

Richard Eckaus of the MIT economics department organized several advi-

sory missions to Lisbon in the late 1970s in the wake of the Portuguese

revolution. We mostly dealt with macroeconomic questions, although Eckaus

and I also did a benefit–cost appraisal of a proposed superport at the fishing

village of Sines. Swimming against the new government’s optimistic stream,

we argued that it would prove to be a white elephant; the port’s subsequent

unhappy history proved us right.

On the macro side, one of the hottest topics in Portugal was exchange

devaluation. Along with Paul Krugman, then an MIT graduate student, I

adapted the Egypt model to argue that depreciation can lead to both output

contraction and price inflation in the short run (1978). This paper pulled

together ideas about devaluation originally proposed by Albert Hirschman

and Diaz-Alejandro. Hirschman said that more expensive foreign exchange

benefits exporters with one hand but penalizes importers with the other. If

imports initially exceed exports (the situation that usually provokes deprecia-

tion in the first place), then there is a real income loss. The consequent

demand reduction is exacerbated along forced saving lines (Diaz Alejandro’s

observation) if money wages are fixed while devaluation drives up prices.

Both effects are relevant in the context of semi-industrial economies. The

likelihood that they will induce contraction was widely debated during the

1980s; consensus seems to be emerging that output losses following devalua-

tion are more frequently observed than not.

During the 1980s I was mostly resident at MIT (except for a semester at

the Delhi School of Economics in 1987), but continued to make frequent

visits abroad, writing policy-orientated papers about Portugal, Pakistan,

Mexico, Brazil, Egypt, Nigeria, Argentina, India, Kuwait and (recently) Nica-

ragua. In other policy-related areas, I worked with Emma Rothschild on the

effects of military expenditure on growth and development (our contributions

were partly merged in the report of the Olaf Palme commission on disarma-

ment) and, along with others from MIT, advocated subsidies directed towards

the foods poor people preferentially consume. Both reducing military spend-

ing and providing these sorts of food subsidies are cropping up a decade later

in recent policy recommendations of the IMF and World Bank. While serving

as editor of the Journal of Development Economics for a dozen years, I tried

to give space to good economists of both structuralist and neoclassical per-

suasions.

The main (only?) advantage of teaching at MIT or Harvard is access to

graduate students. I have been fortunate in having a long string of brilliant

ones, who have since gone on to their own academic successes and policy

surprises (including the highly innovative but ultimately disastrous ‘hetero-
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dox shock’ inflation stabilizations in Argentina and Brazil in the mid-1980s;

sad experience shows that the economy requires massive inflows of foreign

exchange for such a package to work out).

Along with the students, I worked on a number of topics in macroeco-

nomic theory for developing economies which are reviewed in Income

Distribution, Inflation and Growth (1991). These include the effects of redis-

tribution on capacity utilization and growth (drawing on the ideas of Amitava

Dutt); closure questions in past and present mainstream macroeconomic models

(based on the work of Edward Amadeo); the etiology of financial crises in

both industrial and semi-industrialized economies (with several models influ-

enced by the work of Hyman Minsky); the respective roles of monetary

forces and distributional conflict in causing inflation; more on the terms-of-

trade, the agrarian question, and trade and debt problems faced by

primary-exporting sectors and nations; and interactions of endogenous tech-

nical change and decreasing costs with income redistribution in affecting the

course of economic growth.

The models we developed are very much in the Cambridge/Kalecki tradi-

tion, with an emphasis on internal consistency and closure questions. They

are set up in simple algebra, not for the mathematics itself (although, admit-

tedly, I enjoy working little puzzles out) but because formal reasoning helps

sweep away cobwebs that verbal analysis cannot easily reach. For many

questions of political economy, of course, comparative advantage favours

verbal formulations.

Parallel to this theory, I collaborated with students and colleagues such as

Bill Gibson, Nora Lustig, Jørn Rattsø, Jeffrey Rosensweig and Hiren Sarkar

in putting together CGE models orientated towards practical development

policy issues. A collection of these papers has been published (Socially

Relevant Policy Analysis, 1990b); it is fair to say that at least the Indian and

Mexican models we constructed have enriched the policy debate. Quantifica-

tion of ‘effects’ and forcing one to think about the relative importance of

different causal chains (for instance, will raising public enterprise prices

increase inflation from the side of costs or ameliorate it by reducing the fiscal

deficit?) are the major contributions that numerical contraptions can provide.

In considering policy alternatives, this sort of information is often useful to

have at hand.

My interests began to take a more institutional turn in the mid-1980s.

Along with Gerry Helleiner of the University of Toronto, I helped organize

18 comparative studies of recent economic stabilization experiences in devel-

oping countries, under the aegis of the newly-founded World Institute for

Development Economics Research (or WIDER), a branch of the UN Univer-

sity set up in Helsinki. The results of the studies are reviewed in Varieties of
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UN, this publication helped generate healthy debate about the stabilization

policies promoted by the IMF. The message may be penetrating – papers by

Fund ideologues and even the contents of practitioners’ policy packages have

evolved over the past few years.

There is a parallel debate about the effects of orthodox, ‘get the prices

right’, structural adjustment policies on prospects for progressive redistribu-

tion and growth. The World Bank emerged as the major advocate of

liberalization in the 1980s, but the idea had surfaced in discussions about

development 20 years before when neoclassical economics began to extend

its intellectual hegemony toward the South (Bacha and I were hired to advo-

cate price reform in Chile when we first got into the professional game).

Many of the same authors from the WIDER stabilization project are now

working on medium-run issues in their own economies, drawing on success-

ful planning experiences such as those in South Korea and Taiwan to suggest

locally relevant policy initiatives that go beyond mindless liberalization. Their

work relies not only on economic theory in the narrow sense, but also on the

results of Kuznets–Chenery ‘patterns of growth’ studies and institutional and

historical analysis more generally. Helen Shapiro and I drew the relevant

questions together in a recent paper, along with tentative suggestions about

how they might be answered in specific country contexts (see 1990a). In so

doing, we followed Shapiro’s lead in using common sense to criticize the

reductionist theories of the state that neoclassical economists have recently

dreamed up.

Meanwhile, the world was changing in several dimensions. Personally, I

had been growing increasingly dissatisfied with the extreme emphasis on

mainstream economics at MIT, and moved to the far more open intellectual

environment of the New School for Social Research in 1993. At a much

grander level, global economic and political systems were being shaken by

the collapse of the Soviet brand of socialism. Alice Amsden (a well-known

American economist), Jacek Kochanowicz (a Polish political scientist) and I

put together a critique of the ‘global shock’ stabilization-cum-liberalization

packages then in vogue in post-socialist economics (1994). Looking back

five years later, much of the analysis in the book – especially regarding the

disastrous economic performance in Russia – was right on target. Unfortu-

nately, it went so strongly against contemporary orthodoxy (especially in the

United States) that our arguments had little impact.

At the New School (where I am presently running a newly founded Center

for Economic Policy Analysis), I have continued to work on development and

transition issues, for example, the 1998a and 1998b joint papers with Jose

Antonio Ocampo and Ute Pieper respectively. At the time of writing, John

Eatwell of Queens’ College at the University of Cambridge and I are coordi-

nating a project on the implications of capital market liberalization for global
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economic policy. Among the products is a book recommending substantial

modifications to the current rules of the game (2000). Finally, I maintain a

strong interest in trying to do macroeconomics right. As a by-product of

running the New School’s advanced macro course, I am in the process of

making specific recommendations about how the subject should be pursued. I

hope that the work in progress will appear in the not too distant future.

In summary, my main contributions have been to propose simple, direct

approaches to practical issues in a number of fields, including macroeco-

nomic theories of stabilization, adjustment, inflation and growth; studies of

development patterns; computable general equilibrium modelling; and policy

analysis and political economy more generally. In all these areas, people tell

me that they found this paper or that book ‘inspiring’. Compliments are nice

to hear, but they refer less to the brilliance of my publications than to the

intellectual poverty of economics as a whole. With most of the profession

tied up with the latest theoretical fad or econometric wrinkle, senders of

straightforward messages are rare. Being a dissident may amount to no more

than studying an economy as it changes, advancing hypotheses about the

forces that directed its evolution in the past, and drawing rudimentary infer-

ences about what may be its next move. These activities are best undertaken

without benefit of neoclassical blinkers. But as Keynes observed, they are

very difficult to shed.
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Marc R. TOOL (born 1921)

My birthplace was a small rural town in eastern Nebraska; my birth year was

1921. My father, whose family traced its Scottish-Irish roots to the early

eighteenth century in southeastern Pennsylvania, was a retail lumber dealer.

My mother’s parents left Alsace with five children after the Franco-Prussian

War of the 1870s and settled in the midwest. I was the third son in a family of

four children. When the Great Depression and drought savaged the agricul-

tural sector and businesses dependent thereon, my father moved the family, in

1935, to Denver.

My first exposure to the character and merits of serious social thought

occurred in a senior high school programme implementing a John Dewey-

based ‘progressive education’ curriculum. Among the characteristics of this

eight-year experiment were an inter-disciplinary approach to social analysis,

the need to ground opinion or judgement in evidence, a pragmatic problem-

solving orientation to public issues, and an apprentice-like exposure to career

options. I now view that three-year experience as significantly stimulative

and directive.

My undergraduate collegiate career began with a Business Administration

programme at the University of Nebraska in 1939. I transferred to the Univer-

sity of Denver in 1941, and had the baccalaureate in Economics (all

neoclassical) and Finance virtually in hand when I entered active military

service in 1943 with the US 10th Mountain Division (infantry). Three years

later (including seven months in northern Italy), I returned to the University

of Denver to pursue a master’s degree in Political Economy and Education,

having by then decided to pursue a career as a professional scholar and

teacher.

Shortly after my return, I was introduced to institutional economics as

presented by John Fagg Foster, who was a student of Clarence E. Ayres. This

was a watershed exposure for me. In some half dozen courses offered by

Foster, I came to understand my consistent lack of enthusiasm for the main-

stream neoclassical approach and found, in Foster’s work and in the reference

materials he recommended, an engrossing, exciting and heretical alternative

mode of inquiry. Of greatest impact were his courses on the history of

economic thought (how utility came to be the criterion of judgement in

orthodoxy), modern economic thought (a profound critique of Hicks, Robinson

et al.), comparative economic systems (why all economies are mixed sys-

tems), the American contribution to economic thought (the underpinnings

and character of institutional thought) and value and its determinants (a

comprehensive historical analysis of criteria of social value). Foster was a

remarkably articulate, incisive and original contributor to the ‘oral tradition’

in the development of institutional thought. I began college level teaching

with him and others in an introductory social inquiry source built around his
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heterodox approach. In the period from 1946 to 1951, I became an institu-

tional economist.

Course work for a doctorate in economics at the University of Colorado in

Boulder was begun in 1949 (commuting from Denver). After moving my

family to Boulder in 1951, I completed the course work in another year. An

interim faculty appointment provided an opportunity for me to teach several

upper division courses, including doctrine and systems. My major fields of

specialization were economic theory, history of thought, comparative eco-

nomic systems and labour economics; corollary fields were political science

and philosophy. My dissertation title was The Philosophy of Neo-

Institutionalism: Veblen, Dewey and Ayres; the doctorate was awarded in

1953. Most memorable from the Boulder years were the running debates over

the merits of neoclassicism, the vigorous pursuit of labour-orientated

institutionalism, excursions into American philosophical traditions, and con-

tinuation of value inquiry. My dissertation topic, fortunately, required a

comprehensive reading of much of the classical literature in institutional

thought. The basic content of the dissertation – consideration of the contribu-

tions of Veblen, Dewey and Ayres to an institutionalist theory of knowledge,

theory of human nature, theory of social change and theory of social value –

has influenced much of my later scholarship.

In 1953, I accepted a position on the economics faculty at San Diego State

College (later SDS University) where I had the opportunity, in addition to

teaching the usual required mainstream courses, to develop institutional ap-

proaches to the economics of transportation and of social security. In the

latter, for example, I found it impossible adequately to address questions of

social justice and income transfers through recourse to presumptions of

equational justice in neoclassical marginal productivity theory. For personal

and professional reasons I transferred to Sacramento State College in 1955

(now California State University, Sacramento).

At the time of my arrival at Sacramento State, it was a very small and

young institution. Instructional programmes and academic procedures were

in large measure still being established. Accordingly, over my first decade

there, in addition to developing my instructional specialities in economics, I

was particularly concerned to help create non-dogmatic approaches to social

inquiry generally, to help establish and maintain academic freedom, and to

encourage the development of practices and instruments of collegial self-

governance. In the mid-1960s I served as President of the statewide Association

of California State College Professors in pursuit of these goals and others

relating to economic welfare of instructional faculty. In that role, for exam-

ple, I helped prepare, over just a few weeks, some dozen press releases

vigorously challenging then newly-elected Governor Ronald Reagan’s multi-

faceted assault on higher education. Shortly thereafter, at the request of the 674 Marc R. TOOL

 

Statewide Academic Senate of the California State University System, I

wrote a lengthy monograph analysing budgetary support levels and related

matters for the State University system (see 1966).

My professional activities in these areas were largely concluded in the

early 1970s with my two-year effort, assisted by a small ad hoc faculty

committee, to formulate and secure state legislative sanction for a model of

collegial governance for campuses of the California State University system.

Although formal hearings were held, no implementing legislation was passed.

My post-doctoral research and writing were reinvigorated in 1959 through

participation in a Ford Foundation ‘Summer Seminar for Faculty’ on topics in

economic development at an Oregon university (atypically, a third of the

participants were institutionalists). In the course of assessing the explanatory

capabilities of trade and development theories of neoclassical economics I

saw even more clearly than before the disjunction between neoclassical theory

and reality. Orthodox treatments simply could not address the range of vari-

ables and issues encountered in assessing development status, generating

policy initiatives and appraising outcomes. Thus the conviction that orthodox

doctrines were too ahistorical, too static, too acultural, too narrow and too

archaic to guide those seeking to promote and accelerate economic develop-

ment was dramatically reinforced.

While there I began drafting a manuscript, the working title of which was

‘The Role of Ideology in Economic Development’. My original intent was to

try to demonstrate the nature and significance of this gap between theoretical

models and the reality of problem analysis and policy formation in develop-

ment settings. It became increasingly obvious that efforts to employ any of

the conventional isms – capitalism, socialism, communism, fascism – would

lead to flawed policy and destructive consequences. The non-dogmatic,

processual, pragmatic, instrumental approach of the institutionalists consti-

tuted a viable alternative approach. Indeed, as others have remarked, efforts

seriously to address development problems compel abandonment of much

received economic doctrine. I would later write about this phenomenon as a

‘compulsive shift to institutional analysis’ (Review of Institutional Thought, 1

December 1981).

Starting with the common recognition that the ideology of capitalism is

rooted in and validated by orthodox, neoclassical theory, that prominent

versions of both socialism and communism in this century are grounded in

Marxism, and that modern fascism purports to have theoretical and philo-

sophical underpinnings, I refocused my research to comparative ideological

assessments. The specific ties to development economics in the manuscript

were dropped in favour of a more comprehensive structure. The title was

changed to Yesterday’s Isms – and Beyond. Work on this project extended

over a decade and a half, culminating in a manuscript of nearly 1700 type-
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script pages. Some reference here to the contents of this manuscript is in-

structive in indicating how my subsequent research and writing evolved.

It opened with an introductory section on ‘revolutions and ideologists’ in

which I contrasted contemporary pressures for change (economic, political,

environmental, sexual, racial and so on) with the claims of relevance of

modern ideologists to direct that change. Then in each of five major sections

– inquiry (theories of knowledge), people (theories of human nature), economy

(institutional models of preferred or ideal systems), polity (loci of discretion

and role of government), and value and goals (criteria of judgement) – I

presented and evaluated the three main ideological belief systems: capital-

ism, Marxism and fascism. Each of the five main sections concluded with an

‘… and Beyond’ chapter in which the institutionalist alternative perspective

was introduced and defended. A brief substantive excursion into two of these

five areas will suggest something of the character of the argument made by

the book; sections on ‘inquiry’ and ‘economy’ will serve for present pur-

poses. Characterizations that follow are indicative, not definitive.

In the introduction to the section on inquiry, I attempted to demonstrate

that the selection of a mode of inquiry colours and shapes the choice of topics

considered, the reasoning patterns pursued, the tests of significance imposed

and the nature of outcomes realized. I then turned to the theories of knowl-

edge reflected in the three major isms.

The mode of inquiry of orthodox theory undergirding capitalism is flawed

by a rationalistic deference to deductivistic analysis, an insistence on a

positivistic stance, presumptions of natural order, a preoccupation with equi-

librium and a quest for mere predictive capabilities. The mode of inquiry of

Marxism is flawed by universal claims of relevance, the rationalistic charac-

ter of dialectics, exclusive insistence on scientific standing and the law-like

progressivity of dialectical movement. The mode of inquiry of fascism is

flawed by the dictum that thought is the pre-eminent reality, a reverence for a

private world of intuitive knowledge, the claim that authority is the source of

truth, and the corruption and manipulation of evidential grounding and logi-

cal reasoning.

Institutional inquiry, on the other hand, reflects the abandonment of Carte-

sian dualisms, the adoption of Dewey’s theory of instrumental logic of inquiry,

the employment of rationalist and empiricist modes in a processual quest for

tentative truth, the continuing concern to explain complex causal determi-

nants, the recognition that warranted knowledge emerges in an evolutionary

and cumulative fashion, and the conviction that inquiry into the modes of

inquiry must be a continuing responsibility of the scholar.

In an introductory chapter on economy I argued that, empirically viewed,

all economies are in fact mixed and must be such. It appears that no people

can indefinitely ‘live an ism’, as was recently demonstrated in Eastern Eu-676 Marc R. TOOL

 

rope. The necessity of resolving an unending succession of problems requires

that the structural fabric of any economy be subject to continuous revision.

Problem-solving requires institutional adjustment.

In the capitalist model of an economy, the major structural elements –

private property, profit motive, free markets, competition – are mistakenly

characterized as natural (given) institutions; their autogenetic appearance will

allegedly occur with the removal of ‘artificial’ restraints, mainly governmen-

tal ‘interference’. Economic progress is naively perceived as a movement

episodically from what is not capitalistic to what is capitalistic. Marxism

offers an unacceptably deterministic succession of ism recipes, of which

socialism (as transition) and communism (as culmination) are the preferred

models. Economic change is primary and dialectic; class struggle is the

omnipresent instrument of movement. Historical experience nowhere vali-

dates the succession and prime mover as detailed. Fascism proposes an

hierarchically constituted political economy in which the political institu-

tions are the givens, and the economic structure is subverted and adapted to

political ends. The economy is corporatist in form and ‘great men’ are preten-

tious invokers of change.

In contrast, the institutional view is that a priori designs of institutional

structure are nowhere relevant. One cannot know what new or revised struc-

ture to introduce until the ‘imbecilic’ flaws (Veblen) in existing structure have

been determined. Democratically introduced changes are more likely to be

efficient in the instrumental sense. All systems are in some measure evolu-

tionary and developmental.

The Yesterday’s Isms and Beyond volume was never published as such.

Although one major publisher solicited 17 different reviewer evaluations, no

supportive consensus emerged. The volume was thought to be too large, and

its potential as a text too limited, to warrant publication. However, a different

publisher finally did express an interest in a shorter version. As requested, I

extracted and revised the institutionalist chapters; these were published as

The Discretionary Economy: A Normative Theory of Political Economy (1979).

The work offers a general introduction to an institutionalist perspective on

political economy culminating in consideration of instrumental social value

theory and social goals. The material on comparative ideology retained was

minimal and largely incidental.

Through the early 1980s, I turned my research attention, in a series of

essays, to a fuller and comparative consideration of theories of social value –

criteria of judgement in economic analysis. These were published in 1986

under the title Essays in Social Value Theory: A Neoinstitutionalist Contribu-

tion. Two of the essays further developed the institutionalists’ instrumental

value principle. The first, reaching back to my dissertation, traced the contri-

butions of institutionalists to social value theory beginning with a general
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consideration of Veblen’s dichotomy of ceremonial versus technological judge-

ments, and continuing through Dewey and Ayres to include Foster’s principle

of ‘instrumental efficiency’. Another essay presented my version of the in-

strumental principle and its corollaries and applications. That principle is to

act or judge in a manner ‘to provide for the continuity of human life and the

non-invidious recreation of community through the instrumental use of knowl-

edge’. It is intended to provide criteria of judgement that will demonstrably

permit the actual resolution of economic problems of impairment in the flow

of real income. Four other essays address the differences between instrumen-

tal and non-instrumental value theory. Three of these present extensive critical

assessments of the social value theory of neoclassical orthodoxy; a fourth

provides a lengthy critique of Marxist normative analysis.

With regard to neoclassical orthodoxy, my argument is that all its utility-

based criteria are inadmissible because they turn out to be tautological,

relativistic and, in fact, inapplicable. Efforts to employ Paretian optimality,

tenets of indifference demand, even theories of axiomatic choice, do not

provide neoclassical orthodoxy with credible social value theory. By exten-

sion, conventional analyses of cost–benefit, delineations of externality

conditions and formulations of market failure similarly offer no escape from

the inherent, utilitarian ‘methodological individualism’ of orthodoxy and its

persistent deference to given and unexamined preferences.

Heterodox institutional value theory, in contrast, is well-grounded in the

inquiry logic of instrumentalism; it is processual and evidential analysis. It

provides a cultural and judgemental context in which the institutional com-

plexities can be assessed, employing the distinction between progressive

(instrumental) and regressive (ceremonial or invidious) change. It disallows

the normative use of any prefabricated institutional model as a criterion of

policy judgement.

My critique of the normative dimensions of Marxism is pursued through

an exegesis of selected works of both classical and especially contemporary

Marxists. I applaud their normative concerns but find, through an exploration

of both convergences and divergencies with institutionalism, that the latter

overwhelm the former. I find them unconvincing in their view of dialectical

inquiry as a finished mode, their implicit ethical relativism and their norma-

tive use of socialist and communist models. Also unacceptable are their

lapses into ethical absolutism in the advocacy of communism as an ideal or a

millennial stage, their insistence that only communism can provide for the

full development of human potential and, finally, their invidious elevation of

the interests of the proletariat to a predominate position. Only workers, so

identified, have creative virtue. No instrumentalist can accept such claims.

The volume concludes with a reappearance of ‘The Compulsive Shift to

Institutional Analysis’ essay in which I argue that Maynard Keynes in par-678 Marc R. TOOL

 

ticular, as well as Arthur Okun, Gardner Ackley and other scholars not

ordinarily identified with institutionalism have in fact moved theoretically in

the direction of institutional analysis. Confronting real problems of instabil-

ity, unemployment, maldistribution and the like requires serious researchers

to develop analyses that substantively depart from the assumptions and tenets

of orthodoxy. Those making such compulsive shifts, however, did not yet

perceive the need for a comprehensive abandonment of the orthodox neoclas-

sical paradigm.

In 1981, my professional responsibilities changed dramatically with my

appointment as editor of The Journal of Economic Issues, The JEI is a major

international quarterly that now focuses particularly on institutional eco-

nomic theory and its applications to policy. In addition to the regular refereed

issues of the journal, in 1984 (March) I solicited papers for, and edited, a

special volume on ‘Economic Policy for the Eighties and Beyond’. This

work, republished under the title An Institutionalist Guide to Economics and

Public Policy (1984), included policy recommendations on stabilization, un-

employment, income maintenance, indicative planning, public utility

regulation, environmental protection, agriculture and foreign economic rela-

tions.

After reading manuscripts submitted to the JEI for a couple of years, I

came to see the need for more definitive referential volumes on the institu-

tionalist perspective generally. With the guidance and encouragement,

extending over three years, of an ad hoc committee of institutionalist col-

leagues, I solicited and edited manuscripts from 14 scholars to comprise a

volume on the philosophical underpinnings and major concepts of institu-

tional thought as our September 1987 issue of the JEI. Similarly, papers were

requested from 16 scholars on institutional theory and its application to

policy and were published as our December 1987 issue. These oversize issues

were later republished under the titles Evolutionary Economics, Volume I:

Foundations of Institutional Thought (1988a) and Evolutionary Economics,

Volume II: Institutional Theory and Policy (1988b).

Over my terms as editor, and with the support of the sponsoring Associa-

tion for Evolutionary Economics (AFEE), I have attempted through European

travel (1981, 1984, 1987, 1988, 1989), lecturing (Sweden, Finland, Denmark,

Switzerland, Austria, France) and personal contacts to help the JEI in particu-

lar, and institutionalism in general, acquire a more international focus and

perspective.

Clearly, the highlight of my heterodox career was my receipt, in 1988, of

the AFEE Veblen–Commons Award. My formal teaching career ended with

retirement in 1991; my editorship of the JEI was concluded in the same year.

I am continuing my research and writing in neoinstitutional economics.
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Shigeto TSURU (born 1912)

I was born in 1912 in Tokyo, Japan; and as I look back over my past 88 years,

I realize that my career has been greatly affected by contemporaneous events

in the outside world. First, Japan’s militaristic ambition manifested itself in

China in 1928; then the Wall Street panic in October 1929 was followed by a

great depression affecting the entire capitalist world. That was the time when

I was in the crucial stage of forming my Weltanschauung. In February 1933

the rise of Hitler to power in Germany occurred; and this event precluded the

possibility of my aspirations of free scientific study there, forcing me to

remain in the United States for college-level study, which extended into

doctoral work in economics. The next momentous event was the Pacific War

which began in 1941, which caused my return to Japan by an ‘exchange ship’

in 1942. During the subsequent years I was involved in one type or another of

war- or postwar-related works until 1948 when I finally obtained a position in

an academic institution. My career since then became much less affected by

the objective events of the world.

My dissenting propensity, so to speak, burgeoned at around the year 1929

against the world events in the background at the time. In that year, at the age

of 17, I entered the Eighth Higher School, somewhat similar to a Gymnasium

in Germany. There I immediately became involved in the organized student

movement known as ‘the Anti-Imperialist League’ and participated in its

various activities, including an anti-military-training campaign and the edit-680 Shigeto TSURU

 

ing and distribution of the League’s publication, as well as in intensive

studies of Marxian classics. The inevitable came in December 1930 when I

was arrested along with some 40 co-students. I was regarded as one of the

three leaders of the Anti-Imperialist League on campus and was detained for

about three months before being released because of my age.

When released from prison in the spring of 1931, I found myself expelled

from the Higher School; and thus I followed my father’s suggestion to study

abroad. My choice was to go to Germany inasmuch as my first foreign

language was German. It happened, however, that in 1931 the Marxism-

orientated Social Democratic Party was quite strong in Germany, and my

father agreed to finance my study abroad only on the condition that I go to the

United States. I agreed to this and chose for matriculation a small college in

the State of Wisconsin – Lawrence College in Appleton – with a clandestine

intention of crossing the Atlantic in due course.

As a matter of fact, however, the choice of Lawrence College was a case

of serendipity. For one thing, the dean of students, Gordon Clapp – later to

become board director of the Tennessee Valley Authority – was most con-

siderate in flexibly adjusting the freshman curriculum for my specific needs,

such as enabling me to substitute a course in psychology for the freshman

math. Thanks to this arrangement I came to know Horace Fries, a young

instructor in psychology and philosophy, who guided me in my amateurish

experiment on the Gestalt quality of sensorial adjectives in Japanese (which

resulted in my first published work, 1932) and also introduced me to Max

Otto, a pragmatist-philosopher at the University of Wisconsin, with whom I

spent two summers (1932 and 1933) studying philosophy. I learned two

things from him, which could be succinctly expressed as ‘realistic idealism’

and ‘scientific humanism’. It was under Otto’s influence that I developed an

enduring philosophy of life, which, departing significantly from my earlier

Marxist orientation, placed emphasis above all on the difference in the

practical results of alternative ideas. Since then, it has become a habit of

my work always to relate any policy proposal to its probable concrete

consequences.

Lawrence College then had another attraction to me, that is the two Harvard-

trained economists in residence: Harry Dexter White, who later was

instrumental in drafting an alternative plan to that of Keynes in Bretton

Woods, and M.M. Bober, a rare specimen of a scholar on Marx in America at

the time. I could have stayed on at Lawrence with the additional interest I had

acquired in the field of biology under the guidance of a good-humored

biologist, for whom I wrote a term paper entitled ‘Controversy between

vitalism and mechanism in biology’. But my original intention of going to

Germany for study remained quite firm until the spring of 1933 when, rather

unexpectedly to me, Hitler came to power in Germany. And it was at this
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juncture that my mentor Gordon Clapp, wisely seeing through my state of

vacillation, advised me to transfer to Harvard College for my junior year and

to start concentrating on the subject of my career interest.

I followed his advice and went to Harvard in September 1933, registering

in the Division of History, Government and Economics. But again, my ama-

teur interest in other subjects seized me. Not only did I continue the Gestalt

experiment under the unexpectedly strong encouragement from Gordon

Allport, professor of social psychology, but also took advantage of the acces-

sibility to the great minds that shined on campus, notably Alfred North

Whitehead in philosophy and Crane Brinton in history. As a term paper for

the former I wrote a rather lengthy essay: ‘On construction and criticism of a

rational system of beliefs’, and for the latter I took advantage of my knowl-

edge of Marx to write ‘Dialogue between Denis Diderot and Karl Marx’ (first

reprinted in 1976, pp. 200–24).

Through detours of this kind, I still maintained my basic interest in politi-

cal economy and somewhat hastily decided to write an honours thesis in the

field for my bachelor’s degree. My tutor was O.H. Taylor, nicknamed ‘Nat’

on account of his persistent devotion to the idea of ‘Natural Law’. Weekly

discussions with him on the philosophical basis of classical economists were

stimulating enough but I apparently disappointed him choosing to title my

thesis ‘An Aspect of Marx’s Methodology in Economics: “The Fetishism of

Commodities”’ (reprinted in 1994, pp. 153–88) – a subject that after more

than half a century still occupies a niche in my mind.

The courses in economics I took were rather unsystematic. Memorable,

however, was a half-year course ‘Value and Distribution’ given by F.W.

Taussig. I was fortunate in being exposed to the famed Socratic method of

this indefatigable gentleman-economist in his last year of teaching at Harvard.

It was he, more than any other person, who inspired me to go to the Harvard

graduate school in economics. I did so in the fall of 1935. Surprisingly, I was

the only Harvard College graduate in the group of about twenty who started

graduate study in economics that year. But this group happened to be com-

posed of some brilliant aspirants in the profession, such as Paul Samuelson,

Robert Triffin and Robert Bryce, who, along with those who had come there

earlier, such as J.K. Galbraith, Richard Musgrave, Abe Bergson, Paul Sweezy

and Wolfgang Stolper, created an uncommonly stimulating atmosphere of

mutual edification. Soon to follow us in the graduate school were Evsey

Domar, Sidney Alexander, James Tobin, Joe Bain and Robert Solow, among

others. These young aspirants in the years 1935 to 1938 were of such a

calibre as to have prompted Robert Triffin to write: ‘I … learned as much or

more, as an economist, from student colleagues of mine in the most brilliant

class that Harvard probably ever had … than from the professors whose

classes I attended’ (Triffin, 1981, p. 254).
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It is true, however, that the economics faculty at Harvard was in a stage of

transition from the patriarchal dominance of F.W. Taussig to a new golden

decade with ‘imported scholars’ like Schumpeter, Haberler and Leontief, and

slightly later with Alvin Hansen from Minnesota. There is no denying that we

benefited greatly from their instructions in their prime. And the presence of

Schumpeter and others attracted many visiting scholars from abroad, such as

Oscar Lange, Abba Lerner, Nicholas Kaldor, Paul Baran, Eric Roll, Fritz

Machlup, Nicholas Georgescu-Roegen, Oscar Morgenstern and Jacob

Marschak. Almost every day, either at lunch, cocktail hour, or late at night,

we found an occasion for heated discussions on the state of economic sci-

ence. It may be said that probably nowhere in the world at the time could one

witness a freer and more productive confrontation between frontier modern

economics and Marxian orthodoxy. Also, there is no doubt that the publica-

tion of Keynes’s General Theory in 1936 provided an energizing source for

endless discussions among them.

I must say that the academic year 1935–36 was the most fruitful one for

me during my apprenticeship in economics. Within one year I managed to

pass the so-called ‘general examination’ toward a Ph.D. degree, and by June

1936 I was ready to start writing my dissertation. However, at that point, my

peripatetic propensity sidetracked me. The times were such in those years of

1936 and 1937 that many a resident of the ivory tower could not ignore

outside developments. The victory of the popular front group in the Spanish

parliamentary election took place in February 1936; and July in that year was

the month the Spanish Civil War began, the war that, it may be recalled, drew

many a literary and intellectual person on to the battlefield from outside

Spain. In Asia, Japan’s invasion of China, which began with the Manchurian

Incident of September 1931, gradually escalated, eventually taking a bla-

tantly undisguised form in July 1937.

It was against such a background on the world scene that a group of young

Marxist scholars in Cambridge, Massachusetts, began thinking about pub-

lishing a quarterly journal with Marxist orientation intended to be broad

enough to meet the needs of the popular front strategy. I was an active

member of the planning stage for this in the spring of 1936, with almost

weekly meetings in Cambridge. The first issue of the journal, which was

called Science and Society – A Marxian Quarterly, was published in October

1936.

The China problem, too, occupied a substantial portion of my time in those

years. I worked closely with the Institute of Pacific Relations in New York in

the journalistic campaign against the Japanese aggression. I wrote frequently

for a magazine called Amerasia, which came into existence at the time; and I

also drafted a lengthy pamphlet for the Chinese Council for Economic Re-

search, under a pseudonym, entitled Japan’s Economy under War Strain
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(reprinted in 1995, pp. 145–227), trying to demonstrate the deteriorating

economic conditions in Japan with no prospect of military settlement in

sight. My statistical analysis itself may not have been off the mark, but I was

grossly mistaken in drawing inference from it: namely, a large part of what I

interpreted to be the war consumption in Japan’s conduct in China was

actually, as it turned out, nothing but stockpiling for the preparation of a

much bigger war to come. It was on account of these matters that I was

subpoenaed by the US Senate Subcommittee on Internal Security in 1957.

Looking back, I must say that, although my philosophical posture inclined

more toward pragmatism under the influence of Max Otto than toward the

dialectic materialism of my youth, I seemed to have guarded jealously the

intellectual attributes I had acquired in the turbulent atmosphere of the late

1920s in Japan, especially in the sphere of social science. In such a state of

mind, I continued defending the more or less orthodox position in Marxian

economics; and after I completed my doctoral dissertation in May 1940 with

the title of Business Cycle Theories and Their Application to Japan, I wrote

two articles from the Marxian point of view. One, ‘On the Reproduction

Scheme’, appeared as an appendix to Paul Sweezy’s The Theory of Capitalist

Development (1942): Schumpeter (1954), in discussing the relation between

Marx and Quesnay wrote that on this subject ‘the interested reader finds all

he needs in P.M. Sweezy’s Theory of Capitalist Development and in its

Appendix by Shigeto Tsuru’ (p. 566). The other, ‘Business Cycles and Capi-

talism – Schumpeter versus Marx’, had to wait for public appearance until

1956, when I had occasion to compile a volume of essays on Marxian

economics (1956).

To go back a little in time, I married Masako Wada in Tokyo in June 1939

and brought her to Cambridge while I was completing my work on my

doctoral dissertation. After receiving my Ph.D. degree in 1940, I had a choice

of either going back to Japan for an academic post somewhere or seeking a

position in one of the universities in the United States. The former option was

not easy at the time; so I decided to remain in the United States at least for a

while and depended on Oscar Lange and others for a possible opening on the

North American continent. However, again my career was abruptly interfered

with by fanatical militarism – this time that of Japan. The Pearl Harbor attack

erupted on 7 December 1941.

As may be recalled, the initial phase of the Pacific War was somewhat one-

sided in favour of Japan. But I was convinced that eventually Japan would be

defeated and began harbouring an idea, as early as the spring of 1942, of

returning to my home country in order to be on the scene of defeat so that I

could be of some service during the period of postwar reconstruction. The

first chance of repatriation came in early June 1942, in an exchange pro-
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confinement in luxury hotels after the outbreak of the war. Those of us who

had been essentially unmolested and were drawing salaries from American

institutions were allocated berths only on sufferance on the exchange ship

and were discriminated against in a number of ways; for example, our lug-

gage was limited to 32 cubic feet per person with no paper materials allowed.

Thus my wife had to surrender all her music scores as well as her cherished

amulets before going aboard.

To leave the country of my intellectual apprenticeship extending over 11

years, stripped of all the accumulated assets in the form of books, documents

and my own writings, was painful enough for me. But apparently my sense of

emergency at the time overcame all such anxieties.

We arrived in Japan toward the end of August 1942, and for almost a year I

‘loafed’, as it were, with no sense of urgency in searching for a stable job.

But as was expected, I was called to the colours in June 1944 and underwent

strenuous physical training as a private in one of the infantry regiments in

Kyushu. To my surprise, however, some people in the Foreign Office appar-

ently knew of me and worked for an exceptional discharge from military duty

in order that my professional qualifications could be better utilized in the

foreign service. Thus I was demobilized and returned to Tokyo where, soon

after, I was appointed a diplomatic officer. It was in this capacity that I went

to the Soviet Union in the spring of 1945 and escaped the severe air raids on

Tokyo, only to find my library burned to ashes on my return.

It took exactly three years after the end of the war for me to return to my

professional career as an economist. But during those three years many

things happened to me. When General Douglas MacArthur landed in Japan

as the Supreme Commander of Allied Powers (SCAP), he found the Japanese

economy in shambles. Under this circumstance, the SCAP requested that the

Japanese government send to the Economic and Scientific Section (ESS) ‘a

competent economist with good command of the English language’. Where-

upon, Mr Shigeru Yoshida, then the Minister of Foreign Affairs, picked me

from within the Foreign Office, and I became an economic adviser to the ESS

starting in April 1946.

A year later, the Socialist Party obtained a plurality in the first postwar

general election, and a coalition cabinet was formed with Mr Tetsu Kata-

yama, a socialist, as the Prime Minister. At this juncture, the SCAP ordered

a radical reform in the organization of the Economic Stabilization Board

(ESB) in the Japanese government, creating four vice-ministers and trans-

ferring some of the major administrative powers from other ministries.

Now it was the turn of General Marquet, head of the ESS, to suggest to me

that I go into the newly strengthened ESB as one of the vice-ministers. I did

so and remained in that post until the Katayama cabinet fell in February

1948.
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My experiences, first in the ESS and then in the ESB, during that hectic

period of Japan’s postwar reconstruction were naturally laden with battles

and skirmishes often won but more often lost. But no doubt they helped

enrich my qualification as an economist a là Quesnay’s admonition to the

effect that ‘Ceux deux parties, je veux dire la Théorie et l’experience, qui se

concilient parfaitment bien, lorsqu’elle se trouvent reunies dans une même

personne, se sont de tout terns mais envain, livré une guerre continue lie,

lorsqu’elle se trouvent séparées’ (spelling as in original)

In September 1948, after resigning from my government post, I decided to

join Hitotsubashi University, first as director of the Institute of Economic

Research attached to the university and after remaining there for more than

twenty years, finally as president, from which I retired in March 1975.

As I recall my Hitotsubashi days, where I had no regular undergraduate

courses to give, the fields of my research shifted back and forth rather widely.

Also, I was able to take extended leaves abroad frequently. Here, it may

suffice if I give a chronological summary of side-works which I was engaged

in, mainly abroad:

 

1954 and 1955 about five months each in Bangkok, Thailand, as consultant

for ECAFE, United Nations, mainly for drafting its annual report;

1956–57 in residence at Harvard on the International Exchange Program

sponsored by the International House of Japan;

1960 invited as the ‘Irving Fisher Professor’ by Yale University;

1964 invited as ‘Dyason Lecturer’ in Australia (lectures appear as 1995, Part

IV);

1967–73 served as vice-president of the International Social Science Council.

It was during this tenure that I organized an International Symposium on

Environmental Disruption in March 1970 in Tokyo (proceedings were pub-

lished as 1970);

1977–80 served as president of the International Economic Association and

organized its Fifth Congress in 1977 in Tokyo on the subject of Japan’s

economic growth and her resource problems.

 

There were a number of assignments as visiting professor I accepted

during my Hitotsubashi days, starting with the Delhi School of Economics,

India, in 1952–53, then at the University of British Columbia, Canada, in

1958, the University of Minnesota in 1960, and the Johns Hopkins University

and University of Rochester in 1961.

I retired from Hitotsubashi in 1975 at the age of 63, and was employed

immediately thereafter by Asahi Shimbun as an editorial adviser. I remained

there for ten years and went back again to an academic post in Meiji Gakuin

University for its newly established faculty of international relations. After 686 Shigeto TSURU

 

four years there, I accepted the post of chairmanship of the Village Shonan,

Inc., an academic and cultural centre for international exchange, from which

post I resigned in 1996 to become an unemployed pensioner.

Over the 23 years since my retirement from Hitotsubashi, I have continued

my academic work more or less. Notable, however, was a visit to Italy to give

the Raffaele Mattiori Lectures in 1985 under the title of ‘Institutional Eco-

nomics Revisited’ (published by Cambridge University Press in 1993). On

the other hand, my dissenting inclination was not limited to the spheres of

economics only but has been consistently manifested in the issues concerning

the country’s foreign policy, in particular on the question of the US–Japan

Security Treaty. The publications of mine in this sphere have been in the

Japanese language only, for example (1996) and (1998a). Instead, I shall

close this essay with a list of the most recent of my publications in English in

the field of economics: 1993, 1994, 1995 and 1998b. The topic dealt with in

the last item in the above list has occupied my professional concern ever

since I expressed my critical views on the market-orientated concept of

national income in the 1930s when this concept became a favourite in macro-

analysis. Later in 1971 I contributed a paper ‘In Place of GNP’ with a similar

thought at the Symposium on Political Economy of Environment, organized

by Maison des Sciences de l’Homme in Paris. And more recently, I have

completed a book-length manuscript (awaiting publication) with the title of

Political Economy of Japan’s Environment – Past, Present and Future, taking

up the subject more systematically with concrete illustrations from Japan’s

historical experiences.

Let me conclude this brief life history of mine by quoting my favourite

phrase from Antoine de Saint-Exupéry: ‘On ne voit bien qu’avec le coeur.

L’essential est invisible pour les yeux.’

 

Tsuru’s Major Writings

(1932), ‘The Meaning of Meaning’, General Journal of Psychology. (1956), Essays on Marxian Economics, Science Council of Japan, Economic Series No. 8. (1970) (ed.), ‘A Challenge to Social Scientists’, Asahi Evening News. (1976), Collected Works, Volume 13, Tokyo: Kodansha, 1976. (1993), Japan’s Capitalism – Creative Defeat and Beyond, Cambridge: Cambridge University

Press.

(1994), Economic Theory and Capitalist Society – The Selected Essays of Shigeto Tsuru,

Volume I, Aldershot: Edward Elgar.

(1995), The Economic Development of Modern Japan – The Selected Essays of Shigeto Tsuru,

Volume II, Aldershot: Edward Elgar, pp. 145–227.

(1996), Nichibei Ampo Kaisho eno Michi (Toward Dissolving the US–Japan Security Treaty),

Iwanami.

(1998a), Kagakuteki Humanism o Motomete (In Search of Scientific Humanism), Shin-Nippon

Shuppan-sha.

(1998b), ‘Environment Problems and Policies in the Post-war Japan Reviewed’, Environmental

Economics and Policy Studies, 1 (1).

Shigeto TSURU 687

 

Other References

Schumpeter, J. (1954), History of Economic Analysis, Oxford: Oxford University Press. Triffin, R. (1981), ‘An Economist’s Career: What? Why? How?’, Banca Nazionale de Lavoro

Quarterly Review, September, 254.




Kozo UNO (1897–1977) Shohken Mawatari

Kozo Uno was born in 1897 in Okayama prefecture 30 years after the Meiji

Revolution, which is thought of as the beginning of modern Japan. He grew

up the son of a merchant and studied at Tokyo University. His student life

coincided with a time of stronger moves towards democracy, called the

Taisho Democracy upsurge, which was reversed two decades later. Also at

this time Hajime Kawakami, founder of Japanese Marxian economics and an

orthodox Marxist, was publishing his personal journal, ‘Social Problems

Study’, which included translations of Marx’s books. Young intellectuals,

such as Tamizo Kushida, Hyoe Ouchi, Itsuro Sakisaka and Kozo Uno, were

attracted by Kawakami’s introduction to Marxism. Some of them became

major theoretical exponents of the Japan Communist party, while others

followed the Japan Socialist (then called Rono) party, although Uno chose

neither.

Uno first got a job at Ohara Social Problems Study Institute, a private

institute founded by the philanthropic capitalist Ohara which hired some

Marxian economists. The director at that time was Iwasaburo Takano. After

marrying Maria, daughter of Takano and his German wife, Uno was allowed

to go to Germany for two years from 1922–24. Besides observing the unprec-

edented German inflation and its aftermath, he mainly occupied himself there

reading Das Kapital.

On returning to Japan, Uno was employed at Tohoku, one of seven ‘Impe-

rial’ universities. He moved to Sendai and began to teach economic policy

from a Marxist point of view. He continued to study Das Kapital and tried to

formulate a Marxist theory of economic policy using Marx’s ideas and the

results of his own empirical study of history. He was able to concentrate on

his research for about 14 years while an associate professor at Sendai.

Uno thought that the historical change of class interests largely influenced

the type of economic policy pursued at any one time. Mercantilism, liberal-

ism and imperialism were three of these types which reflected three stages of

capitalist development. These three stages were in turn the main outcomes of

the types of capital currently predominating: merchant, industrial and finance

capital. His first book in 1936, The Theory of Economic Policy, included these

ideas, though only its first volume ever appeared.

Also in 1936 he lectured on the principles of political economy on behalf

of a colleague who was abroad for one year. A handwritten booklet remains

showing that these lectures were organized extensively on the lines of

Marx’s Das Kapital. His lectures were extraordinary in two senses. Apart

from Kawakami, who had been expelled from Kyoto University in 1927, no

Japanese professor had given this type of lecture at an ‘Imperial’ university.

Furthermore, Uno’s lectures were different even from Kawakami’s. The

latter had just explained Das Kapital, while Uno analysed a capitalist
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economy using its terms. Kawakami only interpreted Das Kapital, but Uno

tried to systematize his own theory about a capitalist economy using Marx’s

theories.

By 1936, Uno had formed his own ideas and established his fundamental

points of view. He kept himself apart from communist and socialist party

activities. He was greatly interested in the controversy concerning the Japa-

nese economy about which Marxist economists disagreed violently in the

mid-1930s. Uno avoided any involvement in these debates because he was

not satisfied with either group’s explanations. The pro-communist Koza-ha

stressed the semi-feudal nature of the Japanese economy, echoing the

Comintern thesis of 1932, whereas socialist Rono-ha stressed its advanced

capitalist nature. Both views were linked with their respective political party

programmes. Uno believed that Marxian economics should be independent

from political party activities otherwise it would become subservient to Marxist

political parties.

At this point Uno’s academic career was suddenly interrupted: he was

arrested by the special police of the Japanese militarist government, sus-

pected of having worked as a member of the Rono (socialist) group. Although

he had many close friends in this group, he himself was not a member. In

explaining his viewpoint to the courts, he showed that his ideas were not

compatible with those of Rono. Uno was finally proclaimed innocent even by

the militarist government. But he did not return to the university when he was

released after two years’ detention in gaol. He took jobs with private research

institutes during the Second World War. In 1947, two years after the war

ended, he resumed his academic career, although this time as professor of the

Tokyo University Research Institute of Social Science.

In contrast with the pre-war period, Uno’s post-war years were not so

dramatic. After 1945, in reaction to pre-war oppression, Marxism and Marxian

economics were commonly accepted as progressive social ideas; they actu-

ally formed the mainstream in Japanese academic circles up to the 1960s.

Uno’s status as professor at Tokyo University was acceptable in Japanese

society; he also became dean of the Tokyo University Research Institute of

Social Science. His basic environment was encouraging except for attacks on

his works by orthodox Marxists. In 1958 he retired from Tokyo University

and moved to Hosei and later to Risho (private universities in Tokyo) where

his disciples surrounded him.

Uno did not accept honourable status and he rejected awards. He liked to

joke about a Nobel prize, saying that his theory of the measure of value

would be worth a Nobel prize if one had existed for economics (and maybe if

a scientific Marxist was the committee chairman). But, to his surprise, an

economics prize was actually introduced after which he stopped making

jokes on the subject.
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What he wrote was important, but not easy to understand. However, his

style of speaking was attractive. Many who felt his written work was difficult

found his public lectures, discussions and interviews exciting. Uno attracted

many talented disciples, mainly at Tokyo University. Some pre-war graduates

of Tohoku University remained there to continue teaching his ideas. Other

professors at Tokyo University, including the influential Koichiro Suzuki and

Tsutomu Ouchi, converted to Unoism, while his younger graduate students

became hard-core followers. Suzuki’s and Ouchi’s graduate students also

became Unoists, some of them transferring to other universities. With such a

following, Uno’s methodology – the three-level approach – began to be

termed the Uno School of economic thought. Its zenith was perhaps in the

1950s, 1960s and 1970s. But adherents are still influential: second- or third-

generation Unoists continue to be leading professors at Tokyo, Tohoku,

Tsukuba, Hosei and other universities.

In an academic sense, Uno has been a central figure in post-war Japanese

Marxist economics. He published a series of major works at regular intervals,

beginning with An Introduction to Agricultural Problems and A Theory of Value

in 1947. Of his magnum opus, The Principles of Political Economy, Volume I

appeared in 1950 and Volume II in 1952. The Theory of Economic Crisis was

published in 1953 and followed by The Theory of Economic Policy in 1954,

which was a fully condensed version of his pre-war work. Das Kapital and

Socialism, appearing in 1958, dealt with philosophical matters. The Methodol-

ogy of Economics, the first volume of the Unoist series covering all three levels

of economics – the principles, the stage theory and the concrete analysis – was

published in 1962 by Tokyo University Press. The condensed and revised

version of The Principles of Political Economy was published in 1964. All of

these works are in Japanese, but the last one was translated into English by

Thomas Sekine and published by Harvester in 1980.

In 1970, Uno’s biography was published in two volumes, using retrospec-

tive interviews. Almost all of his works were republished in The Collected

Works of Kozo Uno in ten volumes, 1973–74. The first and second volumes of

the Collected Works are devoted to the ‘Principles of Political Economy’, the

third is to ‘The Theory of Value’, the fourth to ‘Studies on Marxian Econom-

ics’, the fifth to ‘The Theory of Crisis’ and the sixth to ‘The Economics of

Capital’. These six volumes cover economic theory. The remaining four

volumes cover ‘The Theory of Economic Policy’, ‘An Introduction to Agri-

cultural Problems’, ‘Das Kapital and Socialism’ and ‘The Methodology of

Economics’. Uno saw all of his books published in his lifetime except for the

English translation of the Principles which appeared three years after his

death.

Uno’s economics stemmed from Marx’s Das Kapital. Uno read it for more

than 50 years (Reading Das Kapital for Fifty Years was the title of his
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biographical volumes). But from reading it, he made it understandable by

presenting his own system of political economy which is different from both

orthodox Marxist and neoclassical economics. It is different from neoclassi-

cal economics, but it can be compared with this system.

The first problem he had to cope with was how the theory of Das Kapital

related to the real process of capitalist development. Marx presented a theory

of the capitalist economy which he called ‘the capitalist mode of production’.

However, the capitalist economy is not a static system, but a changing proc-

ess. It has altered greatly since Marx’s time. Is the theory of Das Kapital any

longer valid?

In Uno’s view, Das Kapital is fundamentally valid as a theory of ‘pure

capitalism’; that is, capitalism composed of three classes working under free

competition. Such a theory is necessary to clarify what the capitalist system

is and how it functions in principle. Marx’s Das Kapital supplies the theoreti-

cal materials for this ‘pure capitalism’.

Uno’s model has some similarities with that of the neoclassicals but is very

different in nature, being based on the historical tendency to ‘pure capitalism’.

In mid-nineteenth century England, capitalism showed a tendency towards a

three-class division and complete competition. ‘Pure capitalism’ is assumed as

the utmost extent of this historical tendency (which in this case was reversed in

later decades). Furthermore, this is a model of capitalist economic institutions,

not a mere analytical tool. The theory of ‘pure capitalism’ supplies us with

what Schumpeter calls a ‘vision’ of the capitalist economy, its structure and

workings, as distinct from what he calls ‘analytical engines’.

How is the theory of ‘pure capitalism’ organized? In Uno’s view, according

to the order and mutual relations of the institutional elements of a capitalist

economy. Uno basically followed Marx, but stressed the initiative of eco-

nomic agents; agents are not mere reflections of economic relations, but also

creators of institutional systems. For example, a commodity-owner feels the

contradiction between value and use-value: he wants to exchange his own

commodity for whatever he particularly likes. He tries to solve this dilemma

by obtaining a third commodity which is commonly needed. One of these

commodities will develop into money through the behaviour of the commod-

ity-owner as an economic agent. A money-owner has a dilemma: if he keeps

a certain amount of money in hand, he cannot increase it. He has to release

money to increase its amount. This behaviour creates capital. Money devel-

ops into capital through the behaviour of a money-owner.

Thus the logic of the theory of the institution of a capitalist economy is not

mathematical, but dialectic, woven by economic agents (although Uno might

have accepted a limited mathematical input). Uno stressed the importance of

dialectics as the logic of the system of capitalist economies; on the other

hand, he did not accept the dialectics of history and of nature.
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Uno organized his theory of ‘pure capitalism’, the principles of political

economy, in three parts: the theory of circulation, the theory of production

and the theory of distribution. The theory of circulation deals with the basic

forms of a capitalist market economy: commodity, money and capital. His

theory of commodity does not involve the metaphysical extraction of the

substance of value; it mainly demonstrates the necessity of money. The

theory shows the functions of money such as measure of value, means of

circulation and fund (object of savings, means of payment, object of incre-

ment). The theory of capital clarifies its main forms: merchant, moneylending

and industrial. Uno intentionally separates these forms of market economy

from production relations in order to specify what makes an economy capi-

talistic, concluding that it is the hiring relation or the ‘commoditization’ of

labour power.

In the theory of production, Uno demonstrated why capitalism can exist as

a self-sustained society. ‘Capital’ is in charge of production and circulation.

He made use of the labour quantity theory of value to prove the capitalist

manner of exploitation. By adopting the concept of abstract value and equal-

value exchange, Uno showed that capitalists (in abstract, capital) exploit

surplus labour through the market mechanism. Thus capital is a value-aug-

menting time-dependent circuit, which can be viewed both as stock and as

flow. He analysed the periods of production and circulation, and various

kinds of cost and capital which originated from these periods. Then he

analysed the requirements of sectoral equilibrium, which he showed a capi-

talist society could fulfil completely through its market mechanism.

In the theory of distribution, Uno discussed the distribution of surplus-

value under the market mechanism of complete competition. A capitalist

maximizes his profit, not by adjusting his output given the capital invested,

but by shifting his additional capital to more profitable sectors. This is a mid-

term equilibrium mechanism following the classical-Marxist tradition.

Equilibrium is attained when rates of profit in every sector are equalized.

Further reallocation of capital is no longer needed and thus demand and

supply of all commodities meet each other at that price. This equilibrium

price is called ‘production price’ in which surplus-value is distributed among

competitive capitalists.

Uno’s theory of rent is not as original as his ideas on interest. Landowners

attract portions of surplus-value as the differential rent or as the absolute rent

through price mechanisms. He clarifies that the credit system is a capitalist

device for utilizing temporarily idle funds among capitalists. The system is

composed of commercial credit and banking credit. Commercial credit forms

the basis of banking credit, which necessarily comprises commercial and

central banking. Interest is paid and received among capitalists, which im-

plies redistribution of surplus-value. Interest is determined by demand and
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supply of funds. Demand comes from various motives of capitalists; supply is

affected by banking activity. Merchants receive a portion of surplus-value for

acting as independent sales agents for industrial capitalists. Merchants utilize

funds from credit systems.

Uno’s theory of economic crisis clarifies the causal chains of business

cycles in ‘pure capitalism’ under perfect competition. He reasons that capital

accumulation necessarily increases to the point where a shortage of labour-

power appears. This shortage of labour squeezes profits in real terms, though

in monetary terms, prices and profits are kept high by credit expansion. The

credit system first encounters difficulties by losing its gold reserves. Interest

rates soar and firms become insolvent. Merchants begin to sell their stocks of

commodities; prices fall dramatically; crisis begins and spreads. Depression

starts when distrust among capitalists spreads, and continues until deprecia-

tion funds are accumulated to some extent in capitalists’ hands. Using these

funds, they replace old machinery with new and advanced models which

reduce costs of production and increase the demand for means of production.

Thus business recovers. This model of a business cycle approximately repre-

sents mid-nineteenth century economic fluctuations.

Next to the theory of ‘pure capitalism’ comes the stage theory of capitalist

development, as articulated in his Theory of Economic Policy. The stage

theory describes the dominant forms of capital, their modes of accumulation

and the characteristic features of the stages in the process of capitalist devel-

opment. By this theory, he clearly demonstrated that capitalist society has

had three stages of development; mercantilist, liberalist and imperialist. In

the first stage the dominant capital was merchant capital which had produc-

tive bases by its putting-out systems; particularly representative are those of

the British woollen industry of the seventeenth or eighteenth centuries. In the

second stage, the dominant capital was industrial which was represented by

machinery-based factories of the British cotton industry of the mid-nineteenth

century. German and American heavy industry represented the third stage,

where imperialist conflicts among several powers led to ‘the imperialist war’.

For Uno the decades after the First World War were not simply a capitalist

era, rather one of coexistence of capitalist and socialist societies. Particularly

after the Second World War, we have had the ‘democratically organized

societies’ in advanced capitalist countries. Using these frameworks we must

analyse the present state of capitalism.

Uno’s methodology, the three-level approach, has some practical ground-

ing by which he tried to connect theory to practice. For him theory is that of

Das Kapital; practice is that of communist or socialist parties. The theory

must be useful to these practices. Hence he stressed that the final goal of

economics was the analysis of the present state of capitalism which can
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the theory of Das Kapital must be utilized. But to be utilized, it must be

logically purified and released from ideological prejudice. Furthermore it

must be methodologically connected with capitalist development and with

the present state of capitalism. To connect them, Uno separated theory from

practice or ideology. Economics must supply practice with the result of a

concrete analysis of the present state of a capitalist economy. Practice makes

use of that analysis by connecting it with its ideal.

Uno was in a sense an old Marxist who did not lose his admiration for

Marxist socialism. But he did not devote himself to transforming theory into

practice. He was very critical of Soviet types of socialism and their ideologi-

cal expression in Stalinism. Uno always said that the test of a socialist society

was whether workers could decide their own wages, implying that a society

where workers cannot take part in the economic planning process is not

socialist. One wonders how Uno would have commented on the recent col-

lapse of communist societies in Eastern Europe.
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Thorstein VEBLEN (1857–1929) Rick Tilman

Thorstein Veblen was born in 1857 into a Norwegian-American family in

Wisconsin. His academic training was in the field of philosophy but, after

completion of his doctorate at Yale in 1884, a seven-year period of unemploy-

ment due to ill-health and inability to obtain an academic post followed

before he turned to the study of economics. The seminal influences on Veblen’s

dissenting economics were Darwinism, particularly the work of Darwin him-

self, and American socialism, especially the ideas of the Utopian novelist

Edward Bellamy.

During the next 30 years he held academic posts at Chicago, Stanford,

Missouri and the New School for Social Research, during which time he

became the most influential and best-known dissenting economist in the US.

Veblen’s heterodoxy was widely recognized by professional economists and

sociologists after the publication in 1899 of his most famous book, The

Theory of the Leisure Class, in which he developed his theory of status

emulation. In this satirical study of the leisure class and the underlying social

strata which emulate it, he argued that conspicuous consumption, conspicu-

ous waste and ostentatious avoidance of useful work were practices by which

social status was enhanced. In short, Veblen contended that individual utility

functions could not be understood except in relation to the utility functions of

others because individuals were emulating others in order to strengthen their

own sense of self-worth by commanding more social esteem. The assump-

tions of atomistic individualism and consumer-sovereignty deemed valid by

microeconomists were thus shown to be specious on social psychological

grounds alone.

The Theory of the Leisure Class also contained many of Veblen’s ideas

regarding the nature of social value, ideas that were fundamentally different

from those of the utilitarian tradition that formed the basis of the neoclassical

approach to value. Veblen found unconvincing the conventional view of

individuals as ‘globules of desire’ attempting to maximize pleasure and mini-

mize pain. He was also caustic in his repudiation of the moral agnosticism he

found pervasive in the neoclassical view of value as subjective preference

measurable only by price. This had led to the claim that interpersonal com-

parisons of utility were impossible or irrelevant since consumer preferences

were autonomously rooted in private, subjective states of mind.

Veblen’s rejection of neoclassical value theory did not end in nihilism,

however, for he outlined an alternative to both neoclassicism and classical

Marxism. He wrote of the ‘generic ends’ of life ‘impersonally considered’

and of ‘fullness of life’; in his evolutionary (that is Darwinian) mode of

analysis, this implied the existence of some transcultural set of values. He

found these values embedded in workmanship, parenthood and idle curiosity,

all of which flourish in a properly-developing society. Veblen meant that
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proficiency of craftsmanship, altruism and critical intelligence were domi-

nant values and processes in communities that were developing in a

non-invidious manner. But in communities that were not so developing, these

‘instincts’ or propensities would be contaminated by their opposites, the

pecuniary and sporting traits which were invidious.

Veblen’s second book The Theory of Business Enterprise (1904) contains

his explanation of business cycles and an extended treatment of the cultural

and social psychological incidence of the machine process. Contrary to con-

ventional analyses of business cycles, Veblen saw no natural equilibrating

tendencies in the American economy. Instead, he argued that instability was

endemic in the American business system because of excessive capitalization

and credit inflation. His analysis focused on the tendency of firms to borrow

too much by exaggerating their future earning power. At some point their

creditors would recognize that loans made to these firms were unwarranted

because their earning power was less than anticipated. The loans would then

be called in with the inevitable consequences of liquidation and bankruptcy.

A protracted period of depression would follow with large-scale unemploy-

ment and unused industrial capacity. Gradually, however, the earning power

and credit rating of the firm would move towards convergence and recovery

would occur. A period of prosperity would then ensue until over-capitaliza-

tion and credit inflation recurred and the cycle began anew. Veblen anticipated

that the growth of monopoly and wasteful government expenditures might

check cyclical instability, but his disciples looked to the social control of

industry and better economic planning to offset the deficiencies of the sys-

tem.

Much of Veblen’s reputation as a dissenting economist was based on his

critique of classical and neoclassical economics. Included in his analysis of

the received economic theory and doctrines was a rejection of the following:

(i) hedonism and utilitarianism, (ii) the static bias of price theory, (iii) the

taxonomic method, and (iv) the infection of economics with teleology. Veblen

labelled these deficiencies ‘pre-Darwinian’; that is, as rooted in a pre-evolu-

tionary mindset which had not yet come to terms with the scientific revolution

of which Darwin was the chief catalyst. Veblen criticized the hedonistic and

utilitarian theory for portraying humankind as passive agents reacting to

external forces only when impinged upon. His reading in cultural anthropol-

ogy convinced him that humanity was active rather than quiescent and that, in

any case, the Benthamite claim that pleasure and pain were the ‘sovereign

masters of us all’ was merely tautological. When Veblen accused eminent

neoclassicists such as his former teacher John Bates Clark and Irving Fisher

of mere ‘taxonomy’ he was, of course, charging them with mistaking classifi-

cation, inventorying and labelling for genuine scientific explanation, which in

his view dealt primarily with the establishment of causal relationships.
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Indeed, Veblen’s essentially negative view of neoclassicism rested on his

belief that it failed to move beyond the taxonomic stage of inquiry.

Veblen attacked the static bias of neoclassicism because it was unable to

account for change; general and partial equilibrium theory failed to capture

the flux of evolutionary processes, including both changes in the market

mechanism and the underlying institutions which direct and channel ex-

change. Finally, Veblen criticized neoclassicism for its retention of the residues

of teleology which so badly infected classical economics. His most often

cited example was the neoclassical claim that equilibrium constitutes a ‘nor-

mal’ state of affairs towards which markets inevitably and invariably tend.

However, the central feature of Veblen’s work as a dissenting economist

was not his critique of neoclassicism, his contribution to business cycle

theory, or even his theory of status emulation, as important as was the latter.

Instead, what most set him off from the conventional paradigm was his

development and use of the dichotomy between business and industry, what

his disciples were later to call the ‘ceremonial-technological dichotomy’.

They and Veblen employed it as an analytical device, as an approach to the

larger problem of value in economics and as part of a theory of social change.

In his usage, the dichotomy was extended to include salesmanship as op-

posed to workmanship, free income versus tangible performance, individual

gain as opposed to community serviceability, invidious emulation versus

technological efficiency, and competitive advertising versus the provision of

valuable information and guidance. To Veblen much of the activity that the

business community engaged in was wasteful and futile, for the profitability

of market exchange did not necessarily measure its social value in achieving

the generic ends of life. However, he was not adequately specific about which

pursuits are industrial and which are businesslike or which have both traits.

Nevertheless, it is clear in retrospect that such judgements depend on the

meaning assigned by Veblen to ‘fullness of life, impersonally considered’

which was his way of indicating that the ‘generic ends of life’ are transcultural

in nature and often not served by profit-making. The dichotomy between

business and industry can be understood, as Veblen intended, if it is recog-

nized that those values and processes most conducive to fullness of life –

such as idle curiosity, the parental bent and proficiency of workmanship –

cannot always be adequately measured by a price system or through market

exchange. It follows that business enterprise will often dissipate resources

rather than produce commodities that contribute to the generic ends of life. In

the final analysis, what is business and what is industry in the Veblenian

dichotomy can only be ascertained by reference to these ends.

Conventional income distribution theory, according to Veblen, is based on

the untenable assumption that remuneration measures production. The mod-
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agents who receive in remuneration the equivalent of their productivity. Thus

their pecuniary activities are not treated as the controlling factor about which

the modern economic process turns, but are assumed to be productive opera-

tions effecting the distribution of goods from producer to consumer. At various

times Veblen cast aspersions on all the prevailing theories and rationalizations

of the existing distribution of income. He satirized, castigated or considered

irrelevant the abstinence, risk and time rationales for the receipt of rent,

interest and profit, and indicated that marginal utility theory was tautological

and thus without explanatory power. He also criticized the Marxian theory

because he thought it assigned to the individual worker the full value of his

labour and ignored the fact that the forces of production were themselves a

collective or social legacy and that, consequently, there was no objective way

to ascertain the value of an individual’s contribution. Although he never

specifically articulated a theory of income distribution, his evolutionary view

of social change suggests an unending process of adjusting means to ends

and ends to means, with community serviceability as the standard of value

for all economic activity.

As an economic historian and theorist of growth, Veblen is best known for

his ‘institutionalism’, a term coined by Walton Hamilton during the First

World War. In one sense the term is misleading because it was existing

institutions which Veblen criticized because of their inhibitive impact on

technological change. In his theory of cultural lag, he develops the idea that

institutions are inhibitory and backward-looking, whereas science and tech-

nology are dynamic and orientated towards change. The question at any point

in time is whether institutions are sufficiently malleable to permit efficient

exploitation of existing technological potential. As the tool continuum evolves,

it may become more or less absorptive of cultural cross-fertilization proc-

esses which bring together more and different tools, making possible new

technologies. Veblen thus explains the economic history of the West by

linking cultural anthropology and social history with changes in the

technoeconomic base; the main variables in his explanation are the degree of

institutional rigidity and the force exerted on it by technology.

Veblen’s theory of economic growth is closely linked with his ideas re-

garding economic waste. The rate of economic growth cannot be maximized

if all output is not serviceable and if efficiency is sacrificed to pecuniary

interests. The rate of maximum growth is thus governed by technological

advance which controls the size of the nation’s economic surplus, although

this rate is also a matter of the disposition of the surplus between serviceable

and non-serviceable uses. In short, Veblen incorporates a theory of waste –

that is, unproductive consumption, investment and labour – within his theory

of social change. This permits him to show the conditions under which

economic growth will stagnate and, also, the conditions under which eco-
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nomic growth will not be synonymous with the economic welfare of the

community. The concept of economic efficiency is thus clarified and linked

with the processes of social change and non-invidious economic growth.

In 1914 Veblen published The Instinct of Workmanship which he believed

was his only important book. It can profitably be read as a sequel to The

Theory of the Leisure Class. Whereas the latter focused on emulatory con-

sumption and display, the former outlined the aesthetic and moral aspects as

well as the economic significance of work. Veblen also discarded the instinct

psychology and racism which influenced his early work. This he accom-

plished by defining ‘instinct’ as purposive, learned behaviour and by asserting

that all Europeans were racial hybrids with little to differentiate them in

terms of their natural endowments. Veblen’s massive erudition was also evi-

dent in his further development of the phases through which he believed

humanity has evolved, including the savage, barbarian, handicraft and indus-

trial stages. What separates these stages from each other, in addition to the

level of economic development they have reached, is the degree to which the

predatory instincts have contaminated the peaceful or non-predatory traits; in

short, the extent to which the sporting and pecuniary instincts have influ-

enced the instincts of idle curiosity, parenthood and workmanship.

Three of Veblen’s last books The Vested Interests and the State of the

Industrial Arts, The Engineers and the Price System and Absentee Ownership

focus on the predation and waste of the corporate capitalist order. Writing in

a more polemical style than before, Veblen endorsed the dispossession of

absentee owners and business-minded executives from the American corpora-

tion. He also recommended, perhaps tongue-in-cheek, that engineers and

technicians form an alliance with workers and run enterprises themselves. At

this point in his career Veblen interacted for a short time with politically

progressive engineers, emphasizing the role they might play in the establish-

ment of an industrial republic. But the many allegations by his critics that

Veblen was a technocratic elitist who wanted to establish an autocracy domi-

nated by engineers and technicians exaggerate this element in his thought.

It was inevitable in his role as a dissenting economist that Veblen would

favour large-scale changes in the capitalist order, although it was unusual for

him to make serious policy recommendations. What distinguished him from

other radicals was his view of the means that were available to make these

changes. Orthodox Marxists still put their faith in a proletariat, whether it

was revolutionary or not, but Veblen was sceptical of this labour metaphysic.

Nevertheless, he persisted in his search for a social change agent, a political

technology and a vehicle for structural change. Early in his career the Ameri-

can proletariat and Bellamyite socialism attracted his attention in these regards.

After them, anarcho-syndicalism in the form of ‘the Industrial Workers of the

World’ aroused his sympathies and, of course, later he endorsed (tongue-in-700 Thorstein VEBLEN

 

cheek) progressive engineers and technicians as the wave of the future. Ulti-

mately, however, he retreated into pessimism as regards the American scene,

believing ‘imbecile institutions’ to be dominant.

However, his own analysis of the social psychology of classes makes

uncertain the outcome of industrial civilization. On the one hand, the ma-

chine process has an emancipatory impact on the psyche of industrial workers

which turns them against social convention and presumably in favour of

socialism; on the other hand, status emulation infected the working class and

served as a social bonding agent to offset the class mentality and conflict

induced by the machine process. Status emulation was in turn reinforced by

patriotism, as Veblen indicated in The Nature of Peace. Would the machine

process triumph and turn the working class against capitalism as suggested in

The Theory of Business Enterprise, or would emulatory consumption rein-

forced by patriotism triumph? In the final analysis, despite his pessimism,

Veblen did not know or at least he did not say.

Estimates of Veblen’s creative contribution as a dissenting economist vary

greatly depending on the political and social philosophy of the critic. Most

neoclassical economists who are politically conservative find little merit in

his work because they see themselves correctly, both as economists and

consumers, as the objects of his satire. Liberals react differently to Veblen

depending on how far left they are in the political spectrum. To illustrate,

those still partly under the influence of classical liberalism find little of value

other than his humour, while collectivist liberals often respect both his satire

and social theory. However, it is on the radical left that Veblen’s theory and

doctrine meet with greatest approval, although Marxists like Paul Baran and

Theodor Adorno have been very critical.

The creation of the Association for Evolutionary Economics and the publi-

cation of its organ the Journal of Economic Issues since 1966 have provided a

forum for the study of Veblen and his ideas; more recently the Association for

Institutional Thought (1979) and the European Association for Evolutionary

Political Economy (1988) provide evidence of the continued growth of a

dissenting tradition with Veblenian roots. Veblen’s theoretical and doctrinal

arsenal as a dissenter from the neoclassical paradigm is thus more widely

accessible to a new generation of economists in search of a viable alternative

to the neoclassical paradigm.

 

Veblen’s Major Writings
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Sidney WEINTRAUB (1914–1983) Johan Deprez and William Milberg

 

… authority has ever been the great opponent of truth. A despotic calm is usually the triumph of error. In the republic of the sciences sedition and even anarchy are beneficial in the long run to the greatest happiness of the greatest number.

 

– W.S. Jevons (1871, pp. 275–6)

 

Sidney Weintraub once described himself as a ‘Jevonian seditionist’ who

‘often railed in mutiny at the Establishment … to enhance the economy

bounty and to iron out its division’ (see 1985). Weintraub was a dissenting

economist in the most appropriate sense – a person who sought truth and

explanations independent of the prevailing intellectual and political winds.

He combined a keen pragmatism towards economic theory and policy with

an idealism aimed at making life better for all. Speaking about those believ-

ers in the Phillips curve who called for an increase in unemployment to

reduce our inflation ills, Weintraub insisted that these economists be the first

to give up their jobs!

Most important, Weintraub developed and promoted an interpretation of

Keynes that had an explicit supply side, a variable price level and a macro-

economic theory of income distribution – all this at a time when classical

Keynesianism lacked any meaningful discussion of these components. This

line of thought has been labelled ‘Fundamentalist Keynesianism’ (Coddington,

1976); Weintraub’s almost solitary and unfashionable adherence to this view

led Paul Samuelson (1964) to label him a ‘lone wolf’. Yet this approach

provided the theoretical underpinnings for Weintraub’s wage-cost mark-up

theory of inflation; which he discussed well before inflation became such a

pervasive problem in industrialized countries, and allowed him to propose his

well-known tax-based incomes policy as a way of fighting inflation without

creating unemployment.

Sidney Weintraub was born in Brooklyn on 28 April 1914 and died on 19

June 1983. The realization that he lacked the skills to pursue his first love –

baseball – as a profession, together with his mother’s objections to such an

endeavour, eventually led Weintraub to his second career – economics. His

early studies were carried out at New York University (NYU) where, accord-

ing to Weintraub, ‘the courses were … too easy [b]ut they freed me to live in

the library’ (1985). The major influences on Weintraub at NYU were Herbert

B. Dorau, Marcus Nadler and Thomas F.P. McManus.

At the urging of McManus, Weintraub attended the London School of Eco-

nomics from October 1938 until May 1939 where he attended the lectures of

Robbins, Hayek, Kaldor, Durbin and others. The London–Oxford–Cambridge

seminar series brought him into contact with many of the graduate students of

his generation who were in England at the time. It is interesting to note that
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Weintraub had begun to translate Pareto’s Manual of Political Economy when,

with 122 pages completed, Lionel Robbins persuaded him to stop the project.

An English version did not appear until Ann Schweir’s translation was pub-

lished in 1971.

Weintraub received his Ph.D. from NYU in 1941 with a dissertation enti-

tled ‘Monopoly and the Economic System’. During the Second World War he

worked for a variety of government agencies, including the Treasury, the

Office of Price Administration and the Federal Reserve Bank of New York.

He also served three years in the US army, stationed in Europe (Weintraub,

1985, p. 520). After returning to the US, Weintraub held a variety of aca-

demic jobs until he joined the economics faculty at the University of

Pennsylvania in 1950. Except for short teaching stays at a variety of universi-

ties – the University of Waterloo (Canada) being possibly the most important

– he remained at Penn until his death.

During his lifetime Weintraub wrote or edited 18 books, published about

100 professional articles and about 200 or more ‘popular’ pieces. He lectured

internationally and in 1972–73 wrote a weekly column for the Philadelphia

Bulletin. Weintraub was the major driving force in the founding of the Jour-

nal of Post Keynesian Economics in 1979 and he served, until his death, as its

co-editor with his former student Paul Davidson. Weintraub’s papers are

preserved in the manuscript department of the Perkins Library at Duke Uni-

versity.

His dissertation and work in microeconomics led to three articles in one

year in the ‘major’ journals (1942a, 1942b, 1942c), another in 1946 and in

1949 to his first book Price Theory. The last part of this book is devoted to

dealing with unconventional ideas related to dynamics such as anticipations

and uncertainty, subjective and objective demand and cost curves, imperfect

equilibrium adaptations, multiple-period anticipations, clock-time sequences

and path analysis. To this day such topics are largely ignored in micro-

economics textbooks. The failure of microeconomists to pursue these themes

has prevented the development of a microeconomic theory consistent with

the monetary production economy described by Keynes (cf. Davidson, 1985).

Keynes’s macroeconomic model of the The General Theory and after is

one in which ‘the volume of employment is given by the point of intersection

between the aggregate demand function and the aggregate supply function’

(Keynes, 1936, p. 25). Just as classical economists had, on the basis of Say’s

Law, virtually ignored demand considerations, classical Keynesians tended to

ignore supply factors. One of the few Keynesians to stay true to Keynes’s

original formulation, Weintraub included an explicit supply side in his model.

This omission in classical Keynesian models, both in their 45-degree line

‘Keynesian cross’ and in IS-LM variants, prevented the adequate treatment of

price changes and income distribution. This led Weintraub to argue for an 704 Sidney WEINTRAUB

 

abandonment of these models well before others began to question them

(1958, 1961). He attacked the 45-degree line model for its logical inconsist-

ency. And he rejected the IS-LM model ultimately because it lacked a theory

of the price level.

Weintraub criticized the 45-degree line model for a number of reasons,

including (i) the view that the economy could either experience inflation or

unemployment and that fiscal policy could control each; (ii) its inclusion of

inflationary and deflationary gaps even though the model was set up in real

terms to exclude price and money wage elements; (iii) its ignoring of Keynes’s

‘animal spirits’ and uncertainty in favour of accelerator notions of investment

depending mechanistically on past values of output or profits; (iv) its assump-

tion of a purely exogenous quantity of money; and (v) a general lack of

microeconomic foundations and consideration of the distribution of income.

Weintraub argued that while the IS-LM model solved the logical problem of

the 45-degree line model, it still excluded a price theory and a role for money

wages. The model also suffers from critiques (iii), (iv) and (v). The Phillips

curve is an ad hoc addition that finally puts the price level into these classical

Keynesian models.

Weintraub’s development of the aggregate supply and aggregate demand

model culminated in his 1958 book, An Approach to the Theory of Income

Distribution. These works adopt Keynes’s two fundamental units: money-

units and labour-units. Aggregate supply is derived from the ordinary

Marshallian micro-supply function with only limited modifications like user

costs. The aggregation across industries is in money-units and presented with

respect to labour-units. The aggregate supply value at any employment level

then implies a particular composition of output between industries. Just as at

the firm level, the different levels of production and employment are associ-

ated with particular unit-supply prices and aggregate versions of the different

cost components like the wage bill and fixed payments.

Because every employment level has a different income amount associated

with it, there is a different microeconomic demand curve appropriate for each

output level. The demand-outlay function is the locus of demand prices that

is consistent with each output level and the income level that each output

level generates. The demand values at each output and employment level

determine the aggregate demand function. Hence the aggregate demand curve,

like the aggregate supply curve, has embodied in it variable unit prices. The

intersection between the two curves that specifies the point of effective de-

mand determines simultaneously the quantities of output and employment

and unit prices – a significant improvement over the ‘fix-price’ classical

Keynesian models.

Weintraub’s model allows for the incorporation of different technological

and cost structures, different specifications of the expectations of firms and
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different market structures. For example, Weintraub extended the basic ap-

proach to deal directly with the case of monopoly (1958, Chapter 4). The

model also provides for the macrofoundations of the analysis of the labour

market and the distribution of income. Given its explicit microfoundations

and its numerous possible extensions, the model met the unfortunate fate of

being largely ignored or severely criticized by orthodox Keynesians.

Weintraub’s extension of this model into growth theory is contained in his

underappreciated 1966 book, A Keynesian Theory of Employment Growth

and Income Distribution. Growth theory has been dominated by the Harrod

and Cambridge traditions, both of which take the steady-state as a starting

point. The Weintraub approach to growth is one of shifting aggregate demand

and aggregate supply curves where these steady-states are nothing but very

special cases. Essentially this is an articulation of Keynes’s shifting equilib-

rium model (Keynes, 1936) applied to a variety of growth problems, including

nonlinear growth paths.

Weintraub’s sharp criticism of the marginal productivity theory of distribu-

tion in Approach (1958) occurred about the time the Cambridge Keynesians

were starting to attack the same concepts. But while Joan Robinson, Nicholas

Kaldor and others engaged Cambridge (US) classical Keynesians in capital

theory debates, Weintraub remained aloof from this discussion, moving in-

stead to an analysis of the importance of money wages and their relation to

price changes.

The use of Keynes’s aggregate demand and aggregate supply model al-

lowed Weintraub to address price dynamics directly as part of the same

processes that determine output and employment. Using the AS = AD ac-

counting definition:

 

Y = PQ = kwN (1)

 

where Y is national income, P is the aggregate price level, Q is real output, k

is the average mark-up over labour costs by firms, w is the nominal wage and

N the level of employment. Solving for P gives Weintraub’s well-known an

wage–cost mark-up (WCM) equation:

 

P = kw/A (2)

 

where A = Q/N = average labour productivity. Weintraub based the WCM

theory of inflation on this simple expression and offered it as an alternative to

the quantity theory of money which is based on the equation of exchange.

Using empirical evidence and theoretical arguments, Weintraub saw k as a

‘magical constant’ which had varied little in US history (cf. Weintraub, 1978,

pp. 77–84). The constancy of the mark-up implies that the cause of inflation 706 Sidney WEINTRAUB

 

is money-wage growth in excess of productivity growth. Weintraub con-

trasted this model favourably with the monetarist approach. The monetarist

view is ‘muddled’ since, without assuming full employment, it is unable to

say anything about the relative impact of a money supply change on output

and prices. Moreover, the WCM model assumes an exogenously determined

money wage and thus flies in the face of the Phillips curve trade-off between

(wage) inflation and unemployment. The Phillips curve, in Weintraub’s view,

is an ad hoc construction required to save the price-theoryless IS-LM model,

but completely inadequate to explain the stagflation experience (recession

and inflation simultaneously) in the US in the 1970s (and perhaps again in the

1990s). Appeals to a shifting Phillips curve simply lay bare the adhocery of

the original concept.

Weintraub’s inflation theory was vehemently attacked by orthodox

Keynesians, although some eventually accepted his policy recommendations.

Sympathetic critiques of the WCM inflation theory have been twofold. First,

the constancy of k does not imply that the inflationary process is necessarily

initiated by wage increases. It may be started by factors that determine k,

such as capital intensity, depreciation charges, monopoly power, market con-

ditions and social and collective bargaining power. In this case wage changes

are a reaction. Second, the constancy of k itself has been put into question;

moreover, even slight changes in k may reflect large changes in the non-wage

components of costs (Rothschild, 1985, p. 583).

Weintraub’s inflation theory led him naturally to the formulation of the

now-famous ‘Tax-Based Incomes Policy’ (TIP) for controlling inflation. Early

in his career, he established the view that the control of money wages is

essential for maintaining a stable price level. When, in 1959, he put forth his

inflation theory, Weintraub recommended a ‘watchtower approach’ whereby

a research agency would collect data on the most important wage agreements

upon which Congress could act to control inflationary tendencies. Walter

Heller, chief economic adviser to President Kennedy, was likely influenced

by this idea. The first version of TIP was published by Weintraub in 1971 in

Lloyd’s Bank Review. Later in the same year Henry Wallich, a member of the

Board of Governors of the Federal Reserve System, and Weintraub laid out

the policy in greater detail. The basic idea is that given the constancy of k, it

is the wage rate which needs to be controlled. To curb excessive wage

increases an additional tax is imposed on corporate profits if any corporation

grants average annual wage increases in excess of some norm. The TIP would

not disrupt the market mechanism in that it changes the incentive structure

for firms without any direct controls, and it is easy to implement within

existing institutions for tax collection. Since 1971 there have been further

developments of Weintraub’s proposal, including a ‘market-based anti-infla-

tion policy’ (MAP) whereby inflation is fought by creating a market for the
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right to raise prices, and a ‘value added tax-based incomes policy’ (VATIP)

according to which a value added tax is used instead of a tax on corporate

profits. The idea of a TIP gained popularity in the Carter administration in the

inflationary period of the late 1970s. Had President Carter been re-elected in

1980, a TIP would likely have been implemented. Instead President Reagan

imposed a policy of monetary restraint, recession and regressive redistribu-

tion of income and wealth, precisely the outcome Weintraub had spent his

career struggling against (see 1981–82).

Weintraub’s Keynesianism focused on the real exchange economy. The

incorporation of money prices and money costs in the determination of out-

put and employment is key to a monetary, production economy. This focus, in

conjunction with WCM theory, formed the basis of his critique of monetar-

ism. If inflation comes from money wage changes, then changes in the money

stock will neither cause nor cure inflation (see 1973). The dependence of the

money stock on the needs of production and circulation makes the amount of

money at least partially endogenous and raises the importance of a variety of

near-monies for transactions purposes, in contrast to the usual textbook pres-

entations (1958). Liquidity constraints and preferences are seen as crucial to

the production and investment decisions of firms. This follows Keynes’s

monetary theory, and has been extended by a number of people including

Paul Davidson. Armed with his views on money and inflation, Weintraub was

able to explain America’s stagflation woes. Inflation follows the WCM for-

mula, and insufficient money growth leads liquidity-constrained firms to cut

production and employment.

The same framework used for the WCM also provided a theory of income

distribution, the focus of Weintraub’s last theoretical writings (1979, 1982), a

number of debates in the Journal of Post Keynesian Economics, as well as a

significant number of works by other economists extending or empirically

testing Weintraub’s model. By definition:

 

W/Y = (wN)/(PQ) (3)

 

where W = wN = the total wage bill and thus W/Y is labour’s share of total

income. Substituting (2) into (3):

 

W/Y = (w/A)/P = 1/k. (4)

 

The constancy of k thus assures a constant wage share-out of income.

Weintraub then generalized the framework to allow for the non-constancy

of k, that is a varying degree of monopoly (to use the Kaleckian term to

which k is so often compared), and to allow for a variation in consumption

propensities out of labour and capital income. In so doing, he tried to bring 708 Sidney WEINTRAUB

 

together the complementary work of Kalecki and Kaldor (see Rothschild,

1985).

In his drive to understand the world and change it for the better, Weintraub

left us with a very important interpretation of Keynes. He provided an aggre-

gate supply and aggregate demand model which contains particular

microfoundations and a powerful explanation of inflation. His early critique

of economic policy based on a rejection of the neoclassical synthesis and the

Phillips curve forms one of the building blocks of US post-Keynesian thought.

His alternative model of growth and distribution provides a rigorous under-

pinning for policies which can deal with inflation and unemployment

simultaneously. Such policies have become integral to the post-Keynesian

tradition in the US; in the light of his contributions, Weintraub could be

considered the founder of this tradition. Finally, his work has been extended

in a number of directions by his students, including Paul Davidson, Eugene

Smolensky, Eileen Appelbaum, John Hotson and Ingrid Rima, and in turn by

their students. Weintraub’s son, E. Roy Weintraub, is also an economist,

whose work has concentrated on neoclassical general equilibrium theory and

economic methodology. The influence of Sidney Weintraub thus spans across

economic theory into issues of economic policy and, with his work as found-

ing co-editor of the Journal of Post Keynesian Economics, makes him a

leading force in the development of alternatives to orthodox economic thought

in the United States.

 

Weintraub’s Major Writings

(1942a), ‘Monopoly Equilibrium and Anticipated Demand’, Journal of Political Economy, 50. (1942b), ‘The Classification of Market Positions: A Comment’, Quarterly Journal of Econom-

ics, 56.

(1942c), ‘The Foundations of the Demand Curve’, American Economic Review, 32. (1946), ‘Monopoly Pricing and Unemployment’, Quarterly Journal of Economics, November. (1949), Price Theory, London: Pitman. (Modified for an undergraduate audience and reprinted

in 1964 under the title Intermediate Price Theory, Philadelphia: Chilton.) (1958), An Approach to the Theory of Income Distribution, Philadelphia: Chilton. (1959), A General Theory of the Price Level, Output, Income Distribution and Economic

Growth, Philadelphia: Chilton.

(1961), Classical Keynesianism, Monetary Theory and the Price Level, Philadelphia: Chilton. (1966), A Keynesian Theory of Employment Growth and Income Distribution, Philadelphia:

Clifton.

(1971), ‘An Incomes Policy to Stop Inflation’, Lloyd’s Bank Review, 99, January. (1973), ‘Money as Cause and Effect’ (with Paul Davidson), Economic Journal, 83. (1978), Capitalism’s Inflation and Unemployment Crisis: Beyond Monetarism and Keynesianism,

Reading, MA: Addison-Wesley Publishing.

(1979), ‘Generalizing Kalecki and Simplifying Macroeconomics’, Journal of Post Keynesian

Economics, 1.

(1981), ‘An Eclectic Theory of Income Shares’, Journal of Post Keynesian Economics, 4. (1981–82), ‘Keynesian Demand Serendipity in Supply-Side Economics’, Journal of Post

Keynesian Economics, 4.

(1985), ‘A Jevonian Seditionist: A Mutiny to Enhance the Economic Bounty’, Journal of Post

Keynesian Economics, 7.
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Thomas E. WEISSKOPF (born 1940)

I was born in 1940 in the United States to immigrant Viennese-Jewish and

Danish-Lutheran parents. I was raised in the environs of Boston, Massachu-

setts, and studied at Harvard University (where I earned a B.A. in Economics

in 1961) and the Massachusetts Institute of Technology (where I earned a

Ph.D. in Economics in 1966).

Although I concentrated initially on mathematics and physics, my interests

as an undergraduate student soon shifted to the social sciences in general, and

to Third World economic development in particular. Following my gradua-

tion from Harvard in 1961, I took advantage of an opportunity to spend a year

at the Indian Statistical Institute (in Calcutta) as a teacher of economics to

undergraduate students from all over India. During this year I acquainted

myself directly with problems of Indian economic development and devel-

oped a particular interest in techniques of economic planning.

Returning from India to begin my graduate studies at MIT, I sought to

master the analytical tools of the discipline of economics as taught by such

prominent mainstream North American economists as Paul Samuelson and

Robert Solow. Not yet a dissenter in any fundamental respect, my primary

objective was to learn how to apply quantitative economic methods to prob-

lems of Third World economic development. After spending another year in

India in 1964–65, this time on a doctoral research fellowship at the New

Delhi branch of the Indian Statistical Institute, I completed my Ph.D. disser-

tation on ‘A Programming Model for Import Substitution in India’ in 1966.

More interested at first in working in the ‘real world’ than in academia, I

was intending to accept an offer to join the staff of the United States Agency

for International Development in New Delhi as a research economist. Just

before this assignment was about to begin, however, I decided to turn down

the offer – in order to disassociate myself from the US Government, which

had by then escalated its involvement in Vietnam into a fully-fledged war

against the South Vietnamese National Liberation Front and their North

Vietnamese allies. As it turned out, I was nonetheless able to work in India 710 Thomas E. WEISSKOPF

 

for the next two years; after my rejection of the USAID job, I was offered a

two-year visiting professorship at the New Delhi branch of the Indian Statis-

tical Institute. From 1966 to 1968 I worked at the Institute, teaching in its

graduate economics programme and carrying out research on problems of

Indian national economic planning and on the operation of the irrigation and

power system associated with the massive North Indian Bhakra-Nangal dam.

It was during this two-year stay in India that I began to nurture serious

doubts about the relevance of mainstream economics to the issues with which

he was most concerned. Committed to the vision of a ‘socialistic pattern of

society’ that Jawaharlal Nehru had articulated for independent India, and

believing in the constructive role that a technically skilled economist could

play in the achieving of that vision, I became increasingly disillusioned by

the way in which the best of economic ideas and advice could be frustrated

and rendered irrelevant by the structure of real power and influence in a

society. This led me to look for a more broad-ranging political-economic

approach to understanding problems of economic development, as an alterna-

tive to the relatively narrow training I had received in mainstream economics.

For the first time I began to acquaint myself with the work of Karl Marx and

such contemporary dissident economists as Michal ⁄ Kalecki, Paul Baran and

Paul Sweezy, as well as numerous Indian nationalist and Marxist social

scientists.

Returning to the United States in 1968 to take up an appointment as

assistant professor at Harvard University, I found that my evolving views on

politics and economics were completely in harmony with those of a growing

number of young North American economists associated with the ‘New Left’

movement of the time. Joining my friend and colleague Samuel Bowles, as

well as numerous dissenting Harvard economics graduate students, I partici-

pated in an informal seminar in ‘radical political economy’, whose primary

purpose was to develop a new undergraduate course in the social sciences

that would provide a radical alternative to the standard fare of economics

courses. The seminar participants offered this course (collectively) for the

first time in 1969, under the title ‘The Capitalist Economy: Conflict and

Power’.

In Fall 1968 I joined a group of like-minded young economists – most of

them from Harvard, MIT and the University of Michigan – in founding the

Union for Radical Political Economics (URPE). URPE was designed to

provide an institutional foundation for the development of a dissident form of

economics in North America – one which would challenge, from a broadly-

defined Marxian perspective, the contemporary orthodoxy in the discipline of

economics as well as the capitalist political and economic environment in

which it was situated. URPE was one of many dissident organizations formed

to challenge mainstream academic disciplines in North America during the
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height of the New Left movement in the late 1960s and early 1970s; but it is

one of the few to have survived and maintained to the present day its peak

membership (ca. 2000), regular semi-annual meetings, and the publication of

a quarterly journal (the Review of Radical Political Economics).

During the four years I spent as an assistant professor of economics at

Harvard University (1968–72), most of my research and writing reflected a

broadly-defined Marxian political-economic approach to the analysis of im-

perialism and underdevelopment in the Third World. In an early article (1972),

I sought to develop a new and broader dependency-theory framework for

analysing Third World economic development. I analysed here the way in

which capitalist economic institutions tend to bias the pattern of economic

development in Third World societies in ways that lead at best to a depend-

ent, inegalitarian and undemocratic form of economic growth. I then applied

the same kind of analysis to the case of independent India in a subsequent

article (1973). I also carried out and published econometric research on

alternative ‘two-gap’ constraints on economic growth, and on the impact of

foreign capital inflows on domestic saving, in Third World nations. My

article on the latter issue (1972b) showed that foreign capital inflows tended

to depress domestic saving rates.

Having participated for several years in the collective teaching of the new

course, ‘The Capitalist Economy: Conflict and Power’, I collaborated with

two of my colleagues – Richard Edwards and Michael Reich – in preparing a

book to present the main issues raised in the course (1972). This volume

includes contributed articles by the three author–editors, as well as reprinted

articles by many other radical political economists. Widely used for under-

graduate teaching of political economy in the United States, it has twice been

extensively revised and republished (2nd edition 1978, 3rd edition 1986).

In 1972 I was offered a tenured position as associate professor of econom-

ics at the University of Michigan, partly as a consequence of student demands

that a radical political economist be hired to teach in the graduate economics

programme at Michigan. Accepting the appointment, I proceeded to establish

(with my colleague, Daniel Fusfeld) a graduate field of specialization in the

area of political economy. Since 1972 I have remained at the University of

Michigan, where I am now a full professor dividing my time between the

Economics Department and the Social Science Program of the Residential

College – an innovative undergraduate liberal arts college within the Univer-

sity of Michigan. In July 1995 I accepted a five-year appointment as Director

of the Residential College.

During my initial years at Michigan I continued to carry out research and

publish papers dealing with development and underdevelopment in the Third

World, focusing inter alia on contrasting patterns of development in India

and the People’s Republic of China. But as the US economy, and indeed the 712 Thomas E. WEISSKOPF

 

world capitalist economy, began to experience increasing symptoms of crisis

in the 1970s, my teaching and research interests shifted to the macroeco-

nomic problems of the advanced capitalist economies. In particular, I began

to seek ways to develop and apply Marxian crisis theory to the contemporary

macroeconomic problems of the US economy – for example, rising unem-

ployment and inflation, falling profitability and productivity growth.

My early work in this area sought to distinguish between three different

variants of Marxian crisis theory – the orthodox theory of ‘the tendency of

the rate of profit to fall’ (due to a rising organic composition of capital), the

theory of underconsumption (or, more generally, realization failure), and the

theory of the depletion of the reserve army of labour (leading to a ‘wage

squeeze on profits’) – each of which is a possible source of declining profit-

ability and consequent economic crisis. Having developed an overall

framework for addressing these theoretical distinctions in an earlier article, I

applied the framework to the empirical analysis of profitability trends in the

post-World War II US economy (1979). In the latter article I found that the

third of the three variants of Marxian crisis theory was the most relevant in

explaining both long-run (secular) and short-run (cyclical) profitability de-

clines and crisis tendencies in the postwar United States.

In the early 1980s, as the world economic crisis reached its nadir, I began a

long-term research collaboration with Samuel Bowles and David Gordon,

with the aim of applying contemporary radical political economics to the

study of the continuing economic crisis in the United States – and developing

a democratic and egalitarian alternative economic strategy to overcome the

crisis. This collaborative research resulted in a book (1983), subsequently

published also in British, French, Japanese and Spanish editions, as well as

numerous more technical articles on key elements of the analytical underpin-

ning of the book (for example, 1983 and 1986).

In our joint work, Bowles, Gordon and I place the postwar experience of

boom and crisis in the US economy into the broader historical context of

‘long swings’, differentiated from one another by differing ‘social structures

of accumulation’ (SSAs). Each SSA is characterized by a set of social/

political/economic institutions that govern relations between the capitalist

class and other relevant classes and economic actors; and each SSA is charac-

terized first by the success of these institutions in assuring an environment

favourable to capitalist profitability and accumulation (in the initial boom

period), and then by internal contradictions leading to the erosion of the same

institutions (in the subsequent crisis period). According to this analysis, the

post-World War II SSA in the United States was successful in promoting

capitalist prosperity through the late 1960s, but then gave way to a series of

contradictions that generated the economic crisis of the 1970s and 1980s –

from which the US economy has yet to recover in any fundamental way.
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Subsequently I undertook to extend and apply some aspects of my joint

work with Bowles and Gordon in an internationally comparative context,

analysing, for example, how different kinds of social and political relations

between capital and labour affect workplace behaviour and labour productiv-

ity in different advanced capitalist economies. I found that the ‘worker

discipline effect’, whereby high unemployment raises productivity, is far

more evident in countries (such as the United States) in which capital–labour

relations tend to be highly antagonistic than in countries (such as Sweden) in

which capital–labour relations have been more cooperative (see 1987). In

joint work with Francis Green, I made a similar finding with respect to inter-

industry differences in the worker discipline effect in ‘secondary industries’ –

with relatively low unionization, low wages and little job security, and thus

presumably more antagonistic capital–labour relations – as distinct from

‘primary industries’ — with the opposite characteristics (see 1990).

In 1990 I worked with Bowles and Gordon on an updated and much

revised version of our earlier book (1991). This second joint book went

beyond the earlier one in addressing the contradictions and deleterious im-

pact of ‘Reaganomics’ on the US economy in the 1980s, and in conceptualizing

the potential economic as well as political benefits of a more democratic and

egalitarian economy.

During the past decade, stimulated by the ongoing social, political and

economic transitions of the erstwhile ‘actually existing socialist societies’ of

Eastern Europe and the Soviet Union, I have once again shifted the primary

focus of my teaching and research interests – this time to the former ‘Second

World’. On the one hand, I have undertaken theoretical explorations of mar-

ket socialism and worker self-management (for example 1993a). I have also

carried out empirical studies of changing property relations in contemporary

Russia (for example, 1993b); and I have written critical articles about the

process of economic transition and reform in Russia (for example, 1997).

Finally, I have recently been working with Neva Goodwin and several other

North American and Russian collaborators on a project to develop alternative

textbooks in economics for use in Russian universities – dissenting again

from the mainstream!

 

Weisskopf’s Major Writings
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(1979), ‘Marxian Crisis Theory and the Rate of Profit in the Postwar U.S. Economy’, Cam-

bridge Journal of Economics, 3.
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E.L. (Ted) WHEELWRIGHT (born 1921)

Born into the industrial working class in Sheffield in 1921, E.L. (Ted) Wheel-

wright, son of a semi-skilled steelworker, left school early during the depression

years, to supplement the family’s unemployment pay with the salary of a

bank clerk. War broke out when he was 18, and in 1941 he joined the RAF,

becoming a navigator in Bomber Command; he was awarded the DFC in

1943, and demobilized in 1946 with the rank of Squadron Leader.

Wheelwright sought further education; he wanted to know why his father

had been out of work the whole time he was in high school, what were the

causes of the war, and why there had been money readily available to train

him in the arcane skills of navigating night bombers over Europe, but none to

finance his transition from school to university.

Fortunately he was able to participate in the post-war education scheme

which paid ex-service persons a living wage whilst studying for a degree,

being accepted as an arts degree candidate (majoring in economics and

political science) at the University of St Andrews, which gave such students

top priority. Hence his first economic lesson was learned from practice rather

than theory: public money is much more likely to be available for war-related

projects than for peace-time ones.

The late 1940s was an exciting time to be an undergraduate at such a

university, full of mature students, mostly striving to ensure a brave new
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world. Not only had many seen war service all over the globe, but there was a

political struggle going on in Europe before their eyes, as American power

and money suppressed incipient socialism, while in Asia, communist armies

were marching to victory. Power was growing out of the barrel of a gun, but it

was also being bought with money. This lesson did not appear in the text-

books they studied; the real world imposed itself on the fantasies of perfect

competition, the invisible hand and market forces in a way that perhaps no

other generation had experienced. Some decided that the invisible hand was

inside an iron glove.

This was a perfect breeding ground for dissenting economists; what was in

the textbooks of economics and politics did not square with what was hap-

pening in the real world. At least politics had its Prince, by Machiavelli,

which was on the reading list, but Capital, by Marx, was not; he was taboo.

Here was another lesson from practice: academic objectivity is in the eye of

the beholder.

However, in such an environment, conservative professors did not have it

all their own way; for instance, dissent in the department of economics

ensured that both Hayek’s Road to Serfdom and Finer’s Road to Reaction

were studied. Such dissent was also fostered by the fact that there was no

economics degree as such. At least one other discipline had to be taken for

honours, the implication being that economics, studied per se, stultified the

mind, an implication Wheelwright found to be verified later, particularly

when economics degenerated into the ‘imperialism of the social sciences’.

Wheelwright took a first in economics and political science at St Andrews,

and obtained an assistant lectureship at the University of Bristol in 1949. He

found the ‘imperialism of economics’ further advanced in British provincial

universities, where it was possible to obtain degrees in economics and com-

merce. Theory was paramount, and social and political contexts played down.

Perhaps the greatest initial impression was the predominantly middle-class

nature of the university; people from working-class backgrounds seemed to

be rather rare and the process of osmosis diluted their contribution. A curious

exception at Bristol was H.D. Dickinson, a contemporary of Maurice Dobb at

Cambridge, who was a socialist sprung from the middle class, a genuine

scholar of the old school who, besides being an economist, was a mathemati-

cian who could handle the transformation problem and an historian who

could cope with the history of capitalism.

Dickinson made a big impression on Wheelwright, who thought his books,

The Economics of Socialism and Institutional Revenue, were the clearest

expositions of economic theories and their social and political implications

that he had read. These, of course, reflected some of the interests of the

1930s, particularly whether a socialist economy could act rationally – in

economic terms – and what that meant. It is interesting to reflect, in today’s 716 E.L. (Ted) WHEELWRIGHT

 

climate, that Dickinson was adamant that the price mechanism was a most

important discovery (ranking with the invention of the alphabet) and essential

for an appropriate allocation of resources – given a reasonably egalitarian

distribution of incomes.

At Bristol, Wheelwright continued to be disillusioned with much of eco-

nomic theory; Keynes was beginning to be ‘bastardized’, as Joan Robinson

was later to call it, so that he was pleased to be allocated lectures on indus-

trial organization. There, at least, he felt he could concentrate on the institutions

he thought were the main actors on the economic stage: big companies, big

unions and big government. He began research on industrial relations and on

the ownership and control of large corporations, but the Cold War had begun,

followed by the hot war in Korea. Britain under a Labour government had

begun to rearm and to cut expenditure on health services and education to

help pay for it. So much for the brave new world.

The future of British universities appeared bleak, as did that of the British

economy in the long term. Wheelwright did not have tenure and decided to

emigrate. In 1952 he made a successful application for a lectureship with

tenure at the University of Sydney, where he stayed until his retirement as

Associate Professor in 1986 (having been refused a full professorship on six

occasions). At that time young lecturers were encouraged to research what-

ever subject they were interested in and prepared to work on; in his case, this

was international economics and the Australian economy. An application for

funding to investigate the ownership and control of Australian companies was

successful; after four years’ work a book of the same title was published

(1957).

His discovery of a heavy concentration of shares in a few hands meant

that power was being focused and wielded by a small directing group

representing family owners, financial institutions and foreign investors.

Here was evidence of the concentration and ‘depersonalization’ of capital

in Australia which, mainly because of its relative smallness and immaturity,

had not yet developed to quite the same extent as in Britain or the US.

However, there was one significant difference: of the 100 largest companies

examined, over one-sixth were controlled by foreign interests, mainly Brit-

ish and American; these were in highly concentrated sectors and growing

faster than Australian companies. There was not much ‘people’s capitalism’

here.

Although this was dissent from conventional wisdom, it surprisingly led to

a sabbatical year financed by a Fellowship from the Rockefeller Foundation.

Spent initially at Harvard and later in Asia, its purpose was to investigate the

consequences of growing foreign ownership and control of economic sys-

tems. Hence 1958 was very influential for Wheelwright’s future development.

He encountered the tail-end of McCarthyism at Harvard, leavened by Galbraith,
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whose Affluent Society was published in that year. In seminars, Galbraith

used to relate what appeared later in his writings:

 

A powerful tendency in modern political economy is for the voice of the affluent, and that of the business spokesmen in particular, to be mistaken for the voice of the masses. … Unless economists understand that our subject is intrinsically contentious – that what is good for the poorest of our people is best for economic performance – our economic policy will be a failure. (‘Economists: Why They Have Failed Us’, National Times, 30 January 1978)

 

Particularly strong impressions were made during contacts with Paul Sweezy

and Leo Huberman of Monthly Review, and with Paul Baran of Stanford

University, whose Political Economy of Growth inspired Wheelwright to

dissent from orthodox paradigms of economic growth. This experience set

directions for future research on the role of foreign investment in a new

imperialism of economic development.

The rest of the sabbatical provided immense benefits for the young dissent-

ing scholar. In India he became involved in debates at the Delhi School of

Economics over the question of foreign investment. And in Jakarta (Indone-

sia), Wheelwright first met American ‘economic advisers’, known in those

days as the ‘Berkeley Mafia’, precursors of ‘Los Chicago Boys’ in Chile.

Here were the Trojan horses of ‘value free’ economics, maximizing assent to

orthodoxy and minimizing dissent from it, in the tradition of economics

being ‘the nicely calculated lore of less or more’.

Tenure was very important for dissenters, as Wheelwright discovered

when he tried to move from Sydney to the Australian National University in

Canberra to concentrate on economic development. He was allowed to

spend a year there as Visiting Fellow, and produced a book on Malaysia

(showing how decolonization had been delayed to ensure maximum secu-

rity for British capital, how state power was used to create a new middle

class of a particular ethnic origin, and how foreign investment was fostered

to offset the power of indigenous capitalists). However, the only positions

offered were non-tenurable, and it was clear that to achieve more it would

be necessary to toe the orthodox line being set in a framework of Ford

Foundation research money, conservative governments, bureaucrats and sen-

ior academics, in a company town in which the company was the federal

government.

Consequently, Wheelwright returned to his tenured position at Sydney and

began research on the foreign ownership and control of the Australian economy.

The initial result was a book published in 1965, co-authored with a radical

economic historian who could not obtain university employment and had to

resort to journalism. It was a polemical book, written for a popular audience

and naturally sneered at by most academics. But first in the field, it dissented 718 E.L. (Ted) WHEELWRIGHT

 

from the orthodox position that uncontrolled foreign investment was the best

way of ‘developing’ Australia.

The Highest Bidder documented the increasing foreign ownership and

control of key sectors of the economy – especially American – and argued

that economic domination led to political, cultural and ideological subservi-

ence. A form of economic nationalism was advocated which, given current

Australian political realities, could not be socialist; it would have to be state

capitalist, with some reliance on publicly-owned enterprise. The book sug-

gested that the US was the residuary legatee of British imperialism and, if

nothing was done, Australia would end up a neo-colony of the US, helping to

fight its wars (as had been the case with Britain). It noted that the Australian

Prime Minister of the day, who instituted military conscription for Vietnam,

described America’s intervention there as ‘the greatest act of moral courage

since Britain stood alone in World War II’.

The book was largely ignored by academics, but it had an impact on Labor

politicians and eventually on the short-lived Whitlam government (1972–75). It

tried to establish a kind of economic nationalism, proposing a screening system

for foreign investment as well as national ownership and control of key sectors

such as energy production and distribution. This government was brought

down, as has been well documented, by an alliance between sectors of domes-

tic enterprise, foreign corporations, local intelligence services and the CIA.

(Wheelwright was on two government committees of enquiry at that time, and

can testify to the power of the foreign investment and ‘defence’ lobbies.)

However, well before this he had had experience of foreign coups d’état

which were related to foreign investment and imperialism. Although largely

ignored by the Australian academic establishment, Wheelwright’s dissenting

views attracted attention in other parts of the world, especially Latin America.

In the mid-1960s he was invited to Argentina to co-author a comparison of

Australian and Argentine economic development, with special reference to

foreign investment. This work ceased abruptly when in mid-1966 he awoke

to find guns and tanks and soldiers in the street outside his apartment in

Buenos Aires. He thought it prudent to leave promptly and quietly; the work

was never finished for obvious reasons.

Similarly, in the early 1970s Wheelwright was invited to Chile to make a

comparison of foreign investment there with that in Australia. This work was

not published either, because of the chaos induced by opponents of the

Allende regime. ‘Los Chicago Boys’ were hard at work, the code-name for

their machinations to bring down that regime being ‘Operation Jakarta’. He

decided that equilibrium occurred there only at the point of a bayonet.

Some of Wheelwright’s conclusions were published in his collected es-

says, Radical Political Economy (1974). It was clear that Fidel Castro had

cast a large shadow over Latin America: any nationalistic attempts to reduce
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economic dependence on the US were seen as subversive, especially if asso-

ciated with trade unions or workers’ parties. The ruling classes, the oligarchs,

had retained control of the armed forces as their praetorian guards, and let

them loose on the populace whenever they felt threatened, usually with the

connivance of the imperial power. This had to be seen as a form of fascism,

different in some respects from the European manifestation, but just as vi-

cious. Chomsky called it ‘sub-fascism’; its essential ingredients were

denationalized neo-fascist elites, with a weak internal base of comprador and

conservative business interests; strong external support (economic and mili-

tary) having a dogmatic adherence to free enterprise; and an open door to

foreign investment as the road to prosperity.

Australia appeared to be different: its landed oligarchy had to contend with

trade unions and parliamentary democracy much earlier; industrialization

came sooner, partly as a result of participation in Britain’s wars; and basic

wage and social security systems had reduced the income inequalities of

pastoral capitalism, especially in the 1940s and 1950s. But by the 1970s the

Chomsky criteria were beginning to apply to Australia, and in the preface to

his Capitalism, Socialism or Barbarism? The Australian Predicament (1978),

Wheelwright wrote:

 

Australian capitalism is in crisis, as it twists and turns to try to accommodate itself to the gyrations of world capitalism; it is unlikely to adopt a form of independent socialism which could extricate itself from its predicament; there is a danger of barbarism emerging in the form of an Australian species of the genus, fascism. In the process, the nation is likely to disintegrate, caught in the vortex between two imperialisms, American and Japanese.

 

A decade earlier he had the opportunity to witness a socialist economy in

crisis, spending two months in China in the early phases of the Cultural

Revolution in late 1966. He arranged for a colleague to visit in 1968, and in

1970 they co-authored The Chinese Road to Socialism, which was published

in New York and translated into five languages. Joan Robinson said in her

Foreword:

 

The authors of this book know the right questions to ask. … Political economy cannot be understood without considering ideology and morality. They emphasise the moral element in Chinese socialism. … Our authors understand orthodox economics. They understand it well enough to see through it. For two centuries we have been following Adam Smith’s doctrine that the individual’s pursuit of self-interest is the foundation of national prosperity. China … has set out to prove the opposite. But it does not expect such a profound reversal to be easily achieved.

 

In 1966 Mao had insisted that ‘if things are not properly handled it is
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he said, ‘A socialist revolution is being conducted without knowing where the

bourgeoisie are. They are in the Communist Party. They are the party leaders

taking the capitalist line. They have always been following this line.’ In

November 1976, Wheelwright quoted this dictum of Mao, noting that what

was then called the ‘big right deviationist wind’ of Deng Xiaoping was

already putting economics instead of politics in command – advocating mate-

rial incentives to mobilize the enthusiasm of workers and peasants, as well as

reliance on specialists to run factories and academic institutions and on the

importation of foreign technology to speed up economic development. How-

ever, Wheelwright argued that the time bomb Mao left to the nation could not

be defused; that it would ‘tick away amongst the present gerontocracy and

explode when a new and younger generation comes to power’. He concluded

by quoting vintage Mao, very relevant to the 1990s:

 

Those of you who do not allow people to speak, who think you are tigers, and that nobody will dare to touch your arse, will fail. People will talk anyway. You think that nobody will really dare to touch the arse of tigers like you? They damn well will!

 

Wheelwright retired from formal academic life in 1986, but his last decade

therein was eventful and productive. In 1975, as a result of receiving research

funds from private and public sources, he founded the Transnational Corpo-

rations Research Project which has published 20 books and over 70 research

papers on various aspects of transnational capitalism, with special reference

to Australia, South East Asia and the Pacific. He edited Consumers,

Transnational Corporations and Development, which attempted to integrate

the relationships between transnational corporations, economic development

and the interests of consumers. Its main theme was the use and abuse of

power by such corporations, and the response of new citizen networks and

social action groups pressing for a new paradigm of development – more

open, participatory, equitable and ecological. It doubted if any real contribu-

tion was being made by such corporations to much of the developing world,

especially the poorest sectors thereof.

New courses in political economy began at the University of Sydney in 1975

as the result of a long struggle by staff and students, in which Wheelwright

played a key role. For this course he co-edited two volumes of Readings in

Political Economy designed to provide alternative approaches to the analysis of

capitalist systems, as well as offering perspectives on socialist systems. For

eight years Wheelwright gave the introductory lectures to these courses (which

were attended by over 300 students before being abolished by the academic

counter-revolution). He also co-edited five volumes of Essays in the Political

Economy of Australian Capitalism which were designed to provide the essen-

tial ingredients for a basic Marxist history (for the first volume, see 1988).
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Further co-authored work on the foreign ownership and control of the

Australian economy was published under the title of Australia: A Client State

in 1982, and translated into Japanese in 1986. It argued that dependence on

foreign capital and technology had reached such a stage in Australia that the

state itself had become a client of international capital. This meant an effec-

tive loss of any real independence, an emasculation of democracy and further

integration into transnational capitalism, permitting only those policies ac-

ceptable to foreign investors to be pursued. The following year a Labour

government was elected which de-regulated the financial system, floated the

Australian dollar and exposed the entire system to far more foreign penetra-

tion than its predecessors, quadrupling the foreign debt in six years and

depreciating the Australian dollar by 30 per cent. In 1986 the Labor Treasurer

declared that Australia was in danger of becoming a ‘banana republic’.

The Japanese connection continued in the late 1980s when Wheelwright’s

Transnational Project reached a three-year research agreement with Professor

Shigeto Tsuru of the Meiji Gakuin University. The countries of Asia were

coming to be the dominant investors in Australia and its major trading part-

ners, particularly Japan. In 1989 he co-authored, with a young trade unionist,

The Third Wave: Australia and Asian Capitalism, which argued that the first

wave of foreign investment in Australia had been British, the second Ameri-

can, and the third Asian, especially Japanese. This was the first time that the

dominant forces of capitalism in the region were no longer of European or

Anglo-Saxon origin. This new wave was much more focused and coordinated

than previous ones; the political, social and moral traditions of the investing

countries were different, and the language and cultural barriers more difficult

to surmount. Consequently, Australia faced both a crisis of identity and of

political alignments, and a new economic integration. The book attempted to

point out what this meant for the working people of Australia, and argued for

more and stronger links with Asian trade unions and similar organizations.

This book was the high-water mark of Wheelwright’s dissent, the first

edition being sold out in six weeks. Emphasizing as it did the dangers to

working people of the accelerating internationalization of capitalism, it ap-

pealed especially to trade union and labour circles. Its message was that,

ironically, the capitalists of the world had taken Marx’s advice to unite and

that Australian workers were particularly vulnerable. The most pleasing as-

pect was its translation into Japanese, for which edition Wheelwright wrote a

special Foreword. Wheelwright believes it is vital for Asian economists to

dissent from the orthodox doctrine that is still being used to justify the

exploitation of the world and its people. It is pleasing to note that an Encyclo-

pedia of Political Economy has just been published by Routledge in London,

edited by Phillip O’Hara, which includes two of Wheelwright’s latest articles,

one on global corporate capitalism, and the other on economic rationalism. 722 E.L. (Ted) WHEELWRIGHT
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